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FINANCING  THE  SOCIAL  SECURITY  SYSTEM 


WEDNESDAY,   MAY  7,   1975 

House  of  Representatives, 
Subcommittee  on  Social  Security 
OF  THE  Committee  on  Ways  and  Means, 

Washington,  D.C. 

The  subcommittee  met  at  3:30  p.m.,  pursuant  to  notice,  in  room 
H-208,  the  Capitol,  Hon.  James  A.  Burke  (chairman  of  the  sub- 
committee) presiding. 

Mr.  Burke.  The  subcommittee  will  come  to  order. 

The  first  public  hearing  of  the  Subcommittee  on  Social  Security  is 
about  to  begin. 

The  principal  subject  matter  of  these  hearings  will  be  the  financmg 
of  the  social  security  cash  benefits  program.  This  is  a  very  timely  and 
important  subject  matter,  since  substantial  problems  have  developed 
with  respect  to  the  financial  condition  of  the  program,  both  for  the 
short-range  and  long-range. 

These  problems,  I  hasten  to  add,  are  substantial,  but  by  no  means 
insoluble.  I  am  entirely  confident  that  this  subcommittee,  which  has 
some  of  the  ablest  Members  of  the  Congress,  will  be  successful  in 
formulating  legislation  that  will  assure  the  continued  operation  of 
the  social  security  program  throughout  the  lifetimes  of  our  children's 
children. 

We  will  be  studying  difficult  and  complex  questions  in  the  months 
ahead.  Many  questions  have  already  been  posed  by  the  American 
people.  Many  of  these  questions  have  also  received  the  attention 
of  experts  in  various  fields,  including  economists,  actuaries  and  those 
connected  with  public  and  private  retirement  systems.  We  hope, 
during  these  hearings,  to  gain  the  benefit  of  the  best  thinking  that 
has  been  devoted  to  these  matters. 

The  agenda  of  the  initial  phase  of  the  subcommittee's  hearings 
is  set  forth  in  a  press  release  issued  on  April  25,  1975,  which  I  will 
have  inserted  in  the  record  following  my  remarks. 

During  the  next  few  weeks,  our  hearings  will  be  limited  to  taking 
testimony  from  administration  witnesses  and  invited  panelists. 
Following  this,  the  subcommittee  will  conduct  general  public  hearings 
as  soon  as  they  can  be  scheduled  among  the  total  activities  of  the 
full  committee. 

The  purpose  of  today's  hearing  is  to  receive  a  presentation  of  the 
35th  annual  report  of  the  Board  of  Trustees  on  the  old  age  and 
survivors  and  disability  insurance  trust  funds.  The  presentation  will 
be  made  by  James  B.  Cardwell,  Commissioner  of  Social  Security, 
and  his  assistants.  The  Commissioner  is  also  the  Secretary  of  the 
Board  of  Trustees. 

(1) 


Now,  I  might  say,  in  way  of  explanation,  that  there  is  a  markup 
session  going  on  by  the  full  Committee  on  Ways  and  Means,  on  the 
energy  bill,  and  it  is  impossible  to  have  all  of  the  members  of  the 
Social  Security  Subcommittee  here  today.  So,  we  will  just  have  the 
presentation  of  the  trustee's  report  by  the  Commissioner  today, 
and  then  we  wdll  recess  until  May  14,  at  which  time,  we  \vill  continue 
the  hearings  and  go  into  the  matter  in  great  depth. 

[The  press  release  follows:] 

[Subcommittee  on  Social  Security  press  release,  Apr.  25,  1975] 

Chairman  James  A.  Burke  (D.,  Mass.),  Subcommittee  on  Social  Security, 
Committee  on  Ways  and  Means,  Announces  Public  Hearings  on  the 
Financing  of  the  Social  Security  System 

Chairman  James  A.  Burke  (D.,  Mass.),  Subcommittee  on  Social  Security  of 
the  Committee  on  Ways  and  Means,  today  announced  the  scheduling  of  a  limited 
series  of  hearings  focusing  principally  on  the  financing  of  the  social  security  system. 
These  hearings  will  be  limited  to  receiving  testimony  from  Administration  wit- 
nesses and  from  selected  panelists.  Testimony  from  the  general  public  concerning 
the  financing  of  the  social  security  system  will  be  received  at  subsequent  hearings 
before  the  Subcommittee.  A  tentative  schedule  for  these  preliminary  hearings  is 
as  follows: 

May  7,  1975,  3:S0  p.m.,  H-208,  Capitol. — Representatives  of  the  Board  of 
Trustees  of  the  Social  Security  Trust  Funds,  to  discuss  the  1975  Annual  Reports 
of  the  federal  Old  Age  and  Survivors'  Insurance  and  Disability  Insurance  trust 
funds. 

May  14,  1975,  1  p.m.,  Main  Hearing  Room. — A  panel  of  representatives  of  the 
Social  Security  Advisory  Council  will  testify,  beginning  at  1  p.m.,  in  the  Main 
Hearing  Room  of  the  Committee  on  Ways  and  Means.  (In  the  event  the  full 
committee  is  meeting  at  that  time — or  on  any  of  the  subsequent  days  of  the  sub- 
committee's hearings — the  hearings  will  be  held  from  8  a.m.  to  10  a.m.  in  the  Main 
Hearing  Room  and  concluded  in  that  same  room  in  late  afternoon.) 

The  following  members  of  the  Social  Security  Advisory  Council  will  participate 
as  panelists : 

W.  Alien  Wallis,  Chairman;  Chancellor  of  the  University  of  Rochester;  former 
special  assistant  to  President  Eisenhower; 

J.  W.  Van  Gorkom,  President,  Trans  Union  Corporation,  Lake  Forest,  Illinois; 

John  W.  Byrnes,  Attorney;  former  Member  of  House  Ways  and  Means 
Committee; 

Rudolph  Danstedt,  Assistant  to  the  President  of  National  Council  of  Senior 
Citizens ; 

J.  Henry  Smith,  former  Chairman  of  the  Board,  Equitable  Life  Assurance 
Society  of  the  United  States. 

May  15, 1976, 1  p.m..  Main  Hearing  Room. — A  panel  of  actuaries  and  economists. 
The  following  will  participate  as  panelists : 

Robert  Myers,  Professor  Actuarial  Science  at  Temple  University;  former  Chief 
Actuary,  Social  Security  Administration; 

Geoffrey  Calvert,  Actuary  and  Employee  Benefit  Consultant,  Pomenson/Alex- 
ander  Ltd.,  Vancouver,  British  Columbia; 

Howard  Young,  Actuary,  United  Auto  Workers,  Washington,  D.C.; 

John  Brittain,  Economist,  Brookings  Institution; 

Martin  Feldstein,  Economist,  Harvard  University; 

Conrad  Taeuber,  Georgetown  University,  Director  of  Center  for  Population 
Research. 

May  20,  1975,  1  p.m.,  Main  Hearing  Room. — Administration  witnesses,  con- 
cerning the  financing  of  the  social  security  system. 

May  21,  1976,  1  p.m.,  Main  Hearing  fioom.— Administration  witnesses,  con- 
cerning problems  of  administering  the  social  security  program. 

As  indicated  above,  the  Subcommittee  plans  to  conduct  general  public  hearings 
concerning  the  financing  of  the  social  security  system  following  the  conclusion  of 
these  preliminary  hearings.  An  announcement  concerning  these  later  hearings  will 
be  made  at  a  later  date. 

Mr.  Burke.  You  are  recognized.  Commissioner. 


STATEMENT  OF  JAMES  B.  CARDWELL,  COMMISSIONER,  SOCIAL  SECU- 
RITY ADMINISTRATION;  ACCOMPANIED  BY  JAMES  E.  MARftUIS, 
ASSISTANT  COMMISSIONER  FOR  PROGRAM  EVALUATION  AND 
PLANNING;  A.  HAEWORTH  ROBERTSON,  CHIEF  ACTUARY;  LAW- 
RENCE ALPERN,  DEPUTY  CHIEF  ACTUARY;  FRANCISCO  BAYO, 
DEPUTY  CHIEF  ACTUARY;  AND  MARY  JANE  FISKE,  DEPUTY  AS- 
SISTANT SECRETARY  FOR  LEGISLATION  (WELFARE),  DEPART- 
MENT OF  HEALTH,  EDUCATION,  AND  WELFARE 

Mr.  Cardwell.  Mr.  Chairman,  thank  you  very  much. 

I  would  hke  to  start  out  by  introducing  those  of  the  social  security 
staff  who  are  with  me  here  today 

Mr.  James  Marquis  is  the  Assistant  Commissioner  for  Program 
Evaluation  and  Planning.  To  his  left  is  Mr.  Francisco  Bayo,  Deputy 
Chief  Actuary ;  his  expertise  is  long-range  actuarial  estimating.  To  his 
right  is  Mr.  Haeworth  Robertson,  the  new  Chief  Actuary  of  the  Social 
Security  Administration.  I  can't  tell  you  how  pleased  we  are  to  have 
him,  after  a  long,  long  search,  literally,  around  the  world,  for  an 
actuary. 

Seated  next  to  Mr.  Robertson  is  Mr.  Lawrence  Alpern,  the  Deputy 
Chief  Actuary;  his  expertise  is  short-term  estimates.  And  immediately 
behind  him  is  Miss  Mary  Jane  Fiske,  representing  the  Secretary  of 
HEW.  She  is  a  Deputy  Assistant  Secretary  for  Legislation. 

I  appreciate  this  opportunity  to  present  to  you  the  1975  reports  of 
the  Boards  of  Trustees  of  the  Social  Security  Trust  Funds. 

As  the  chairman  pointed  out,  the  Commissioner  of  Social  Security 
is  ex  officio  secretary  of  the  Boards,  and  while  I  regret  that  members 
of  the  Boards  are  unable  to  be  here  today,  I  will  do  my  best,  on  behalf 
of  the  trustees,  to  present  highlights  of  the  Boards'  reports  and  to 
try  to  answer  your  questions. 

I  would  note,  at  the  outset,  the  fact  that  this  is  my  first  appearance 
before  the  newly  formed  Subcommittee  on  Social  Security.  Both  as 
Commissioner  of  Social  Security  and  as  secretary  of  the  Boards  of 
Trustees,  I  would  take  this  opportunity,  Mr.  Chairman,  to  express  the 
willingness  of  the  Department  of  Health,  Education,  and  Welfare, 
the  Social  Security  Administration  and  the  Boards  to  cooperate  with 
this  subcommittee  and  its  work  in  every  way  possible. 

It  is  our  hope  that,  through  your  subcommittee,  we  can  continue 
the  strong  working  relationship  that  has  been  developed  over  the 
years  between  the  executive  branch  and  the  full  committee. 

I  would  like  to  begin  the  discussion  by  briefly  reviewing  the  major 
features  of  the  trustees'  reports,  after  which  I  would  propose  to  go 
into  a  detailed  review  of  the  future  financial  status  of  the  system, 
particularly  the  cash  benefits  program. 

To  facilitate  the  presentation  of  the  details,  I  have  some  charts 
which  I  will  turn  to  at  the  end  of  my  statement,  with  your  permission, 
of  course.  Since  a  discussion  of  the  trustees'  reports  necessarily  involves 
a  recitation  of  figures,  I  cannot  avoid  presenting  an  array  of  them  in 
my  statement,  but  I  would  remind  you  that  you  will  have  an  oppor- 
tunity to  see  the  key  figures  again  when  we  go  through  the  charts. 

Several  changes  in  the  law  affected  the  operations  of  the  cash 
benefits  trust  funds  during  1974,  and  if  the  committee  wishes,  I  would 


be  glad  to  skip  over  the  1974  background.  But  if  you  are  interested, 
I  would  portray  it  in  some  detail.  And  I  will  seek  your  pleasure  at 
this  point. 

Mr.  Burke.  You  may  proceed  as  you  wish,  Commissioner. 

Mr.  Cardwell,  Well,  I  think,  if  it  is  okey  with  you,  I  would  go  to 
the  future  financial  status,  because  I  think  that  is  where  the  major 
issues  lie.  And  when  we  get  into  questions  and  answers,  we  can  go 
back  into  1974,  if  the  committee  wishes. 

Mr.  PiCKEL.  Mr.  Chairman,  I  would  like  for  him,  if  he  would,  just 
to  summarize  here — 

Mr.  Cardwell.  All  right. 

Mr.  PiCKEL  [continuing].  1974  activity,  so  that  we  might  have 
general  thoughts  in  mind. 

You  don't  have  to  read  it. 

Mr.  Cardwell.  All  right. 

First  of  all,  there  was  a  very  significant  general  benefit  increase 
of  11  percent.  That  was  enacted  in  1973,  but  it  became  effective  in  two 
steps  in  the  report  year  1974. 

The  retirement  test  exempt  amount  also  increased,  from  $2,100 
to  $2,400.  I  would  point  out  that  today  it  stands  at  $2,520  under  the 
automatic  escalators. 

The  OASDI  contribution  rate  was  increased  from  4.85  percent  for 
employees  and  employers,  each,  to  4.95  percent,  each,  on  January  1, 
1974,  and  the  contribution  and  benefit  base  was  increased  from  $10,800 
to  $13,200,  also,  effective  in  January  1974. 

Income  to  the  social  security  OASDI  program  during  fiscal  year 
1974  amounted  to  $57.7  billion,  an  increase  of  $8.1  billion.  Total  outgo 
was  $55.9  bilhon,  an  increase  of  $6.8  billion  over  the  prior  year. 

At  the  end  of  fiscal  year  1974,  the  assets  of  the  OASDI  trust  funds 
amounted  to  $46.1  billion — and  we  are  going  to  refer  to  this  figure 
quite  often  in  our  discussion  this  afternoon.  This  compares  to  $44.3 
billion  which  existed  at  the  end  of  fiscal  year  1973.  The  number  of 
contributors  to  the  OASDI  program  grew  from  96  million  to  101  mil- 
lion, and  the  number  of  beneficiaries  increased  from  29.1  million 
persons  at  the  end  of  fiscal  year  1973  to  30.2  million  persons  at  the 
end  of  fiscal  year  1974. 

Income  to  the  hospital  insurance  program,  part  A  of  medicare, 
in  fiscal  year  1974  totaled  $11.6  bilHon.  This  compares  with  $8.4 
billion  in  the  prior  years.  Outgo  for  part  A  grew  from  $6.8  billion  in 
fiscal  year  1973  to  $8.1  billion  in  fiscal  year  1974.  The  assets  of  the 
hospital  insurance  trust  fund  grew  by  $3.5  billion,  to  $7.9  billion. 

Income  to  the  supplementary  medical  insurance  program,  part  B  of 
medicare,  amounted  to  $3.8  billion  in  fiscal  year  1974,  an  increase 
of  $2.9  billion  over  1973.  Supplementary  medical  insurance  outgo 
was  $3.3  billion,  an  increase  of  $0.7  billion  over  fiscal  year  1973.  The 
assets  of  the  supplementary  medical  insurance  trust  fund  at  the  end 
of  fiscal  year  1974  amounted  to  $1.3  billion  compared  with  assets  of 
$700  million  at  the  end  of  the  prior  year. 

Since  the  1974  trustees'  report  was  issued,  over  a  year  ago,  there 
have  been  several  changes  in  the  social  security  cash  benefits  program 
under  the  automatic  adjustment  provisions  of  the  law.  The  first 
determination  of  an  automatic  increase  in  the  contribution  and  benefit 
base — to  $14,100 — was  announced  in  1974,  effective  at  the  start  of 
this  calendar  year,  January  1,  1975. 


The  retirement  test  exempt  amount  was  increased  automatically, 
as  I  mentioned  earlier,  to  $2,520,  and  that  is  where  it  stands  today. 
This,  also,  of  course,  became  effective  on  January  1 . 

Although  it  is  a  1975  event,  I  would  point  out  that  the  first  auto- 
matic cost-of-living  benefit  increase  has  been  determined,  under 
present  law,  to  be  8  percent.  The  President's  budget  in  January  fore- 
cast that  figure  as  being  8.7  percent,  but  the  first  quarter  of  this 
calendar  year  produced  smaller  increases  in  the  cost  of  living  and  the 
figure  oflScially  stands  at  8  percent. 

As  you  know,  the  President  has  proposed  a  5-percent  limit  on  this 
automatic  increase,  and  Secretary  Weinberger  has  recently  restated 
the  administration's  interest  in  seeing  this  limit  enacted.  However, 
the  trustees  in  their  review  of  the  status  of  the  program  under  present 
law  did  not,  of  course,  assume  any  ad  hoc  congressional  action  with 
regard  to  this  year's  benefit  increase.  They  followed  the  law,  literally. 
Their  forecasts  for  1975  through  1976  are  based  on  the  current  law. 

Under  projections  of  both  the  short-  and  long-range  financial  status 
of  the  OASDI  program,  as  shown  in  the  trustees'  report,  expected 
expenditures  will  exceed  income  annually  beginning  this  calendar 
year.  I  want  to  emphasize  that.  Outgo  will  exceed  income  beginning 
this  calendar  year,  this  tax  year. 

As  you  all  are  aware,  a  number  of  sensational  and  alarmist  articles 
have  appeared  in  the  press  and  other  places,  suggesting  that  social 
security  has  gone  broke.  In  my  view,  there  is  just  no  justification  for 
such  articles,  and  I  think  the  report  of  the  trustees  points  this  out. 

As  I  will  point  out  today,  the  system  is  reacting  predictably  to  the 
sudden  changes  that  have  occurred  in  the  economy,  and  the  funds' 
reserves  provide  proper  safeguards  to  insure  benefit  funding  for  at 
least  the  next  several  years,  even  if  we  were  to  face  trust  fund  deficits 
for  a  series  of  consecutive  years.  This  is  not  to  belittle  the  seriousness 
of  the  problems  but  to  say  that  the  system's  reserves  provide  adequate 
time  to  deal  with  the  situation  in  a  thoughtful  and  deliberate  way. 

It  is  my  opinion  and  my  view  that  the  fund  is  doing  what  we  have 
organized  and  designed  it  to  do  and  is  serving  us  well  at  this  point 
in  time. 

What  are  the  short-term  financing  issues?  With  the  fact  that  we 
have  the  reserves  on  hand  in  mind,  let  me  amplify  the  short-term 
financial  status  of  the  OASDI  program. 

Under  present  law,  expenditures  under  the  social  security  old-age, 
survivors,  and  disability  insurance  program  will  exceed  income  by 
about  $3  billion  this  tax  year.  Current  estimates  in  the  trustees' report 
show  that  under  present  law  annual  excesses  of  outgo  over  income 
would  continue  into  the  future,  reaching  about  $7  billion  by  1979. 
Clearly,  we  will  need  to  act  if  we  are  to  prevent  depletion  of  the  trust 
funds  in  the  early  1980's,  and  we,  in  the  administration,  are  developing 
specific  proposals  in  this  regard. 

The  current  projections  are,  of  course 

Mr.  Archer.  Mr.  Chairman,  would  it  be  possible  to  interject  some 
short  questions  as  the  Commissioner  goes  along  here,  so  we  could 
get  a  comment? 

Mr.  Burke.  Well,  if  we  want  to.  Whatever  the  Commissioner 
would  like  to  do. 

Mr.  Cardwell.  We  are  here  at  the  pleasure  of  the  chairman  and 
the  committee. 
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Mr.  Archer.  I  would  just  like  to  ask,  is  that  $7  billion  annual  or 
cumulative? 

Mr.  Cardwell.  The  annual  level  by  1979  would  be  $7  billion. 

Mr.  Archer.  That  is  all. 

Mr.  Cardwell.  What  happens,  as  we  are  going  to  point  out  and 
as  you  will  see  when  we  get  into  in  the  charts,  is  that  the  annual 
deficit  gets  a  little  larger  each  year  into  1979.  At  that  time,  it  would 
$7  billion. 

The  current  projections  are,  of  course,  sharply  different  from  the 
short-term  projections  given  in  last  year's  trustees'  report.  This, 
obviously,  would  be  a  period  in  which  it  has  been  particularly  difficult 
to  forecast  accurately  changes  in  CPI,  levels  of  employment,  pro- 
ductivity, and  average  earnings.  And,  as  you  know,  the  projections 
of  trust  fund  operations  are  highly  sensitive  to  forecasts  in  all  these 
areas. 

Since  social  security  benefits  are,  by  law,  tied  to  the  Consumer 
Price  Index,  higher  than  anticipated  levels  of  inflation  in  the  short- 
term  future  mean  higher  than  anticipated  expenditures  for  social 
security  benefits.  At  the  same  time,  today's  increased  levels  of  un- 
employment mean  less  income  to  the  program,  fewer  workers  paying 
fewer  taxes. 

The  1975  trustees'  report  assumes,  in  addition  to  the  previously 
mentioned  1975  cost-of-living  increase  of  8  percent,  future  cost-of- 
living  increases  of  6.6  percent  in  1976,  6.4  percent  in  1977,  6.3  percent 
in  1978,  and  4.8  percent  in  1979,  a  curve  of  continuing  inflation,  but 
at  lower  levels  than  are  being  experienced  today. 

The  assumption  underlying  the  estimates  in  the  trustees'  report 
vary  from  those  used  in  the  preparation  of  the  President's  1976 
budget — page  41  of  the  President's  budget.  We  understand  that  the 
latter  assumptions  are  being  updated  and  will  be  provided  to  the 
Congress  as  a  part  of  the  midterm  report  on  the  budget.  That  will  be 
provided  by  the  0MB  and  the  White  House. 

The  trustees'  report  assumes  that  the  average  unemployment  rate 
wiU  be  8.8  percent  in  1975,  8  percent  in  1976,  7  percent  in  1977, 
6.2  percent  in  1978,  5.4  percent  in  1979,  and  4.8  percent  in  1980. 

Moving  now  to  the  long-term  financial  status  as  reported  by  the 
Board — a  brief  review  of  the  changes  over  the  past  2  years  in  the  long- 
term  status  of  the  program  will  serve  as  both  an  introduction  to  the 
discussion  of  the  long-range  financial  status  of  the  program  and  as  an 
illustration  of  the  sensitivity  of  such  long-term  estimates  to  changes  in 
economic  and  other  assumptions. 

As  you  will  recall,  the  1973  trustees'  report  showed  the  cash  benefits 
program  to  have  a  long-range  deficit  of  only  0.32  percent  of  taxable 
payroll.  By  November  1973,  when  the  Ways  and  Means  Committee 
was  considering  the  bUl  which  ultimately  resulted  in  the  two-stage 
11-percent  benefit  increase  that  was  enacted  the  following  month,  the 
deficit  was  estimated  to  be  0.76  percent.  This  increase  in  the  deficit 
was  due  largely  to  higher  than  previously  anticipated  short-term 
rates  of  increases  in  the  CPI. 

The  financing  changes  contained  in  the  benefit  increase  bill — H.R. 
11333 — that  was  enacted  in  December  1973 — PubHc  Law  93-233 — 
reduced  the  long-range  deficit  to  an  estimated  0.51  percent  of  taxable 
payroll.  This  reduction  in  the  deficit  was  achieved,  at  that  time,  and 


through  that  law,  by  increasing  the  earnings  base  for  1974  from  the 
$12,600  scheduled  earlier  to  $13,200  and  by  reallocating  part  of  the 
HI  tax  rate  to  the  OASDI  program. 

When  the  1974  trustees'  report  was  issued  a  year  ago,  in  May 
of  1974,  the  actuarial  deficit  was  estimated  to  have  moved  to  2.98 
percent  of  taxable  payroll  over  the  75-year  valuation  period.  The  ma- 
jor portion  of  this  increase  in  the  deficit  was  due  to  revised  fertility 
projections  based  on  1970  census  data  which  became  available  in 
1973.  The  work  force  in  the  future  was  estimated  to  be  considerably 
smaller  in  proportion  to  the  number  of  beneficiaries  than  in  earlier 
estimates. 

Today's  ratio  of  about  30  beneficiaries  for  every  100  workers  covered 
by  the  program  today  is  projected  to  increase  to  nearly  50  beneficiaries 
per  100  workers  by  the  year  2030.  Thus,  proportionately  fewer  workers 
will  be  supporting  a  larger  number  of  beneficiaries,  and  the  cost  of  the 
program,  expressed  as  a  percentage  of  taxable  payroll,  will  be  substan- 
tially increased. 

I  would  point  out  that  long-term  demographic  trends  of  this  sort 
will  not  begin  to  be  felt  for  many  years  to  come.  Their  major  impact 
will  not  occur  until  about  2010. 

Revised  assumptions  as  to  future  movements  of  wages  and  prices 
also  played  a  significant  role  in  the  1974  forecast  of  a  significant  deficit. 

Now,  we  come  to  the  1975  trustees'  report.  This  report  estimates  the 
long-range  deficit  at  5.32  percent  of  taxable  payroll,  or  2.34  percent 
higher  than  the  1974  estimate,  just  a  year  ago.  The  largest  single  incre- 
ment of  increase  involves  new,  long-range  economic  assumptions; 
in  fact,  the  increase  in  the  deficit  of  1.95  percent  of  payroll  that  is 
attributable  to  economic  factors  accounts  for  about  83  percent  of  the 
increase. 

A  further  factor  in  the  increase  in  the  projected  deficit  since  the  last 
trustees'  report  is  the  increased  rate  at  which  disability  insurance 
benefits  are  being  awarded  and  the  length  of  time  disability  insurance 
beneficiaries  remain  on  the  rolls,  eligible  for  payments. 

Mr.  Archer.  Mr.  Cardwell,  is  long-range  deficit  a  75-year  deficit, 
is  that  what  you  are  talking  about? 

Mr.  Cardwell.  Yes,  sir. 

As  you  know,  the  cost  of  the  disability  program  has  been  increasing 
in  the  last  few  years,  and  the  estimates  contained  in  the  1975  trustees' 
report  have  been  updated  to  reflect  actual  experience  through  calendar 
year  1974,  as  well  as  to  reflect  the  assumption  that  the  award  rate  will 
continue  to  increase  at  3  percent  per  year  for  at  least  the  next  5  years. 

The  central  set  of  long-range  economic  assumptions  used  in  the 
trustees'  report  is  based  on  an  annual  increase  of  6  percent  in  average 
earnings  and  4  percent  in  the  Consumer  Price  Index  for  the  period 
1981-2049.  To  illustrate  the  sensitivity  of  program  cost  projections, 
the  trustees  have  also  presented  estimates  based  on  alternative 
long-range  assumptions,  and  such  estimates  are  contained  in  the 
report. 

In  citing  these  long-range  projections,  I  would  emphasize  that  the 
effects  that  they  predict  will,  in  the  main,  not  be  felt  for  many  years. 
It  is  important  to  note,  I  believe,  that  there  is  ample  time  for  deliberate 
consideration  of  alternative  methods  of  restoring  the  long-range  finan- 
cial soundness  of  the  program. 
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One  element  affecting  the  long-range  financial  status  of  the  cash 
benefits  program  that  deserves  particular  attention  is  the  combined 
effect  of  price  and  wage  increases  on  future  benefits.  The  benefit 
adjustment  mechanism  under  present  law  is  extremely  sensitive  to  the 
movement  of  prices  and  wages. 

Under  reasonable  projections  of  rising  wages  and  prices  over  the 
long  range,  benefits  in  the  future  could  replace  a  much  larger  propor- 
tion of  preretirement  earnings  than  is  now  the  case.  Consequently, 
the  costs  of  the  program  will  increase  substantially  over  the  long 
term — the  75-year  period  we  were  speaking  about. 

The  trustees  recommend  in  their  report — as  did  the  1975  Advisory 
Council  on  Social  Security — that  the  system  be  modified  so  as  to 
maintain  a  planned,  constant  and  predictable  relationship  between 
benefit  levels  and  the  preretirement  earnings  on  which  the  benefits 
are  based.  Modification  of  the  benefit  structure  in  this  way  holds  a 
great  deal  of  promise  for  helping  to  deal  with  the  long-range  financial 
deficit  in  the  program.  It  could  make  a  significant  difference. 

As  I  believe  you  know,  the  President  has  endorsed  the  general  con- 
cept of  a  restructuring  of  social  security  benefits  so  as  to  provide 
stable  and  predictable  replacement  of  preretirement  earnings;  in 
this  sense,  he  adopted  the  recommendation  of  the  Advisory  Council 
in  principle. 

He  has  directed  the  Department  of  Health,  Education,  and  Welfare 
and  the  Domestic  Council  to  study  alternative  models  for  accomplish- 
ing this  objective,  mth  a  view  to  developing  a  specific  legislative 
recommendation  to,  of  course,  be  presented  to  the  Congress. 

We  also  note,  and  I  think  this  is  important,  that  the  Ways  and 
Means  Committee  has  joined  with  the  Senate  Finance  Committee  in 
asking  the  Library  of  Congress  for  a  study  of  alternative  proposals 
along  this  line,  and  I  would  emphasize  that  we,  in  the  Social  Security 
Administration,  are  in  full  cooperation  with  the  effort.  Because  a 
benefit  stabilization  proposal  could  very  significantly  affect  the  long- 
range  financing  of  the  social  security  program,  it  seems  prudent  to 
hold  in  abeyance  the  question  of  dealing  with  the  long-range  financial 
deficit  pending  development  and  adoption  of  a  specific  benefit  structure 
proposal.  That  should  provide  the  basis  for  the  long-term  financing 
plan. 

With  regard  to  the  long-range  soundness  of  the  hospital  insurance 
program,  the  hospital  insurance  trustee's  report  notes  that,  while 
substantial  excesses  of  income  over  outgo  are  projected  for  hospital 
insurance  for  the  short-term,  there  is  a  very  slight — 0.16  percent  of 
taxable  payroll — long-range  deficit  in  that  program,  as  well;  compared 
to  the  deficit  in  the  cash  benefits  program  though,  it  is  quite  modest. 
Since  the  short-range  imbalance  is  already  upon  us,  it  would  seem 
that  it  should  receive  more  immediate  attention.  For  this  reason,  the 
Administration  is  focusing  first  on  the  question  of  how  best  to  restore 
the  short-range  soundness  of  the  program.  Secretary  Weinberger 
hopes  to  speak  to  this  subject  when  he  appears  before  the  subcommit- 
tee later  this  month. 

Whatever  direction  and  method  of  short-term  financing  is  finally 
chosen  by  the  administration  and  the  Congress,  I  believe  it  is  useful 
to  bear  in  mind  some  important  questions  of  timing.  While  legislative 
action  this  year  could  go  a  long  way  toward  alleviating  public  fears 
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and  restoring  public  confidence,  the  state  of  the  economy  should  be 
considered  before  any  final  decisions  are  made. 

The  reserves — and  I  would  again  repeat  this — are  sufficient  to 
assure  adequate  time  for  deliberation  and  adequate  time  for  indi- 
viduals and  organizations  to  make  known  their  views  and  for  the 
executive  branch  and  the  Congress  to  act.  The  point  to  be  made  is  that 
revenue  development  for  social  security  must,  as  the  trustees  point 
out,  be  consonant  with  plans  for  economic  recovery. 

Mr.  Chairman,  that  concludes  my  prepared  statement,  and  I 
would  be  happy  to  stop  and  try  to  answer  questions  at  this  point.  But 
I  would  suggest  that  we  review  the  charts  first ;  I  think  they  will  open 
some  better  doors  to  questions. 

Mr.  Burke.  Commissioner,  we  have  a  roUcall  right  now,  would  you 
mind  waiting  for  about  5  minutes? 

Mr.  Cardwell.  I  would  be  pleased  to  do  so. 

Mr.  Burke.  The  subcommittee  will  stand  adjourned  for  5  minutes. 

[A  recess  was  taken.] 

Mr.  Burke.  Commissioner,  the  Administration  seems  to  have 
adopted  the  same  view  that  the  subcommittee  has,  to  examine  the 
short-range  problems  first  and  then  look  into  the  long-range  problems. 

What  you  are  saying,  apparently,  is  that  the  Administration  is  going 
to  come  in  with  its  recommendations  at  a  later  date.  Possibly  Secretary 
of  Health,  Education,  and  Welfare,  Caspar  Weinberger,  will  appear 
with  some  recommendations  at  our  hearings  later  this  month. 

I  want  to  assure  you  that  this  committee  is  going  to  cooperate  with 
the  Administration  in  every  way  possible  to  find  the  best  solutions  to 
the  problems  of  financing  the  social  security  program. 

I  don't  believe  there  is  any  Member  of  the  U.S.  Congress  who  doesn't 
want  to  keep  the  social  security  trust  fund  as  stable  as  possible. 
I  think  we  do  have  to  act  on  the  short-range  problem  within  a  few 
months.  There  are  many  statements  being  made.  We  can't  allow  all 
these  statements  going  out  to  the  press.  We  have  got  so  many  people 
studying  this  problem,  so  many  experts  in  the  field,  who  all  seem  to 
have  the  answer.  They  are  alarming  millions  of  our  social  security 
recipients  and  also  alarming  those  people  who  are  working  paying 
taxes  into  the  trust  funds. 

We  have  to  give  the  American  people  the  assurance,  which  I  know 
they  are  going  to  get.  I  don't  see  anything  wrong  with  the  short-range 
operation  of  the  social  security  system  that  a  few  adjustments  can't 
straighten  out. 

All  the  years  I  have  been  on  the  committee  we  made  adjustment 
every  few  years  and  nobody  could  predict  3  years  ago  the  changes 
that  have  occurred  in  the  economy.  What  bothers  me  on  the  long-range 
prediction  is  that  they  couldn't  predict  what  was  going  to  take  place 
in  3  years. 

I  think  that  with  respect  to  the  long-range  predictions  we  will  have 
to  give  those  careful  study.  Some  people  have  a  crystal  ball  that  they 
are  looking  into  that  nobody  else  has  available  to  them. 

Mr.  Archer. 

Mr.  Archer.  Well,  Mr.  Chairman,  just  to  comment  briefly  on  the 
end  of  your  statement,  I  think  a  big  part  of  the  problem  you  mention 
was  caused  by  the  Congress. 
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The  actuaries  told  us,  when  the  Congress  adopted  the  "dynamic 
earnings"  concept,  that  their  accuracy  was  not  going  to  be  nearly  as 
good  as  it  was  on  the  "standard  level  earnings"  concept.  And  I  think 
it  is  up  to  us  to  give  them  something  that  they  can  have  a  chance  to 
work  with  more  accurately  over  the  years  to  come. 

We  are  going  to  see  dramatic  fluctuations,  and  it  is  going  to  be 
awfully  difiicult  for  them  to,  with  any  degree  of  accr.^acy,  predict  for 
75  years  in  advance.  Even  the  assumptions  that  I  see  for  the  near- 
term  that  are  part  of  your  report,  Mr.  Cardwell,  I  think  are  idyllic. 

If  you  think  the  cost  of  living  increase  is  only  going  to  be  6.4  percent 
in  1977,  after  we  attempt  to  digest  a  national  deficit  of  over  $120 
billion  or  $150  billion  in  the  period  between  now  and  then,  I  just  don't 
see  any  way  that  you  are  going  to  have  inflation  down  at  6.4  percent. 
And  that  means  that  even  these  short-term  figures  are  going  to  be 
inaccurate. 

Economists  I  talk  to  are  looking  at  inflation  figures  considerably  in 
excess  of  6.4  percent  in  1977  and  1978.  So,  even  within  the  short-term, 
this  dynamic  earnings  concept,  in  what  the  majority  in  Congress  did 
to  the  social  security  program,  is  part  of  the  problem,  and  it  is  not  all 
your  fault.  But  I  would  encourage  you  to  be  more  forceful  when  you 
do  come  before  our  committee  and  express  your  concerns,  because  in 
1973,  when  I  attempted  to  pursue  this  before  the  Ways  and  Means 
Committee,  I  did  not  get  the  kind  of  realistic  answers  from  the 
actuaries  that  I  should  have  received  at  that  time  and  the  assertions 
that  we  need  to  assure  that  our  job  is  done  in  the  way  that  it  should 
be  done,  prudently,  because  this  is  very,  very  important  to  the  lives 
of  all  Americans. 

I  would  like  to  ask  you  just  quickly  a  couple  of  questions.  At  the 
present  time,  what  does  this  5-plus  percent  of  payroll  deficit  mean  in 
dollars  over  the  long-term? 

Mr.  Cardwell.  I  would  have  to  add  it  up.  We  are  obviously  talking 
about  trillions  of  dollars. 

Mr.  Archer.  That  5  percent  of  payroll,  that  is  5  percent  for  the  full 
75  years? 

Mr.  Cardwell.  An  average  of  5.32  percent,  on  the  average  pa3n'oll 
over  75  years. 

Would  the  actuaries  care  to  speak  to  that? 

Mr.  Bayo.  It  is  not  possible  to  get  a  figure  over  75  years,  because 
of  the  change  in  the  value  of  the  dollar,  according  to  the  assumption 
itself. 

One  measure  of 

Mr.  Archer.  Measured  in  constant  dollars,  1975  dollars,  what 
would  it  be? 

Mr.  Bayo.  It  depends  on  how  you  discount  the  dollar,  either  with 
the  consumer  price  index  or  for  wages.  I  think  the  best  way  to  measure 
would  be  5  percent  on  today's  payroll.  Payroll  being  about  $630  bil- 
lion, 5  percent  would  be  about  $30  billion  per  year, 

Mr.  Archer.  Thirty  billion  dollars  per  year,  based  on  today's  pay- 
roll. So,  over  a  75-year  period,  you  could  multiply  by  75  and  come  up 
with  a  rough  figure  of  two  and  one-quarter  trillion  dollars  that  the 
fund  would  be  in  deficit.  There  would  be  a  deficit  if  we  don't  make 
the  changes,  and  we  are  going  to  have  to  make  some  changes,  as  you 
happily  pointed  out. 
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At  the  present  point,  if  we  were  to  do  nothing — and  I  think  the 
Congress  will  not  just  do  nothing — but  assuming  no  action  were 
taken,  when  do  we  reach  the  point  under  current  estimates  with  a 
shortage  of  being  able  to  pay  the  benefits  under  existing  law? 

Mr.  Cardwell.  1980  and  1981. 

Mr.  Archer.  It  is  still  1980  and  1981,  in  spite  of  the  reduced  infla- 
tion since  the  last  time  we  heard  from  you? 

Mr.  Cardwell.  Right.  We  are  going  to  illustrate  the  decline  in  the 
funds  on  a  year-by-year  basis,  when  we  get  to  the  charts. 

Mr.  Archer.  Would  it  not  be  preferable  for  us  to  contemplate  the 
possibility  of  going  back  to  a  more  accurate  standard  level  earnings 
concept  from  your  standpoint,  rather  than  this  dynamic  earnings 
concept? 

Mr.  Cardwell.  Well,  in  terms  of  capacity,  to  estimate  with 
improved  accuracy,  the  answer  would  be  yes.  On  a  public  policy 
choice,  though,  I  think,  the  answer  would  be  no.  I  think  the  concept 
of  an  indexed  benefit  represents  a  consensus  of  public  choice  and 
necessitates  the  use  of  dynamic  assumptions. 

There  is  a  problem  though,  about  the  way  the  present  system  is 
designed  and  its  effect — the  indexing  system's  effect  on  long  term 
future  benefits  for  current  workers.  That  is  the  problem  that  we  point 
out  in  the  statement.  We  think  that  needs  correction. 

But  on  the  benefits'  side,  my  personal  opinion — I  think,  it  represents 
the  administration's  general  view — is  that  we  should  continue  an 
indexed  system. 

The  President  proposed  that  we,  for  1  year,  put  a  constraint  on 
that  index,  an  artificial,  one-time  constraint,  in  order  to  try  to  break 
the  cycle  of  rapid  growth.  But  I  think  he  was  careful  to  point  out 
that  he  was  not  advocating  a  permanent  departure  from  the  concept 
of  an  indexed  system. 

Mr.  Archer.  Well,  it  just  seems  to  me  that  we  cannot  continue 
to  live  with  a  social  security  system  that  is  subjected  to  crisis  after 
crisis  because  of  changes  in  the  economic  barometers,  which  cannot, 
no  matter  how  expert  you  are,  be  predicted  with  certainty. 

Mr.  Cardwell.  Mr.  Archer,  I  think  that  is 

Mr.  Archer.  And  that  is  evidenced  by  the  dramatic  changes  in 
your  estimates  that  have  occurred  in  just  the  last  couple  of  years. 

Mr.  Cardwell.  I  think  it  is  the  definition  of  a  crisis.  I  think  that 
the  way  we  should  deal  with  sudden  changes  in  the  economy,  such 
as  those  that  have  occurred  over  the  last  couple  of  years,  is  through 
the  use  of  the  contingency  reserve,  and  we  should  be  very  careful 
to  be  certain  that  that  is  as  adequate  as  we  know  how  to  make  it. 

I  think  the  system  is  quite  well-designed  to  deal  with  sudden 
changes  in  the  short  term  and  is  proving  itself  right  now.  It  is  not 
as  well  designed  regarding  the  capacity  to  make  accurate  long  term 
forecasts.  You  could  even  question  the  necessity  of  doing  that.  It 
isn't  prescribed  in  law. 

The  value  of  the  75-year  forecast  is  to  demonstrate  to  the  current 
workers  and  current  public  policy  makers  roughly  what  they  were 
choosing  for  the  long  term.  But  I  think,  the  main  thing  to  emphasize 
is  a  system  that  has  a  contingency  reserve  that  is  clearly  adequate 
for  short  term  and  sudden  change. 
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I  think  the  system  is  quite  adequately  designed  in  that  regard, 
and  I  think  it  is  proving  itself.  I  wouldn't  want  to  say  the  same  thing 
about  the  long  term. 

Mr.  Archer.  Well,  I,  again,  want  to  encourage  you  and  your 
staff,  when  you  appear  before  our  committee,  to  speak  out  candidly, 
because,  in  1973,  we  did  something  that,  in  my  opinion,  was  com- 
pletely irresponsible  and  which  I  voted  against  and  pointed  out. 
And  much  of  what  I  said  is  coming  true  today;  because  we  went  off 
of  a  standard  level  earnings  concept  on  which  we  had  a  deviation  of 
point  1  percent,  in  your  capability  of  accuracy,  to  a  dynamic  earnings 
deviation  or  variation  of  point  5  percent,  as  we  were  told,  which  has 
turned  out  to  be  worse  than  that. 

Mr.  Cardwell.  Yes. 

Mr.  Archer.  And  I  don't  blame  you  for  that,  but  you  at  least 
told  us  that  your  degree  of  accuracy  would  go  from  0.1  percent  to 
0.5  percent.  The  Congress  then  said  that  we  can  now  settle  for  a 
deficit  of  0.5  percent,  which,  to  me,  is  total  irresponsibility.  But  I 
didn't  hear  any  strong  comments  from  you  at  the  time  that  I  was 
making  this  point  to  the  Ways  and  Means  Committee  and  at  which 
time  we  deliberated  for  only  a  few  minutes  on  something  that  was 
going  to  affect  the  lives  of  all  the  people  in  this  country  and  then 
quickly  reported  the  bill  out  on  a  voice  vote.  I  then  also  expressed 
my  objections  on  the  Floor  of  the  House. 

But  at  the  time  that  I  was  attempting  to  elicit  information  from 
your  people,  I  did  not  receive  strong  support,  and  I  think  you  have  a 
responsibility  to  candidly  level  with  this  Congress  and  to  let  us  know 
what  we  are  getting  into. 

Mr.  Cardwell.  Mr.  Archer,  I  would  say  to  you,  and  I  will  say  to 
the  committee,  that  you  are  absolutely  right.  My  responsibility  as  a 
Commissioner  of  Social  Security  and  as  an  individual  is  to  tell  you 
what  I  think.  And  I  assure  you  that  is  exactly  what  I  will  do. 

Mr.  Archer.  Well,  do  you  think  it  is  responsible  for  the  Congress, 
when  the  degree  of  accuracy  of  your  estimates  declines,  to  go  to  a 
bigger  deficit  in  the  fund?  Do  you  think  that  is  a  responsible  action? 

Mr.  Cardwell.  I  am  not  advocating  a  deficit  in  the  fund.  Looking 
back  at  the  history  of  the  fall  1973  debate  of  this  issue,  the  actuary 
said  that  it  is  not  possible  to  develop  a  75-year  estimate  with  absolute 
accuracy  and  that  the  estimate  could  be  off  by  as  much  as  one-half 
of  1  percent  of  taxable  payroll. 

If  they  gave  you  an  estimate  that  said  zero,  they  would  be  mis- 
leading you.  And  I  think  that  that  is  what  they  told  you. 

Mr.  Archer.  Well,  the  degree  of  accuracy  has  now  obviously  run 
up  to  plus  or  minus  5.32  percent. 

Mr.  Cardwell.  Yes,  sir,  because  we  have  introduced  as  assump- 
tions new  projections;  not  projections  that  we  ourselves  created,  but 
projections  that  other  authorities  created  as  to  the  future  shape  and 
size  of  the  population. 

Those  data  and  the  consensus  that  now  exist  around  them  didn't 
exist  in  the  fall  of  1973,  and  they  show  a  marked  difference.  I  think, 
if  you  will  look  at  the  history  of  demographic  estimates,  you  will 
find  that  the  record  isn't  very  good  for  anybody. 

Estimating  how  many  children  we  will  produce  in  this  society  is 
extremely  difficult,  and  it  is  a  factor  in  a  lot  of  these  long-range 
forecasts.  The  forecast  depends  on  that  kind  of  estimating  technique. 
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And  we  should  all  understand  that  this  is  highly  imperfect — I  would 
underscore  that. 

Mr.  Archer.  But  if  we  err,  should  we  not  err  on  the  plus  side, 
rather  than  on  the  deficit  side? 

Mr.  Cardwell.  That  would  be  my  recommendation. 

Mr.  Archer.  But  based  on  the  concept  of  the  majority  in  the  1973 
Ways  and  Means  Committee  and  Congress  overall,  now  that  your 
degree  of  accuracy  has  deteriorated  to  a  plus  or  minus  5.32  percent, 
it  would  now  be  OK  to  err  on  the  side  of  a  deficit  of  5.32  percent  in  the 
program? 

Mr.  Cardwell.  No,  sir. 

Mr.  Archer.  Well,  that  was  the  logic  on  which  the  Congress  in 
1973  acted  to  bring  about  a  big  part  of  the  problem  that  we  have  got 
today.  What  I  hope  is  that  you  and  your  people  will  stand  up  and 
point  out  these  types  of  things  when  the  Congress  deliberates  in  the 
future.  There  are  a  few  of  us  in  the  minority  that  would  like  to  have 
some  support  for  what  is  sound  logic  with  respect  to  the  social  security 
program  from  people  that  know  what  is  happening  and  what  is 
going  on. 

Mr.  Cardwell.  We  will  do  our  best  to  sharpen  issues  and  lay  before 
those  who  make  decisions  what  information  we  have,  and  when  asked 
will  give  our  opinion. 

Mr.  Archer.  OK.  At  one  time  some  of  the  reports  prepared  by 
your  actuaries  anticipated  changes  in  the  cost  of  the  program,  and  I 
wonder  if  you  could  provide  for  the  record  a  revision  showing  each, 
the  cost  of  change,  along  with  a  paragraph  or  two  on  each  change 
showing  the  reason  for  the  changes. 

Mr,  Cardwell.  Yes ;  we  would  be  glad  to. 

[The  information  follows :] 

History  of  Actuarial  Estimates  of  the  Cost  of  the  Old-Age,  Survivors, 

AND  Disability  Insurance  Program 

introduction 

This  statement  is  intended  to  provide  a  brief  history  of  the  long-range  "actuarial 
cost  estimates"  that  have  been  prepared  for  the  old-age,  survivors,  and  disability 
insurance  program.  This  history  is  summarized  in  numerical  form  in  table  1. 

Customarily  the  Congress  has  judged  the  financial  stability  of  the  old-age, 
survivors,  and  disability  insurance  program  on  the  basis  of  its  estimated  long- 
range  "actuarial  balance".  This  is  defined  as  the  difference  between  the  expected 
average  future  income  to  the  program  and  the  expected  average  future  outgo 
from  the  program  expressed  as  a  percent  of  all  earnings  that  are  subject  to  social 
security  taxes. 

Originally  the  cost  projections  and  the  related  actuarial  balance  were  prepared 
over  perpetuity  on  the  basis  of  the  assumptions  that  average  earnings  would 
remain  level  in  the  future.  Following  the  recommendations  of  the  1965  Advisory 
Council  on  Social  Security  Financing  the  period  of  valuation  was  later  on  reduced 
to  75  years.  Due  to  the  enactment  of  the  automatic  adjustment  provisions  in  1972 
the  estimates  have  been  prepared  since  then  on  dynamic  assumptions. 

Before  1972  the  costs  and  taxes  were  estimated  as  the  ratio  of  their  present 
value  to  the  present  value  of  future  earnings  subject  to  social  security  taxes.  After 
1972  the  costs  and  taxes  have  been  estimated  as  the  arithmetic  average  of  their 
annual  ratios  to  the  earnings  subject  to  social  security  taxes. 

The  brief  discussions  that  follow  are  limited  to  the  period  after  1950,  since  only 
minor  changes  in  the  program  were  enacted  in  the  1940's.  These  discussions  cover 
only  those  changes  that  were  most  important  from  a  long-range  cost  point  of 
view.  More  detailed  discussion  may  be  obtained  from  the  annual  reports  of  the 
Board  of  Trustees  of  the  old-age,  survivors,  and  disability  trust  funds  or  from  the 
actuarial  reports  that  have  been  prepared  for  and  published  by  the  House  Com- 
mittee on  Ways  and  Means  at  the  time  of  enactment  of  various  amendments  in 
the  past. 

53-424   O  -  75  -  2 
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Actuarial  status  after  enactment  of  1950  Act 

In  connection  with  the  1950  Act,  the  Congress  stated  the  belief  that  the  program 
should  be  completely  self-supporting  from  the  contributions  of  covered  workers 
and  employers.  In  that  Act  substantial  changes  were  incorporated  in  the  program: 
the  benefit  formula  was  completely  redesigned,  and  the  contribution  tax  schedule 
was  also  substantially  revised  to  finance  these  changes,  as  well  as  to  cover  the 
actuarial  deficit  that  had  been  estimated  under  the  previous  Act.  After  the  en- 
actment of  these  changes  the  program  was  found  to  be  in  substantial  actuarial 
balance,  that  is,  the  long-range  future  income  was  estimated  to  be  close  to  the 
long-range  future  outgo. 

Actuarial  status  after  enactment  of  1962  Act 

The  actuarial  balance  under  the  1952  Act  was  estimated,  at  the  time  of  enact- 
ment, to  be  virtually  the  same  as  in  the  estimates  made  at  the  time  the  1950 
Act  was  enacted,  as  shown  in  table  1.  This  was  the  case,  because  the  estimates 
for  the  1952  Act  took  into  consideration  the  rise  in  earnings  levels  in  the  3  years 
preceding  the  enactment  of  that  Act.  This  factor  virtually  offset  the  increased 
cost  due  to  the  benefit  liberalizations  that  were  made.  New  cost  estimates  made 
two  years  after  the  enactment  of  the  1952  Act  indicated  that  the  future  cost  of 
the  benefit  disbursements  and  administrative  expenses  was  somewhat  more  than 
0.5  percent  of  payroll  higher  than  the  scheduled  taxes. 

Actuarial  status  after  enactment  of  1951).  Act 

Under  the  1954  Act,  the  increase  in  the  contribution  schedule  met  all  the  ad- 
ditional cost  of  the  benefit  changes  that  were  made  at  that  time  and  also  reduced 
substantially  the  actuarial  imbalance  that  the  then  current  estimates  had  indicated 
in  regard  to  the  financing  of  the  1952  Act. 

Actuarial  status  after  enactment  of  1956  Act 

The  estimates  for  the  1954  Act  were  revised  in  1956  to  take  into  account  the 
rise  in  the  earnings  level  that  had  occurred  since  1951-52,  the  period  that  had 
been  used  for  the  earnings  assumptions  for  the  estimates  made  in  1954.  This 
reduced  the  actuarial  imbalance  under  the  1954  Act  to  —.16  percent  of  taxable 
payroll.  The  benefit  changes  made  by  the  1956  amendments  were  fully  financed 
by  the  increased  contribution  income  provided.  Accordingly,  the  actuarial  balance 
of  the  program  was  not  substantially  affected. 

Following  the  enactment  of  the  1956  legislation,  new  cost  estimates  were  made 
which  showed  that  benefit  expenditures  were  running  considerably  higher  than 
had  previously  been  estimated  and  that  retirement  rates  had  risen.  These  cost 
estimates,  which  were  prepared  in  early  1958,  indicated  that  the  program  was  out 
of  actuarial  balance  by  somewhat  more  than  0.4  percent  of  payroll. 

Actuarial  status  after  enactment  of  1958  act 

The  1958  amendments  recognized  this  situation  and  provided  additional 
financing  for  the  program — both  to  reduce  the  lack  of  actuarial  balance  and  also 
to  finance  certain  benefit  liberalizations.  This  was  accomplished  by  introducing 
an  immediate  increase  (in  1959)  in  the  combined  employer-employee  contribution 
rate,  amounting  to  0.5  percent  and  by  advancing  the  subsequently  scheduled 
increases  in  that  rate  so  that  they  would  occur  at  3-year  intervals  (beginning  in 
1960)  instead  of  at  5-year  intervals. 

The  revised  cost  estimates  made  in  1958  for  the  disability  insurance  program 
were  based  on  assumptions  that  recognized  the  actual  experience,  emerging  from 
the  program  as  opposed  to  the  original  assumptions  which  were  largely  based  on 
judgment.  As  a  result,  the  moderate  actuarial  surplus  originally  estimated  was 
increased  somewhat,  and  most  of  this  was  used  in  the  1958  amendments  to  finance 
certain  benefit  liberalizations,  such  as  inclusion  of  dependents  benefits  and  modi- 
fication of  the  insured  status  requirements. 

Actuarial  status  after  enactment  of  1960  act 

At  the  beginning  of  1960,  the  cost  estimates  for  the  old-age,  survivors,  and 
disability  insurance  program  were  reexamined  and  modified.  The  earnings  as- 
sumption had  previously  been  based  on  the  1956  level,  and  this  was  changed  to 
reflect  the  1959  level.  Also,  data  first  became  available  on  the  detailed  operations 
of  the  disability  provisions  for  1956,  which  was  the  first  full  year  of  operation  that 
did  not  involve  picking  up  "backlog"  cases  and,  accordingly,  revised  assumptions 
were  made  in  this  regard.  As  a  result  it  was  possible  to  incorporate  the  1960 
amendments  without  modifying  the  financing  provisions. 
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Actuarial  status  after  enactment  of  1961  Act 

The  changes  made  by  the  1961  amendments  involved  an  increased  cost  that  was 
fully  met  by  the  changes  in  the  financing  provisions  (namely,  an  increase  in  the 
combined  employer-employee  contribution  rate  of  0.25  percent,  a  corresponding 
change  in  the  rate  for  the  self-employed,  and  an  advance  in  the  year  when  the 
ultimate  rates  would  be  effective  — from  1969  to  1968).  As  a  result,  the  actuarial 
balance  of  the  program  remained  unchanged. 

Subsequent  to  1961,  the  cost  estimates  were  further  reexamined.  The  earnings 
assumption  was  changed  to  reflect  the  1963  level,  and  the  interest-rate  assumption 
was  modified  upward.  At  the  same  time,  the  retirement  rate  assumptions  were 
increased.  The  further  developing  disability  experience  indicated  that  costs  for 
this  portion  of  the  program  were  significantly  higher  than  previously  estimated 
(because  benefits  were  not  being  terminated  by  death  or  recovery  as  rapidly  as 
had  been  originally  assumed).  Accordingly,  the  actuarial  balance  of  the  disability 
insurance  program  was  shown  to  be  in  an  unsatisfactory  position.  This  was  recog- 
nized by  the  Board  of  Trustees,  who  recommended  that  the  allocation  to  this 
trust  fund  should  be  increased  (while,  at  the  same  time,  correspondingly  de- 
creasing the  allocation  to  the  old-age  and  survivors  insurance  trust  fund,  which 
under  the  law  in  effect  at  that  time  was  estimated  to  be  in  satisfactory  actuarial 
balance  after  such  a  reallocation). 

Actuarial  status  after  enactment  of  1966  Act 

The  changes  made  by  the  1965  amendments  involved  an  increased  cost  that  was 
closely  met  by  the  changes  in  the  financing  provisions  (namely,  an  increase  in  the 
contribution  schedule,  particularly  in  the  later  years,  and  an  increase  in  the 
earnings  base).  The  actuarial  balance  of  the  program  remained  virtually 
unchanged. 

In  1966,  the  cost  estimates  for  the  old-age,  survivors,  and  disability  insurance 
program  were  completely  revised.  The  new  estimates  showed  significantly  lower 
costs  for  the  old-age  and  survivors  insurance  portion  of  the  program,  but  higher 
costs  for  the  disability  insurance  portion.  The  factors  leading  to  lower  costs  were 
as  follows:  (1)  the  use  of  1966  earnings  level,  instead  of  the  1963  level;  (2)  an 
interest  rate  of  3%  percent  for  the  intermediate-cost  estimate,  instead  of  3H  per- 
cent ;  (3)  an  assumption  of  greater  future  participation  of  women  in  the  labor  force ; 
(4)  an  assumption  of  lower  improvement  in  future  mortality  than  had  previously 
been  assumed;  and  (5)  an  assumption  that,  despite  a  significant  decUne  in  future 
fertility  rates,  such  decline  would  not  occur  as  rapidly  as  had  been  assumed 
previously. 

The  cost  of  the  disability  insurance  program  was  estimated  to  be  significantly 
higher,  as  a  result  of  increases  in  the  disability  prevalence  rates. 

Actuarial  status  after  enactment  of  1967  Act 

The  changes  made  by  the  1967  amendments  involved  an  increased  cost  that  was 
fully  met  by  the  actuarial  surplus  then  existent  and  by  the  changes  in  the  financing 
provisions  that  were  adopted  (namely  an  increase  in  the  contribution  rate  schedule, 
particularly  in  the  later  years,  and  an  increase  in  the  earnings  base) .  As  a  result  the 
program  was  almost  exactly  in  actuarial  balance  (namely  a  small  actuarial  surplus 
of  0.01  percent  of  taxable  payroll). 

In  1968,  the  cost  estimates  for  the  old-age,  survivors,  and  disabihty  insurance 
program  were  completely  revised.  The  new  estimates  showed  significantly  lower 
costs  for  the  old-age  and  survivors  insurance  portion  of  the  program,  but  slightly 
higher  costs  for  the  disabihty  insurance  portion.  The  factors  leading  to  lower  cost 
were  as  follows:  (1)  the  use  of  1968  earnings  level,  instead  of  1966  level;  (2)  an 
interest  rate  of  4}^  percent,  instead  of  3%  percent;  and  (3)  an  assumption  of  greater 
future  participation  of  women  in  the  labor  force. 

In  1969,  the  cost  estimates  were  completely  revised.  The  new  estimates  indi- 
cated that  the  program  was  substantially  overfinanced.  The  actuarial  surplus  was 
found  to  be  1.16  percent  of  taxable  payroll.  All  of  this  surplus  occurred  in  the  old- 
age  and  survivors  insurance  portion,  which  was  estimated  to  have  a  surplus  of 
1.17  percent  of  taxable  payroll.  The  disabihty  insurance  portion  was  found  to  have 
improved  financially  to  the  point  where  it  was  almost  in  exact  actuarial  balance 
(namely  a  small  deficit  of  0.01  percent  of  taxable  payroll).  The  factors  that  resulted 
in  lower  cost  estimates  were  as  follows:  (1)  use  of  1969  earnings  level,  instead  of 
1968  level;  (2)  an  interest  rate  of  4%  percent,  instead  of  4)^  percent;  and  (3)  an 
assumption  of  higher  labor  force  participation  rates  for  women. 
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Actuarial  status  after  enactment  of  1969  Act 

The  1969  amendments  increased  benefits  by  15  percent  and  the  minimum 
benefit  to  $64  per  month.  These  changes  fully  exhausted  the  previously  estimated 
actuarial  surplus  and  the  program  was  then  in  close  actuarial  balance. 

In  1970,  the  cost  estimates  for  the  old-age,  survivors,  and  disabihty  insurance 
program  were  completely  revised.  The  new  estimates  showed  significantly  lower 
cost  for  both  the  old-age  and  survivors  insurance  portion  and  the  disability  insur- 
ance portion.  The  lower  costs  resulted  from:  (1)  the  use  of  1970  earnings  level, 
instead  of  1969  level;  (2)  an  interest  rate  of  b}i  percent,  instead  of  4%  percent; 
and  (3)  an  assumption  of  higher  labor-force  participation  rates  for  women. 

Actuarial  status  after  enactment  of  1971  Act 

The  1971  amendments  increased  benefits  by  10  percent  and  made  the  increase 
applicable  in  full  to  future  beneficiaries  (including  those  affected  by  the  family 
maximum)  as  well  as  to  the  then  present  beneficiaries.  The  taxable  earnings  base 
was  increased  to  $9,000  and  the  ultimate  contribution  rate  was  increased  to  10.3 
percent  on  a  combined  employer-employee  basis.  After  these  changes  the  program 
was  in  close  actuarial  balance  (there  was  a  small  actuarial  deficit  equivalent  to 
0.10  percent  of  taxable  payroll). 

New  estimates  prepared  in  January  1972  indicated  that  the  program  was  still 
in  close  actuarial  balance  but  that  it  then  had  a  small  actuarial  surplus  of  0.05 
percent  of  taxable  payroll.  This  was  the  net  result  of  (1)  changing  to  1971  earnings 
level,  instead  of  1970  level;  (2)  higher  retirement  and  disability  rates;  (3)  updated 
factors  in  other  respects. 
Actuarial  status  after  enactment  of  Public  Law  92-336  in  July  1972 

The  amendments  in  P.L.  92-336  increased  benefits  by  20  percent.  The  taxable 
earnings  base  was  increased  to  $10,800  in  1973  and  to  $12,000  in  1974.  Both  the 
benefits  and  the  taxable  earnings  base  were  made  subject  to  periodic  automatic 
adjustments  after  1974.  ,       o     •  i 

In  accordance  with  the  recommendations  of  the  1971  Advisory  Council  on  bocial 
Security,  the  actuarial  methodology  was  modified  to  incorporate  assumptions  of 
increasing  average  earnings  and  increases  in  benefits.  This  modification  in  method- 
ology changed  the  estimated  long-range  financial  status  of  the  system  from  a 
basic  closeness  in  the  actuarial  balance  to  a  significant  actuarial  surplus.  This 
surplus  was  used  to  finance  the  20  percent  increase  in  benefits  that  was  enacted. 

After  these  amendments,  the  system  had  a  small  actuarial  surplus  of  0.07  per- 
cent of  taxable  payroll,  based  on  the  dynamic  cost  projections. 

Actuarial  status  after  enactment  of  Public  Law  92-603  in  October  1972 

At  the  time  of  enactment  of  the  October  1972  amendments,  which  provided 
for  various  benefits  liberalizations,  cost  estimates  showed  that  the  program  was 
in  exact  actuarial  balance.  ,     ,     ,         j  ^i,  x 

In  1973,  new  estimates  were  prepared  for  the  same  act,  which  showed  that 
benefit  expenditures  were  higher  than  previously  estimated,  resulting  in  an 
actuarial  deficit  of  0.32  percent  of  taxable  payroll. 

The  amendments  in  P.L.  93-66  enacted  in  June  1973  did  not  change  the 
actuarial  balance  since  the  liberalizations  that  were  enacted  were  offset  by  an 
increase  in  the  taxable  earnings  base.  . 

Due  to  increases  in  the  CPI  during  the  year  which  were  higher  than  previously 
assumed  the  deficit  of  0.32  percent  of  payroll  was  estimated  to  increase  to  0.76 
percent  of  taxable  payroll  by  the  time  that  hearings  were  being  held  on  the  bill 
that  was  later  enacted  as  P.L.  93-233.  This  estimate  has  not  been  included  in 
table  1  since  it  only  represented  a  modification  in  the  assumed  CPI  increases  m 
the  first  year  and  did  not  involve  updating  any  other  factor  used  in  projecting 
long-range  costs. 
Actuarial  status  after  enactment  of  Public  Law  93-233  in  December  1973 

The  amendments  in  P.L.  93-233  provided  for  an  earnings  base  of  $13,200  in 
1974,  and  increases  in  benefits  totalling  11  percent  (in  two  stages,  7  percent  for 
March  1974  and  the  remaining  increase  for  June  of  1974)  with  automatic  increases 
in  both  thereafter.  The  actuarial  deficit  at  the  time  of  enactment  was  estimated 
at  0.51  percent  of  taxable  payroll. 

The  1974  valuation  under  this  law  showed  an  actuarial  deficit  of  —2.98  percent, 
due  primarily  to  the  new  population  projections  based  on  declining  fertility  rates, 
and  to  increasing  disability  incidence  rates,  increasing  unemployment  rates,  and 
changes  in  the  economic  assumptions. 
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The  1975  valuation  under  the  same  law  showed  an  actuarial  deficit  of  —5.32 
percent.  This  increase  in  the  deficit  was  due  primarily  to  chages  in  economic 
assumptions  in  which  annual  increases  were  projected  to  be  6  percent  in  average 
earnings  and  4  percent  in  CPI  after  1980,  but  with  higher  assumptions  used  in  the 
1975-80  period.  These  higher  economic  rates  are  projected  to  result  in  benefits 
that  in  the  future  will  increase  faster  than  average  earnings  due  to  the  way  in 
which  the  automatic  adjustments  provisions  in  present  law  operate.  Other  factors 
also  changed  were  demographic  assumptions,  female  labor  force  participation 
rates  and  higher  disability  rates. 

TABLE  1.-H1ST0RY  OF  ACTUARIAL  ESTIMATES'  OF  THE  COSTS,  CONTRIBUTIONS,  AND  ACTUARIAL  BALANCE  OF 
THE  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE  PROGRAM  AS  PERCENT  OF  TAXABLE  PAYROLL 2 


Legislation 


Date  of 
estimate 


Benefit 
costs « 


Contri- 
butions < 


Actuarial 
balance ' 


Old-age,  survivors,  and  disability  insurance:  < 

1935  act 

1939  act 

1939  act  (as  amended  in  the  i940's)' 

1950  act 

1950  act 

1952  act 

1952  act 

1954  act 

1954  act 

1956  act 

1956  act 

1958  act 

1958  act 

1960  act 

1961  act 

1961  act 

1961  act  (perpetuity  basis)... 

1961  act  (75-yr  basis) 

1965  act 

1965  act _ 

1967  act 

1967  act 

1967  act 

1969  act 

1969  act 

1971  act 

1971  act 

July  1972,  Public  Law  92-336. 

October  1972,  Public  Law  92-603 , 

1972  act 

June  1973',  PubMc  Law  93-^6. .. ."".... 
December  1973,  Public  Law  93-233 

1973  act 

1973  act 


1935 

5.36 

5.36 

0.00 

1939 

5.22 

5.30 

+.08 

1950 

4.45 

3.98 

-.47 

1950 

6.20 

6.10 

-.10 

1952 

5.49 

5.90 

+.41 

1952 

6.00 

5.90 

-.10 

1954 

6.62 

6.05 

-.57 

1954 

7.50 

7.12 

-.38 

1956 

7.45 

7.29 

-.16 

1956 

7.85 

7.72 

-.13 

1958 

8.25 

7.83 

-.42 

1958 

8.76 

8.52 

-.24 

1960 

8.73 

8.68 

-.05 

1960 

8.98 

8.68 

-.30 

1961 

9.35 

9.05 

-.30 

1963 

9.33 

9.02 

-.31 

1964 

9.36 

9.12 

-.24 

1964 

9.09 

9.10 

+.01 

1965 

9.49 

9.42 

-.07 

1966 

8.76 

9.50 

--.74 

1967 

9.72 

9.73 

--.01 

1968 

9.32 

9.85 

--.53 

1969 

8.72 

9.88 

+1.16 

1969 

9.96 

9.88 

-.08 

1970 

9.60 

9.94 

+.34 

1971 

10.27 

10.17 

-.10 

1972 

10.16 

10.21 

+.05 

1972 

9.77 

9.84 

+.07 

1972 

10.63 

10.63 

.00 

1973 

10.95 

10.63 

-.32 

1973 

10.95 

10.63 

-.32 

1973 

11.39 

10.88 

-.51 

1974 

13.89 

10.91 

-2.98 

1975 

16.26 

10.94 

-5.32 

'  Estimates  prepared  before  1964  are  on  a  perpetuity  basis,  while  those  prepared  after  1964  are  on  a  75-yr  basis.  The 
estimates  prepared  in  1964  are  on  both  bases.  Estimates  prepared  before  1972  are  based  on  level  earning  asssumptions 
while  those  prepared  after  1972  are  based  on  dynamic  assumptions. 

2  Taxable  payroll  is  defined  as  the  total  of  all  earnings  subject  to  social  security  taxes.  It  includes  adjustment  to  reflect 
the  lower  contribution  rate  on  self-employment  income  and  on  multiple-employer  excess  wages  as  compared  with  the 
combined  employer-employee  rate. 

3  These  are  averages  of  the  expected  future  benefit  payments  and  administrative  expenses  as  a  percent  of  earnings 
subject  to  social  security  taxes.  They  include  adjustments  for  the  net  cost  of  the  financial  interchange  with  the  railroad 
retirement  system. 

<  These  are  averages  of  the  expected  future  contributions  from  employers  and  employees  combined  expressed  as  a 
percent  of  earnings  subject  to  social  security  taxes. 

6  These  are  the  differences  between  the  benefit  costs  and  the  contributions.  A  negative  figure  indicates  a  deficit.  A 
positive  figure  indicates  a  surplus. 

« The  disability  insurance  program  was  inaugurated  in  the  1956  act  so  that  all  figures  for  previous  legislation  are  for  the 
old-age  and  survivors  insurance  program  only. 

'  The  major  changes  were  in  the  revision  of  the  contribution  schedule;  as  of  the  beginning  of  1950,  the  ultimate  combined 
employer-employee  rate  scheduled  was  4  percent. 
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Mr.  Archer.  And,  on  another  subject,  could  you  briefly  explain  to 
us  the  relationship,  of  the  deficit  to  the  Federal  budget. 

Mr.  Cardwell.  Well,  estimates  prepared  for  the  Federal  budget 
for  the  fiscal  year  1976  forecast  a  deficit  for  that  fiscal  year  of  about 
$4  billion. 

The  conclusions  of  the  Board  of  Trustees  are  expressed  on  both  a 
fiscal-year  and  a  calendar-year  basis.  It  would  be  somewhat  higher 
than  the  $4  billion  in  the  budget — close  to  $5  billion  for  fiscal  year 
1976. 

Mr.  Burke.  Before  I  recognize  Mr.  Pickle,  I  am  not  asking  any 
questions  today.  I  expect  to  ask  some  questions  later.  But  I  have  been 
studying  the  Trustees  report.  There  is  something  here  that  startles 
me.  That  is  the  appendix  table  D,  with  respect  to  increases  in  average 
retirement  benefit  at  award,  and  in  current  payment  status  as  compared 
with  projected  increases  for  selected  years  from  1975  to  the  year 
2050. 

Now,  I  know  we  are  not  going  into  the  long-range  subject  in  depth 
today  but  it  looks  like  it  might  have  come  out  of  the  book  "Future 
Shock." 

Mr.  Cardwell.  Yes. 

Mr.  Burke.  In  the  year  1975  in  current  payment  $2,603.  And  for 
the  year  2050,  social  security  benefits  would  be  $312,401  a  year. 
Do  you  mean  that  the  future  beneficiaries  have  got  that  to  look  for- 
ward to? 

Mr.  Cardwell.  In  terms  of  a  benefit? 

Mr.  Burke.  Yes. 

Mr.  Cardwell.  But  by  the  time  you  get  to  some  of  those  high 
figures,  I  hate  to  tell  you  what  a  loaf  of  bread  might  cost.  This  really 
illustrates  the  result  of  making  such  long-term  projections  in  dollar 
amounts.  And  I  challenge  the  question  of  their  relevance  to  what 
we  now  understand. 

It  is  hard  for  a  person,  I  think,  to  accept  the  idea  that  by  the  year 
2025  we  would  be  talking  about  an  average  annual  level  of  retirement 
benefits  of  about  $365,000.  But  we  would  have  had  as  hard  a  time  or 
as  diflScult  a  time  sitting  back  in  the  year  1875  and  perceiving  today's 
costs  of  living  and  prices  and  salaries  and  wages.  It  is  really  all  kind  of 
the  same  thing.  And  we  really  excite  ourselves,  I  think,  by  portraying 
large  figures  and  then  reacting  to  them. 

Mr.  Burke.  I  know  that  some  people  being  born  this  year  and  with 
the  chance  of  living  75  years  certainly  would  get  excited  if  they  thought 
about  $312,000  in  social  security. 

Mr.  Cardwell.  It  is  like  compound  interest;  just  compound,  com- 
pound, compound,  and  that  is  what  happens.  I  would  suggest,  Mr. 
Chairman,  if  we  could  review  the  charts  that  we  would  be  highlighting 
some  of  the  points  that  you  are  really  interested  in  getting  to. 

Mr.  Burke.  I  think  that  is  why  it  is  important  for  the  committee 
at  this  time,  during  the  coming  months  to  dwell  entirely  on  the  short- 
term  problems  and  make  sure  that  we  stabilize  the  fund,  insure  the 
benefits,  work  along  that  line. 

Mr.  Pickle. 

Mr.  Pickle.  Well,  Mr.  Chairman,  I  will  limit  my  questions  briefly 
because  I  know  he  wants  to  show  the  charts  and  I  know  that  we  need 
to  be  in  another  committee,  too.  Permit  me  just  two  or  three 
questions. 
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You  say  that  we  really  have  no  danger  until  about  1980,  that  we 
can  use  reserves.  Have  you  given  us  an  estimate  of  what  are  the 
reserves  that  we  have,  is  that  indicated? 

Mr.  Cardwell.  I  will  show  that  to  you  today. 

Mr.  Pickle.  In  the  chart? 

Mr.  Cardwell.  Yes.  The  actual  amount  today  is  approximately 
$46  billion,  and  that  represents  about  66  percent  of  1  year's  benefits. 

Mr.  Pickle.  When  you  made  reference  on  page  3  of  your  testimony 
to  assets  of  OASDI  funds  amount  to  about  $46.1  billion,  that  is  the 
reserves? 

Mr.  Cardwell.  That  is  the  reserves,  yes,  sir. 

Mr.  Pickle.  By  assets  you  mean  reserves? 

Mr.  Cardwell.  Yes,  sir. 

Mr.  Pickle.  You  say  that  even  though  we  have  got  a  $3  billion 
deficit  this  year,  and  it  will  go  up  to  about  $7  billion  by  1979,  you  said 
$8  billion  by  1980,  we  don't  need  to  act  before  1980? 

Mr.  Cardwell.  Well,  I  won't  go  so  far  to  say  that.  You  have  a 
margin  of  safety  but  should  act  earlier. 

Mr.  Pickle.  Do  you  have  any  specific  recommendations  at  this 
time;  that  is,  do  you  make  any  recommendations  about  should  we 
depart  from  the  CBI,  should  we  change  that  percentage,  should  we 
freeze  it,  should  we  not  make  it  a  part  of  the  law,  or  should  we  continue 
it  at  present  levels? 

Mr.  Cardwell.  No,  sir,  I  do  not  have  any  specific  recommendation 
at  this  time.  I  observed  for  Mr.  Archer  when  he  raised  the  same  general 
question  that  it  is  my  understanding  that  the  administration's  policy 
as  of  this  moment  is  to  support  the  continuation  of  an  indexed  benefit 
arrangement.  At  the  same  time,  though,  we  would  recommend  to  the 
Congress,  in  fact  urge  the  Congress,  to  consider  a  revision  in  the  effect 
of  that  system,  the  indexing  system,  on  future  benefits  for  current 
workers. 

And  that  is  this  matter  of  revising  the  benefits  structure  so  as  to 
stabilize  it  around  the  concept  of  predetermined  replacement  rates. 
My  purpose  today  really  is  to  present  to  you  the  foundation  and  the 
basic  information  that  we  believe  you  need  in  order  to  understand 
the  problem,  its  dimensions,  and  specifically  present  to  you  the 
findings  and  commentaries  of  the  Board  of  Trustees. 

I  would  expect  that  later  when  we  are  back  up  with  the  Secretary 
of  HEW  and  other  administration  officials  that  we  would  be  pre- 
senting to  you  in  some  greater  detail  some  of  our  specific  recommen- 
dations and  ideas. 

Mr.  Pickle.  I  have  no  question,  but  I  make  the  observation, 
though,  that  I  think  we  should  all,  as  Members,  be  cautious  not  to 
reach  prejudgments  about  what  should  be  done.  That  is  true  of  us 
and  it  is  true  of  you  and  it  is  true  of  the  press,  because  this  is  an 
extremely  important  part  of  our  society. 

Mr.  Cardwell.  I  will  agree. 

Mr.  Pickle.  So  I  think  we  must  be  careful.  I  think  also,  though, 
that  unless  we  give  to  the  American  people  a  clear  direction  of  con- 
servatism or  stability  in  the  financing  of  this  fund,  that  this  program 
may  get  in  great  jeopardy. 

We  could  get  so  busy  not  reaching  quick,  hasty  judgments  and 
proceeding  with  deliberate  speed,  or  deliberate  slowness,  we  would  do 
ourselves  a  great  injustice.  We  should  attack  this  problem  very  quickly. 


20 

There  is  a  national  scare  ajQoat  that  this  program  is  broke.  You  are 
saying  it  is  not,  but  you  are  telling  us  you  are  going  to  be  $3  billion 
to  $7  billion  short  for  the  next  7  years.  The  public  is  going  to  think 
you  ought  to  be  gored  for  hollering  when  you  make  statements 
like  that. 

Mr.  Cardwell.  I  have  had  several  members  of  the  public  tell  me 
just  that. 

Mr.  Pickle.  So  at  this  point  the  average  worker,  the  employee, 
kind  of  resents  paying  into  the  fund,  because  he  is  paying  more 
social  security  tax  than  he  is  income  tax. 

Mr.  Cardwell.  Some  are. 

Mr.  Pickle.  Some  are.  And  a  lot  more  of  them  think  that  this  is 
building  up  more  and  more.  Just  suddenly  it  has  dawned  on  them, 
and  a  lot  of  people,  the  younger  ones,  are  having  great  skepticism. 

So,  for  us  to  say  we  have  5  years  to  fiddle  with  this  solution  is  not 
an  appropriate  statement,  in  my  opinion.  I  don't  think  you  intended 
to  convey  that. 

Mr.  Cardwell.  No,  sir. 

Mr.  Pickle.  You  say  that  by  1980  we  would  be  in  big  trouble. 

Mr.  Cardwell.  No,  sir,  I  would  go  back. 

Mr.  Pickle.  There  is  big  trouble  now  if  we  don't  promote  some 
legislation? 

Mr.  Cardwell.  I  would  agree  with  the  chairman's  view  that  the 
executive  and  legislation  branches  should  concentrate  immediately 
on  a  resolution  of  the  short  term  problem.  It  does  not  mean  that  that 
resolution  would  necessarily  require  a  specific  action  today.  It  might 
require  an  action  several  years  from  now.  But  portraying  to  the  public 
a  positive  decision  as  to  what  to  do  and  when  to  do  it  is  important, 
and  we  feel  just  as  the  chairman  does  in  that  regard. 

Mr.  Pickle.  Thank  you,  Mr.  Chairman. 

Mr.  Burke.  I  think  I  can  assure  Mr.  Pickle  and  the  Commissioner 
and  members  of  the  committee  and  the  press  that  this  committee  is 
going  to  act,  and  we  are  going  to  act  this  year,  on  the  short-range 
problem.  We  will  come  up  with  legislation  that  will  insure  the  stability 
of  the  social  security  fund,  to  make  sure  that  the  benefits  are  paid, 
that  taxpayers  who  are  paying  the  taxes  in  will  not  be  alarmed. 

I  think  the  soundness  of  the  social  security  fund  is  pretty  well 
established  over  the  years.  I  don't  know  now  many  billions  of  dollars 
it  loaned  out  to  the  Government,  but  it  runs  in  the  hundreds  of 
billions  of  dollars,  and  any  fund  that  could  loan  out  that  much  money 
over  35  years  shouldn't  be  concerned  about  some  alarming  statements 
that  have  been  made  as  a  result  of  a  $3  billion  deficit  for  this  year. 
This  could  happen  under  any  economy  and  nobody  can  predict,  as  I 
say,  3  years  ahead. 

Now,  it  is  going  to  be  necessary  for  Congress  in  the  years  to  come 
to  keep  an  eye  on  the  social  security  trust  funds,  how  they  are  ex- 
pended, how  they  are  increased  and  how  the  taxes  are  raised.  It  is  a 
continuing  process.  And  I  don't  think  that  anybody  is  going  to 
postpone  for  5  years  or  10  years  the  problems  that  are  confronting  us. 

I  have  a  great  faith  and  confidence  in  every  member  of  this  sub- 
committee and  a  great  faith  and  confidence  in  the  Ways  and  Means 
Committee  and  our  chairman,  Mr.  Ullman.  And  I  have  great  faith  in 
Mr.  Cardwell. 
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Mr.  Cardwell.  Thank  you,  sir. 

Mr.  Burke.  And  I  have  faith  in  the  other  people  in  Health,  Edu- 
cation, and  Welfare  that  we  can  come  up  \\dth  the  answer,  and  we 
have  to  come  up  with  the  answer — that  is  our  responsibility.  They  may 
be  unpleasant  answers  but  if  they  are  unpleasant  that  is  what  we  are 
here  with.  You  have  to  take  the  heat  or  get  out  of  the  kitchen,  and  I 
have  been  able  to  stand  an  awful  lot  of  heat  over  my  lifetime. 

Mr.  Cardwell.  Mr.  Chairman,  I  don't  know  whether  it  would 
help  or  not,  but  not  everybody  realizes  that  there  have  been  deficits  in 
the  past.  I  can't  recite  them  to  you  offhand,  but  there  have  been 
several.  They  have  all  been  relatively  minor,  but  they  have  all  re- 
flected a  change  of  circumstances  of  a  given  point  in  time. 

Mr.  Pickle.  You  are  not  implying  that  our  deficit  now  is  an  un- 
usual set  of  circumstances.  If  that  were  so,  it  wouldn't  grow.  You  have 
already  said  it  is  going  to  grow  for  the  next  5  years  or  so. 

Mr.  Cardwell.  What  is  unusual  is  this  forecast  of  a  long-range 
deficit.  There  have  been  short-term  deficits  in  the  past  that  have  been 
allowed  to  run  for  a  year  or  so.  For  example,  there  were  deficits  for 
several  years  in  the  late  1950's  and  early  1960's.  Details  of  this  can 
be  found  in  earlier  trustee's  reports.  I  think  I  am  guilty  of  having 
implied  to  people  that  this  had  never  happened  before,  this  short-term 
deficit,  but  I  looked  at  the  facts  and  I  find  that  it  has  happened  before. 

Mr.  Archer.  How  many  months'  benefits  do  you  feel  should  be  in 
the  fund? 

Mr.  Cardwell.  Well,  that  is  certainly  a  judgmental  matter.  As  we 
go  through  the  data  we  will  show  you,  you  will  find  that  they  start 
out  now  at  about  two-thirds  of  a  year's  benefits.  By  1977,  the  end  of 
1977,  it  would  be  down  to  about  a  third,  and  start  dropping  at  a 
faster  rate  each  year. 

I  kind  of  like  the  idea  of  a  third  as  being  the  point  at  which  I 
would  try  to  start  building  the  fund  back  up.  But  that  is  a  judg- 
mental matter  and  I  would  expect  that  the  executive  branch  should 
give  you  its  views,  organized  views  about  it,  and  I  would  expect  that 
you  should  reach  your  own  views  about  it. 

Mr.  Archer.  The  Advisory  Council  has  recommended  1  year's 
benefits.  Do  you  not  agree  with  that? 

Mr.  Cardwell.  The  1975  Advisory  Council  didn't  recommend  a 
specific  level. 

Mr.  Archer.  I  am  not  talking  about  this  year. 

Mr.  Cardwell.  The  1971  Advisory  Council  did  recommend  a  re- 
serve equal  to  a  year's  benefits.  I  think  that  was  an  arbitrary  and  judge- 
mental matter  at  that  time.  The  1975  Advisory  Council  examined  that 
question  and  said  they  didn't  think  a  full  year's  reserves  were  neces- 
sary, in  fact,  that  they  might  even  prove  over  a  period  of  time  to  be  an 
excessive  accumulation.  They  didn't  specify  any  particular  level. 

Mr.  Archer.  You  know,  it  seems  to  me  that  that  is  exactly  the 
kind  of  thinking  that  has  got  us  to  the  trouble  that  we  are  in  today. 
If  we  had  adopted  a  provision  2  or  3  years  ago  that  6  months  would 
have  been  enough,  we  would  be  in  real  serious  trouble  today.  It  is  only 
because  the  previous  Advisory  Councils  did  say  it  ought  to  be  at  a 
year,  and  Congress  held  it  at  a  year,  that  we  are  able  to  have  the  run- 
ning room  to  pull  our  way  out  of  this. 

Mr.  Cardwell.  It  has  not  been  a  year,  I  believe,  for  quite  a  while. 
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Mr.  Archer.  I  know  it,  but  the  target  was  always  to  shoot  at  a  year. 
Now  you  are  telling  us  that  is  too  much  to  shoot  at,  and  that  is  exactly 
what  you  have  indicated  to  be  less  accuracy  in  projections.  That  is 
going  to  get  us  in  a  lot  of  trouble  down  the  line,  it  seems  to  me.  I 
would  think  that  you  people,  of  all  people,  should  say  we  ought  to 
have  a  goal  of  at  least  1  year's  benefits. 

Mr.  Cardwell.  I  was  not  privy  to  the  deliberations  of  the  Council 
that  led  to  the  idea  of  a  year.  They  said  1  year's  benefits  plus-or-minus 
25  percent.  But  I  think  it  was  in  part  a  figure  designed  to  assure  public 
confidence  in  the  program.  It  is  not  really  necessary  to  have  a  fund 
of  that  size  for  it  to  serve  its  contingency  reserve  role.  For  this  purpose 
it  is  only  necessary  to  have  available  an  amount  sufficient  for  periods 
of  adverse  economic  conditions. 

I  don't  think  anyone  would  predict  15-percent  unemployment, 
or  zero  inflation,  but  within  a  range  you  can  predict  fairly  accurately 
what  the  absolute  dollar  amount  needed  for  contingencies  is,  and  that 
is  what  you  really  ought  to  go  by. 

We  talked  a  moment  ago  about  the  idea  of  a  third.  One  reason  I 
fasten  on  a  third  for  this  point  in  time  is  that  in  my  look  at  the  years 
1978  and  1979  I  see  us  getting  dangerously  close  to  what  would  look 
like  a  reasonable  absolute  dollar  amount  needed  to  protect  the  system. 
It  is  a  matter  of  judgment,  but  I  think  this  is  a  reasonable,  minimum 
level.  You  also  have  to  weigh  other  factors  as  well.  Given  today's 
circumstances,  I  think  the  general  state  of  the  economy  itself  deserves 
some  serious  consideration.  Would  we  want  to  increase  revenue  de- 
velopment immediately  just  in  order  to  have  that  hundred  percent, 
which  I  consider  to  be  an  arbitrary  figure?  I  would  suggest  not. 

Mr.  Archer.  Well,  that  is  exactly  the  reason  why  we  should  have 
been  shooting  at  a  year  when  we  were  in  prosperous  times.  If  we  shoot 
for  a  third  when  we  are  in  prosperous  times,  and  we  get  to  a  point 
where  the  economy  couldn't  bear  it,  you  say  all  of  a  sudden  now  we 
have  to  put  it  back  up. 

Mr.  Cardwell.  No.  I  am  not  advocating  a  third  in  prosperous 
times.  I  am  saying  a  third  might  be  a  point  at  which  to  draw  the  line, 
and  I  wouldn't  allow  it  to  drop  below  a  third  and  would  take  steps  to 
build  it  back  up  again. 

Mr.  Archer.  Let  me  ask  you  quickly,  why  are  disabilities  up  so 
dramatically? 

Mr.  Cardwell.  Well,  I  wish  I  had  an  exact  answer.  The  record 
shows  that  disability  claims  and  benefit  awards  are  increasing  at  a 
faster  rate  than  earlier  estimates.  When  the  private  insurance  industry 
went  into  disability  insurance  they  had  exactly  the  same  experience. 
They  did  not  accurately  predict  the  rate  at  which  people  would  be- 
come sufficiently  disabled  to  lay  a  claim. 

What  we  have  reflected  in  this  board  of  trustees'  report  is  our  most 
recent  experience. 

Many  people  believe  that  a  correlation  can  be  found  between  the 
rate  of  disability  claims  and  changes  in  the  economy.  During  periods 
of  high  unemployment,  people  who  would  ordinarily  struggle  to  work 
even  though  disabled  lose  their  jobs  and  then  claim  their  benefit  right, 
and  so  forth.  But  I  would  say  to  you  that  we  really  do  not  have  such 
finely  tuned  data  that  we  could  tell  you  exactly  why  the  disability 
rates  are  increasing.  The  phenomena  that  we  are  experiencing  is  that 
it  is  a  growing  caseload. 
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Speaking  of  leveling  with  the  Congress,  I  am  going  to  perhaps  go 
farther  than  I  should.  It  is  my  judgment  that  Congress  and  the  public 
policymakers  involved  in  this  program  and  its  development  through 
the  years  have  wanted  it  to  be  a  program  that  would  not  cost  so  much 
and  that  we  have  worked  and  worked  and  worked  at  ways  to  avoid 
the  costs  of  the  program,  and  I  think  we  have  had  a  tendency  to  under- 
state it,  I  think  disability  insurance  is  an  expensive  program,  and  will 
always  be  an  expensive  program,  and  we  had  better  face  up  to  it. 

Mr.  Archer.  Well,  that  is  exactly  the  kind  of  testimony  that  we 
need  to  get  from  people  who  have  the  responsibility  on  a  day-to-day 
basis  of  looking  after  this  social  security  program.  But  in  1973  your 
Trustees  reported,  "The  Social  Security  Administration  has  set  up  a 
comprehensive  study  to  look  into  recent  increases  in  disability  rates 
and  the  study  should  be  expedited."  That  is  quote-unquote  from 
1973. 

In  1974  the  trustees  report  stated,  "A  more  complete  knowledge 
of  possible  future  trends  in  the  number  of  disabled  worker  beneficiaries 
will  not  be  available  until  the  current  study  of  recent  increases  is 
completed,"  quote-unquote. 

Now,  in  1975  you  say,  "A  more  complete  knowledge  of  possible 
future  trends  in  the  number  of  disabled  worker  beneficiaries  will  not 
be  available  until  the  current  study  on  recent  increases  is  completed." 

Now,  are  we  just  going  to  get  another  sequel  of  this  every  year,  or 
are  we  going  to  get  in  and  find  out  out  what  is  happening  here? 

Mr.  Cardwell.  Well,  there  are  studies  on  top  of  studies  on  top  of 
studies  on  these  questions,  the  most  significant  of  which  actually  is 
one  which  was  sponsored  by  this  committee  and  was  just  completed 
during  1974  in  conjunction  with  the  Library  of  Congress  staff.  It  is  a 
very  elaborate,  a  very  extensive  study.  I  am  not  very  expert  at  this 
subject  myself.  I  haven't  been  associated  with  it  for  that  long.  But 
my  general  feeling  is  that  these  studies,  no  matter  how  well  we  pursue 
them,  aren't  really  turning  out  the  answers. 

Meaningful  information  about  medical  conditions,  behavioral 
attitudes,  and  responses  to  changing  economic  and  social  conditions 
is  very  difficult  to  develop.  We  keep  making  stabs  at  them.  We  do 
analyses  of  people  who  are  turned  down,  to  find  out  what  happened 
to  them  after  they  were  turned  down.  Did  they  later  become  disabled, 
did  they  come  back  onto  the  rolls. 

The  staff  study  that  was  done  by  the  Library  of  Congress  for  the 
committee  suggested  that  if  we  went  back  to  more  stringent  review 
techniques  we  could  affect  the  rates,  and  so  on,  and  so  on,  and  so  on.  I 
think  as  I  said  earlier  we  are  kind  of  looking  for  the  answer  we  want. 
And  the  answer  we  want  is  that  we  know  a  lot  about  how  the  popula- 
tion will  behave.  I  have  talked  to  insurance  company  executives  and 
they  tell  me  they  have  had  exactly  the  same  problems,  and  they  are 
in  for  a  profit  and  they  care  an  awful  lot  about  being  able  to  predict 
accurately  what  will  happen  in  a  future  circumstance  relative  to  dis- 
ability, and  they  have  also  had  a  great  deal  of  difficulty  on  this. 

Mr.  Archer.  Well,  it  seems 

Mr.  Burke.  I  think  on  May  21  we  are  going  to  go  into  the  dis- 
ability problems,  the  administrative  problems  and  get  some 
information. 

Mr.  Archer.  OK,  if  we  are  going  to  go  into  that  detail,  Mr.  Chair- 
man, I  won't. 
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Mr.  Burke.  The  Committee  staff  reviewed  the  problems  of  dis- 
ability in  depth  last  year. 

Mr.  Cardwell.  It  is  the  most  extensive  review  anybody  has  done, 
to  my  knowledge,  and  I  would  commend  it  to  you. 

Mr.  Burke.  On  the  21st  we  will  take  it  up.  Are  there  any  further 
questions? 

We  want  to  thank  you  very  much.  Commissioner,  for  coming  here 
today. 

I  am  glad  that  you  agree  with  me  on  the  fact  of  the  soundness  of 
the  Social  Security  Trust  Fund,  and  the  fact  that  the  American  people 
felt  really  concerned  about  it.  We  are  very  concerned  ourselves. 

Mr.  Cardwell.  Thank  you,  Mr.  Chairman. 

Mr.  Burke.  And  without  objection,  we  will  insert  your  entire 
statement  in  the  record. 

Mr.  Burke.  The  committee  will  now  adjourn  until  May  14. 

Mr.  Cardwell.  Mr.  Chairman,  since  I  feel  I  carried  my  base  viol 
all  the  way  across  town  and  didn't  get  to  play,  could  we  put  the 
charts  into  the  record,  too,  as  part  of  the  statement? 

Mr.  Burke.  Yes,  the  charts  appended  to  your  statement,  together 
with  the  trustee's  report  on  the  OASDI  trust  funds,  will  be  included. 

Mr.  Cardwell.  Thank  you  very  much. 

[The  prepared  statement  and  material  referred  to  follow:] 

Statement  of  James  B.  Cardwell,  Commissioner  of  Social  Security 

Mr.  Chairman  and  members  of  the  subcommittee,  I  appreciate  this  opportunity 
to  present  to  you  the  1975  reports  of  the  Boards  of  Trustees  of  the  Social  Security 
Trust  Funds.  As  you  know,  the  Commissioner  of  Social  Security  is  ex  officio 
Secretary  of  the  Board,  and  while  I  regret  that  members  of  the  Board  are  unable 
to  be  here  today,  I  will  do  my  best,  on  behalf  of  the  Trustees,  to  present  highlights 
of  the  Board's  reports  and  to  try  to  answer  your  questions. 

I  would  note  at  the  outset  the  fact  that  this  is  my  first  appearance  before  the 
newly  formed  Subcommittee  on  Social  Security.  Both  as  Commissioner  of  Social 
Security  and  as  Secretary  of  the  Board  of  Trustees,  I  would  take  this  opportunity, 
Mr.  Chairman,  to  express  the  willingness  of  the  Department  of  Health,  Education, 
and  Welfare,  the  Social  Security  Administration,  and  the  Board  to  cooperate  with 
this  Subcommittee  and  its  work  in  every  way  possible.  It  is  our  hope  that,  through 
your  Subcommittee,  we  can  continue  the  strong  working  relationship  that  has 
been  developed  over  the  years  between  the  Executive  Branch  and  the  full 
Committee. 

I  would  like  to  begin  the  discussion  by  briefly  reviewing  the  major  features  of 
the  Trustees'  reports,  after  which  I  would  propose  to  go  into  a  detailed  review 
of  the  future  financial  status  of  the  system,  particularly  the  cash  benefits  program. 
To  facilitate  the  presentation  of  the  details,  I  have  a  few  charts  which  I  will 
turn  to  at  the  end  of  my  statement.  Since  a  discussion  of  the  Trustees'  reports 
necessarily  involves  a  recitation  of  figures,  I  cannot  avoid  presenting  an  array  of 
them  in  my  statement,  but  I  would  remind  you  that  the  key  figures  will  be  before 
you  again  in  the  charts. 

HIGHLIGHTS  OF  THE  TRUSTEES'  REPORTS — 1974  ACTIVITY 

Several  changes  in  the  law  affected  the  operations  of  the  cash  benefits  trust 
funds  during  fiscal  year  1974.  A  general  benefit  increase  of  11  percent  enacted  in 
1973  became  effective  (in  two  steps)  during  the  year,  and  the  annual  exempt 
amount  of  earnings  under  the  retirement  test  increased  from  $2,100  to  $2,400 
for  calendar  year  1974.  (This  has  since  been  increased  to  $2,520  for  1975  under  the 
automatic  adjustment  provisions  of  the  law.)  The  OASDI  contribution  late  was 
increased  from  4.85  percent  for  employees  and  employers,  each,  to  4.95  percent, 
each,  on  January  1,  1974,  and  the  contribution  and  benefit  base  was  increased 
from  $10,800  to  $13,200,  effective  January  1,  1974. 
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Income  to  the  social  security  OASDI  program  during  fiscal  year  1974  amounted 
to  $57.7  billion,  an  increase  of  $8.1  billion  over  fiscal  year  1973.  Total  outgo  was 
$55.9  billion,  an  increase  of  $6.8  billion  over  fiscal  year  1973.  At  the  end  of  fiscal 
year  1974,  the  assets  of  the  OASDI  trust  funds  amounted  to  $46.1  billion,  as 
compared  with  $44.3  billion  at  the  end  of  fiscal  year  1973.  The  number  of  con- 
tributors grew  from  96  million  to  101  million  and  the  number  of  beneficiaries 
increased  from  29.1  million  at  the  end  of  fiscal  year  1973  to  30.2  million  at  the 
end  of  fiscal  year  1974. 

Income  to  the  Medicare  hospital  insurance  program  (Part  A)  in  fiscal  year 
1974  totaled  $11.6  billion,  compared  with  $8.4  billion  in  fiscal  year  1973.  Outgo 
grew  from  $6.8  billion  in  fiscal  year  1973  to  $8.1  biUion  in  fiscal  year  1974.  The 
assets  of  the  hospital  insurance  trust  fund  grew  by  $3.5  billion,  to  $7.9  billion, 
during  fiscal  year  1974.  Income  to  the  supplementary  medical  insurance  (Part  B) 
program  amounted  to  $3.8  billion  in  fiscal  year  1974,  up  from  $2.9  billion  in  fiscal 
year  1973.  Supplementary  medical  insurance  outgo  was  $3.3  billion  in  fiscal  year 

1974,  an  increase  of  $0.7  billion  over  fiscal  year  1973.  The  assets  of  the  supple- 
mentary medical  insurance  trust  fund  at  the  end  of  fiscal  year  1974  amounted  to 
$1.4  billion  compared  with  assets  of  $0.7  billion  at  the  end  of  fiscal  year  1973. 

CHANGES  SINCE  LAST  TRUSTEES  REPORT 

Since  the  1974  Trustees  report  was  issued  there  have  been  several  changes  in  the 
social  security  cash  benefits  program  under  the  automatic  adjustment  provisions 
of  the  law.  The  first  determination  of  an  automatic  increase  in  the  contribution 
and  benefit  base — to  $14,100 — was  announced  in  1974,  effective  for  January  1, 

1975.  The  retirement  test  exempt  amount  was  increased  automatically  to  $2,520, 
effective  for  January  1,  1975.  Although  it  is  a  1975  event,  I  would  point  out  that  the 
first  automatic  cost-of-living  benefit  increase  has  been  determined,  under  present 
law,  to  8.0  percent,  effective  for  June  1975.  As  you  know,  the  President  has  pro- 
posed a  5-percent  limit  on  this  automatic  increase  and  Secretary  Weinberger  has 
recently  restated  the  Administration's  interest  in  seeing  this  limit  enacted. 
However,  the  Trustees  in  their  review  of  the  status  of  the  program  under  present 
law  did  not,  of  course,  assume  any  ad  hoc  congressional  action  with  regard  to 
this  year's  benefit  increase.  Their  forecasts  for  1975-76  are  based  on  current  law. 

THE    FUTURE    FINANCIAL    STATUS    OF    THE    OASDI    PROGRAM 

Under  projections  of  both  the  short-  and  long-range  financial  status  of  the 
OASDI  program,  as  shown  in  the  trustees'  report,  expected  expenditures  will 
exceed  income  annually  beginning  this  calendar  year.  As  you  all  are  aware,  a 
number  of  sensational  and  alarmist  articles  have  appeared  in  the  press  in  the 
past  few  months  suggesting  that  social  security  has  "gone  broke."  There  is  simply 
no  justification  for  such  articles.  As  I  will  point  out  today,  the  system  is  reacting 
predictably  to  the  sudden  changes  that  have  occurred  in  the  economy,  and  the 
funds'  reserves  provide  proper  safeguards  to  insure  benefit  funding  for  the  next 
several  years,  even  in  the  face  of  trust  fund  deficits  in  consecutive  years.  This 
is  not  to  belittle  the  seriousness  of  the  problem  but  to  say  that  the  system's  re- 
serves provide  adequate  time  to  deal  with  the  situation  in  a  thoughtful  and 
deliberate  way. 

Short-term  financinq  issues. — With  this  in  mind,  let  me  amplify  the  short-term 
financial  status  of  the  OASDI  program.  Under  present  law,  expenditures  under 
the  social  security  old-age,  survivors,  and  disability  insurance  program  will 
exceed  income  by  about  $3  billion  this  tax  year.  Current  estimates  in  the  Trustees 
report  show  that  under  present  law  annual  excesses  of  outgo  over  income  would 
continue  into  the  future,  reaching  about  $7  billion  in  1979.  Clearly  we  will  need  to 
act  if  we  are  to  prevent  depletion  of  the  trust  funds  in  the  early  1980's  and  we  are 
developing  specific  proposals  in  this  regard. 

The  current  projections  are,  of  course,  sharply  different  from  the  short-term 
projections  given  in  last  year's  Trustees'  report.  This  has  obviously  been  a  period 
in  which  it  has  been  particularly  difficult  to  forecast  accurately  changes  in  the 
CPI,  levels  of  employment,  productivity,  and  average  earnings.  And,  as  you  know, 
the  projections  of  trust  fund  operations  are  highly  sensitive  to  forecasts  in  all  these 
areas. 

Since  social  security  benefits  are,  by  law,  tied  to  the  Consumer  Price  Index, 
higher  than  anticipated  levels  of  inflation  in  the  short-term  future  mean  higher 
than  anticipated  expenditures  for  social  security  benefits.  At  the  same  time, 
today's  increased  levels  of  unemployment  mean  less  income  to  the  program. 
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The  1975  Trustees'  report  assumes,  in  addition  to  the  previously  mentioned 
1975  cost-of-living  increase  of  8.0  percent,  future  cost-of-living  increases  of  6.6 

Percent  in  1976,  6.4  percent  in  1977,  6.3  percent  in  1978,  and  4.8  percent  in  1979. 
'he  assumptions  underlying  the  estimates  in  the  Trustees'  report  vary  from  those 
used  in  the  preparation  of  the  President's  1976  Budget  (Page  41  of  the  President's 
Budget).  We  understand  that  the  latter  assumptions  are  being  updated  and  will 
be  provided  to  the  Congress  as  a  part  of  the  mid-term  report  on  the  Budget. 

The  Trustees*  report  assumes  that  the  average  unemployment  rate  will  be 
8.8  percent  in  1975,  8.0  percent  in  1976,  7.0  percent  in  1977,  6.2  percent  in  1978, 
5.4  percent  in  1979,  and  4.8  percent  in  1980. 

Long  term  financial  status. — Now  let  me  turn  to  the  long-term  financial  status 
of  the  OASDI  program.  A  brief  review  of  the  changes  over  the  past  two  years 
in  the  long-term  status  of  the  program  wiU  serve  as  both  an  introduction  to  the 
discussion  of  the  long-range  financial  status  of  the  program  and  as  an  illustration 
of  the  sensitivity  of  such  long-term  estimates  to  changes  in  economic  and  other 
assumptions. 

As  you  will  recall,  the  1973  Trustees'  report  showed  the  cash  benefits  program 
to  have  a  long-range  deficit  of  only  0.32  percent  of  taxable  payroll.  By  November 
1973,  when  the  Ways  and  Means  Committee  was  considering  the  bill  which 
ultimately  resulted  in  the  two-stage  11-percent  benefit  increase  that  was  enacted 
the  following  month,  the  deficit  was  estimated  to  be  0.70  percent  of  taxable 
payroll.  This  increase  in  the  deficit  was  due  largely  to  higher  than  previously 
anticipated  short-term  rates  of  increases  in  the  CPI. 

The  financing  changes  contained  in  the  benefit  increase  biU  (H.R.  11333)  that 
was  enacted  in  December  1973  (P.L.  93-233)  reduced  the  long-range  deficit  to 
an  estimated  0.51  percent  of  taxable  payroll.  (This  reduction  in  the  deficit  was 
achieved  by  increasing  the  earnings  base  for  1974  from  the  $12,600  scheduled 
earlier  to  $13,200  and  by  reallocating  part  of  the  HI  tax  rate  to  the  OASDI 
program.) 

When  the  1974  Trustees'  report  was  issued  a  year  ago  this  month,  the  actuarial 
deficit  was  estimated  to  be  2.98  percent  of  taxable  payroll.  The  major  portion  of 
this  increase  in  the  deficit  was  due  to  revised  fertility  projections  based  on  1970 
Census  data  which  became  available  in  1973.  Based  on  the  new  demographic 
projections,  the  future  work  force  will  be  considerably  smaller  in  proportion  to 
the  number  of  beneficiaries  than  was  previously  anticipated.  Today's  ratio  of 
about  30  beneficiaries  for  every  100  workers  protected  today  is  projected  to 
increase  to  about  48  beneficiaries  per  100  workers  by  the  year  2030.  Thus,  pro- 
portionately fewer  workers  will  be  supporting  more  beneficiaries  and  the  cost  of 
the  program,  expressed  as  a  percentage  of  payroll,  will  be  substantially  increased. 
(I  would  point  out  that  long-term  demographic  trends  of  this  sort  will  not  begin 
to  be  felt  for  many  years  to  come;  their  major  impact  will  not  occur  until  about 
2010.)  Revised  assumptions  as  to  future  movements  of  wages  and  prices  also 
played  a  significant  role  in  the  1974  forecast  of  an  increased  deficit. 

The  1975  Trustees'  report  estimates  the  long-range  deficit  at  5.32  percent  of 
taxable  payroll,  or  2.34  percent  higher  than  the  1974  estimate.  The  largest  single 
increment  of  increase  involves  new  long-range  economic  assumptions;  in  fact, 
the  increase  in  the  deficit  of  1.95  percent  of  payroll  that  is  attributable  to  eco- 
nomic factors  accounts  for  about  83  percent  of  the  2.34-percent  increase  in  the 
deficit. 

A  further  factor  in  the  increase  in  the  projected  deficit  since  the  last  Trustees' 
report  is  the  increased  rate  at  which  disability  insurance  benefits  are  being  awarded 
and  the  length  of  time  disability  insurance  beneficiaries  remain  on  the  rolls. 

As  you  know,  the  cost  of  the  disability  program  has  been  increasing  in  the 
last  few  years  and  the  estimates  contained  in  the  1975  Trustees'  report  have 
been  updated  to  reflect  actual  experience  through  calendar  year  1974  as  well  as 
to  reflect  the  assumption  that  the  award  rate  will  continue  to  increase  at  3  percent 
per  year  for  the  next  five  years. 

Wage  and  Price  assumptions. — The  central  set  of  long-range  economic  assump- 
tions used  in  the  Trustees'  report  is  based  on  annual  increases  of  6  percent  in 
average  earnings  and  4  percent  in  the  Consumer  Price  Index  for  the  period  1981- 
2049.  The  Trustees  have,  however,  presented  estimates  based  on  alternative 
long-range  assumptions  and  such  estimates  are  also  contained  in  the  report. 

In  citing  these  long-range  projections,  I  would  emphasize  that  the  effects  that 
they  predict  will  not  be  felt  for  many  years.  It  is  important  to  note,  I  believe,  that 
there  is  ample  time  for  deliberate  consideration  of  alternative  methods  of  re- 
storing the  long-range  financial  soundness  of  the  program. 
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One  element  affecting  the  long-range  financial  status  of  the  cash  benefits  pro- 
gram that  deserves  particular  attention  is  the  combined  effect  of  price  and  wage 
increases  on  future  benefits.  The  benefit  adjustment  mechanism  under  present 
law  is  extremely  sensitive  to  the  movement  of  prices  and  wages.  Under  reasonable 
projections  of  rising  wages  and  prices  over  the  long  range,  benefits  in  the  future 
could  replace  a  much  larger  proportion  of  preretirement  earnings  than  they  now 
do  and  consequently  increase  the  costs  of  the  program  substantially.  The  Trustees 
recommend  in  their  report  (as  did  the  1975  Advisory  Council  on  Social  Security) 
that  the  system  be  modified  so  as  to  maintain  a  planned,  constant,  and  predictable 
relationship  between  benefit  levels  and  the  preretirement  earnings  on  which  the 
benefits  are  based.  Modification  of  the  benefit  structure  in  this  way  holds  a  great 
deal  of  promise  for  helping  to  deal  with  the  long-range  financial  deficit  in  the 
program. 

As  you  know,  the  President  has  endorsed  the  general  concept  of  a  restructuring 
of  social  security  benefits  so  as  to  provide  stable  and  predictable  replacement  of 
preretirement  earnings.  He  has  directed  the  Department  of  Health,  Education, 
and  Welfare  and  the  Domestic  Council  to  study  alternative  ways  of  accomplishing 
this  objective,  with  a  view  to  developing  a  specific  legislative  recommendation. 
We  also  note  that  the  Ways  and  Means  Committee  has  joined  with  the  Senate 
Finance  Committee  in  asking  the  Library  of  Congress  for  a  study  of  proposals 
along  this  line.  And  we  are  in  full  cooperation  with  that  effort.  Because  a  benefit 
stabilization  proposal  could  very  significantly  affect  the  long-range  financing  of 
the  social  security  program  it  seems  prudent  to  hold  in  abeyance  the  question 
of  deaUng  with  the  long-range  financial  deficit  pending  development  of  a  specific 
benefit  structure  proposal. 

With  regard  to  the  long-range  soundness  of  the  hospital  insurance  program, 
the  hospital  insurance  Trustees'  report  notes  that,  while  substantial  excesses 
of  income  over  outgo  are  projected  for  hospital  insurance  for  the  short  term, 
there  is  a  very  slight  (0.16  percent  of  taxable  payroll)  long-range  deficit  in  the 
program. 

Alternatives  for  restoring  the  short-range  soundness  of  social  security. — Since  the 
short-range  imbalance  is  already  upon  us,  it  requires  more  immediate  action. 
For  this  reason,  the  Administration  is  focusing  its  first  attention  on  the  question 
of  how  best  to  restore  the  short-range  soundness  of  the  program.  Secretary  Wein- 
berger hopes  to  speak  to  this  subject  when  he  appears  before  the  Subcommittee 
later  this  month. 

Whatever  direction  and  method  of  short-term  financing  to  be  finally  chosen, 
by  the  Administration  and  by  the  Congress,  I  believe  it  is  useful  to  bear  in  mind 
some  important  questions  of  timing.  While  legislative  action  this  year  could  go 
a  long  way  towards  alleviating  public  fears  and  restoring  public  confidence,  the 
state  of  the  economy  should  be  considered  before  any  final  decisions  are  made. 
The  reserves  are  sufficient  to  assure  adequate  time  for  deliberation,  for  individuals 
and  organizations  to  make  known  their  views,  and  for  the  Executive  Branch  and 
the  Congress  to  act.  The  point  to  be  made  is  that  revenue  development  for  social 
security  must,  as  the  Trustees  point  out,  be  consonant  with  plans  for  economic 
recovery. 

Mr.  Chairman,  that  concludes  my  prepared  statement.  I  will  be  happy  to  answer 
any  questions  you  may  have  or,  if  the  Subcommittee  wishes,  I  will  move  on  to 
my  chart  presentation. 
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John  T.  Dunlop, 

Secretary  of  Labor. 
Caspar  W.  Weinberger, 
Secretary  of  Health, 
Education,  and  Welfare. 
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1975  ANNUAL  REPORT  OF  THE  BOARD  OF  TRUSTEES  OF  THE 

FEDERAL  OLD-AGE  AND  SURVIVORS  INSURANCE  TRUST  FUND 

AND  THE  FEDERAL  DISABILITY  INSURANCE  TRUST  FUND 


The  Board  of  Trustees 

The  Federal  Old-Age  and  Survivors  Insurance  Trust  Fund,  estab- 
lished on  January  1,  1940,  and  the  Federal  Disability  Insurance  Trust 
Fund,  established  on  August  1, 1956,  are  held  by  the  Board  of  Trustees 
under  the  authority  of  section  201(c)  of  the  Social  Security  Act.  The 
Board  is  comprisea  of  three  members  who  serve  in  an  ex  officio  capac- 
ity. The  members  of  the  Board  are  the  Secretary  of  the  Treasury,  the 
Secretary  of  Labor,  and  the  Secretary  of  Health,  Education,  and  Wel- 
fare. The  Secretary  of  the  Treasury  is  designated  by  law  as  the  Man- 
aging Trustee.  The  Commissioner  of  Social  Security  is  Secretary  of 
the  Board.  The  Board  of  Trustees  reports  to  the  Congress  once  each 
year,  in  compliance  with  section  201  (c)(2)  of  the  Social  Security  Act. 
This  report  is  the  annual  report  for  1975,  the  35th  such  report. 

Highlights 

The  more  important  developments  since  the  1974  annual  report, 
discussed  in  more  detail  in  later  sections,  are  indicated  below  : 

(a)  The  growth  of  the  old-age,  survivors,  and  disability  insurance 
system  during  fiscal  year  1974  was  close  to  that  predicted  in  the  1974 
annual  report.  Income  in  fiscal  1974  amounted  to  $57.7  billion,  up  by 
16  percent  over  fiscal  1973.  Outgo  totaled  $55.9  billion,  14  percent 
more  than  in  fiscal  1973.  The  funds  increased  by  $1.8  billion  in  fiscal 
1974,  to  a  level  of  $46.1  billion  on  June  30, 1974. 

(b)  Several  changes  affecting  the  operations  of  the  trust  funds 
occurred  during  fiscal  year  1974.  A  general  benefit  increase  of  11  per- 
cent became  effective  in  two  steps — the  first,  an  interim  increase  of  7 
percent  effective  for  the  3  months  March-May  1974,  followed  by  the 
full  11-percent  increase  effective  for  June  1974.  The  amount  that  a 
beneficiary  may  earn  in  a  year,  and  still  receive  all  of  his  benefits  under 
the  retirement  test  (i.e.,  the  annual  exempt  amount)  increased  from 
$2,100  to  $2,400  effective  January  1,  1974.  The  contribution  rate  for 
old-age,  survivors,  and  disability  insurance  increased  from  4.85  percent 
each,  for  employees  and  their  employers,  to  4.95  percent  each,  effective 
January  1,  1974.  The  contribution  and  benefit  base  also  increased,  from 
$10,800  to  $13,200,  effective  January  1,  1974.  The  comparison  of  trust- 
fund  operations  in  fiscal  year  1974  with  operations  in  fiscal  year  1973 
is  also  affected  by  a  20-percent  general  benefii  increase  effective  with 
benefits  for  September  1972.  provided  under  Public  Law  92-336,  and 
by  other  provisions  of  Public  Laws  92-336  and  92-603,  most  of  wnich 
became  effective  January  1, 1973. 

(1) 
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(c)  Tlie  number  of  persons  receiving  monthly  benefits  under  the 
old-age,  survivors,  and  disability  insurance  program  totalled  30.2  mil- 
lion bj'  the  end  of  June  1974.  An  estimated  101  million  workers  had 
earnings  in  calendar  year  1974  that  were  taxable  and  creditable  toward 
benefits  under  the  program. 

(d)  The  trust  funds  earned  interest  of  $2.5  billion  during  the  fiscal 
year,  equivalent  to  an  effective  annual  rate  of  6.0  percent  on  the  total 
assets  of  the  trust  funds. 

(e)  The  first  automatic  increases  in  the  contribution  and  benefit 
base  and  in  the  annual  exempt  amount  under  the  retirement  test  Avere 
determined  under  the  automatic  increase  provisions  in  the  law.  The 
new  amounts,  effective  for  January  1,  1975,  are  $14,100  and  $2,520, 
respectively.  The  publislied  statement  announcing  the  determination 
of  these  amounts  is  shown  in  Appendix  B. 

(/)  The  first  automatic  cost-of-living  benefit  increase  was  deter- 
mined to  be  8.0  percent,  effective  for  June  1975. 

(g)  In  every  calendar  year  beginning  with  1975,  the  projected  out- 
lays of  the  combined  old-age  and  survivors  insurance  and  disability 
insurance  systems  are  estimated  to  exceed  the  tax  income  according  to 
the  scheduled  tax  rates  and  estimated  future  increases  in  the  contribu- 
tion and  benefit  base.  This  annual  deficit  is  estimated  to  be,  on  the 
average,  1.26  percent  of  taxable  earnings  over  the  next  25-year  period 
( 1975-1999) .  The  average  annual  deficit  over  the  second  25-year  period 
(2000-2024)  is  estimated  to  be  4.10  percent,  and  over  the  third  25-year 
period  (2025-2049)  is  estimated  to  be  10.19  percent. 

The  long-range  average-cost  when  computed  in  the  customary  way 
over  the  entire  75-year  period  ( 1975-2049)  exceeds  the  average  tax  rate 
scheduled  in  present  law  by  5.32  percent  of  taxable  payroll. 

(h)  Assets  of  both  the  old-age  and  survivors  insurance  trust  fund 
and  the  disability  insurance  trust  fund  are  estimated  to  show  substan- 
tial declines  during  the  5-year  period  1975-79.  The  estimates  indicate 
that,  without  legislation  to  provide  additional  financing,  the  assets  of 
both  trust  funds  will  be  exhausted  soon  after  1979. 

(^■)  The  reports  of  the  1975  Advisory  Council  on  Social  Security 
were  received,  and  the  recommendations  that  would  have  a  significant 
impact  on  the  financing  of  the  old-age,  survivors,  and  disability  insur- 
ance program  are  being  carefully  evaluated. 

Nature  of  the  Trust  Funds 

The  Federal  old-age  and  survivors  insurance  trust  fund  was  estab- 
lished on  January  1,  1940,  as  a  separate  account  in  the  United  States 
Treasury  to  hold  the  amounts  accumulated  under  the  old-age  and 
survivors  insurance  pi'ogram.  All  the  financial  operations  which  relate 
to  the  system  of  old-age  and  survivors  insurance  are  handled  through 
this  fund.  The  Social  Security  Amendments  of  1956,  which  became 
law  August  1,  1956,  provided  for  the  creation  of  the  Federal  disability 
insurance  trust  fund— a  fund  entirely  separate  from  the  old-age  and 
survivors  insurance  trust  fimd — through  which  are  handled  all  finan- 
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cial  operations  in  connection  with  the  system  of  monthly  disability 
benefits  payable  to  insured  workei-s  and  to  their  dependents. 

The  major  sources  of  receipts  of  these  two  funds  are  (1)  amounts 
appropriated  to  each  of  them  under  pei'manent  appropriation  on  the 
basis  of  contributions  paid  by  workers  and  their  employers,  and  by 
individuals  with  self-employment  income,  in  work  covered  by  the  old- 
age,  survivors,  and  disability  insurance  program  and  (2)  amounts 
deposited  in  each  of  them  representing  contributions  paid  by  workers 
employed  by  State  and  local  governments  and  by  such  employers  with 
respect  to  work  covered  by  the  program.  All  employees,  and  their 
employers,  in  employment  covered  by  the  program  ai-e  required  to  pay 
contributions  with  respect  to  the  wages  of  individual  workers  (cash 
tips,  covered  as  wages  beginning  in  1966  under  the  1965  Amend- 
ments, are  an  exception  to  this;  employees  pay  contributions  with  re- 
spect to  cash  tips,  but  employers  do  not).  All  covered  self-employed 
persons  are  required  to  pay  contributions  with  respect  to  their  self- 
employment  income. 

In  general,  an  individual's  contributions  are  computed  on  annual 
wages  or  self-employment  income,  or  both  wages  and  self-employ- 
ment income  combined,  up  to  a  specified  maximum  annual  amount, 
with  the  contributions  being  determined  first  on  the  wages  and  then 
on  any  self-employment  income  necessary  to  make  up  the  annual  maxi- 
mum amount. 

The  contribution  rates  applicable  to  taxable  earnings  in  each  of 
the  calendar  years  1987  and  later,  and  the  allocation  of  the  rates  to 
finance  expenditures  from  each  of  the  two  trust  funds,  are  shown  in 
table  1.  For  1976  and  later,  the  contribution  rates  shown  are  the  rates 
scheduled  in  the  provisions  of  present  laAv.  The  maximum  amount  of 
annual  earnings  taxable  in  each  year,  1937-75,  is  also  shown  in  table  1. 
Beginning  with  1975,  the  maximum  amount  of  earnings  taxable  in 
each  year  is  determined  in  the  preceding  year  under  the  automatic  in- 
crease provisions  in  section  280  of  the  Social  Security  Act,  unless 
modified  by  intervening  Congressional  action. 

Except  for  amounts  received  by  the  Secretary  of  the  Treasury  under 
State  agreements  (to  effectuate  coverage  under  the  program  for  State 
and  local  government  employees)  and  deposited  directly  in  the  trust 
funds,  all  contributions  are  collected  by  the  Internal  Revenue  Service 
and  deposited  in  the  general  fund  of  the  Treasury  as  internal  revenue 
collections;  then,  on  an  estimated  basis,  the  contributions  received 
are  immediately  and  automatically  appropriated  to  the  trust  funds. 
The  exact  amount  of  contributions  received  is  not  known  initially 
since  old-age,  survivors,  disability,  and  hospital  insurance  contribu- 
tions and  individual  income  taxes  are  not  separately  identified  in  col- 
lection reports  received  by  the  Treasury  Department.  Periodic  adjust- 
ments are  subsequently  made  to  the  extent  that  the  estimates  are  found 
to  differ  from  the  amounts  of  contributions  actually  payable  on  the 
basis  of  reported  earnings. 
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TABLE  1.— CONTRIBUTION  RATES  AND  MAXIMUM  TAXABLE  AMOUNT  OF  ANNUAL  EARNINGS 


Maximum 

Cont 

ribution  rates  (percent  of  taxable 

earnings) 

taxable 

amount 

of  annual 

earnings 

Employees 

and  employers 

,  each 

Self-employed 

Calendar  years 

OASDI 

OASI 

Dl 

OASDI 

OASI 

Dl 

Past  experience: 

1937-49 

.      $3, 000 

1.000 
1.500 

l.COO  .... 
1.500  .... 

1950 _ __ 

3,000 

1951-53.._ -. 

3,600 

1.500 

1.500  .... 

2. 2500 

2.2500  ... 

1954             ..                     

3,600 
4,200 

2.000 
2.000 
2.250 

2.000  .... 

3.  0000 

.  3.0000 

3.  3750 

3. 0000     . 

1955-56 

2. 000 

3. 0000 

1957-58....- 

4,200 

2.000 

0.250 

3. 0000 

0.  3750 

1959 

4,800 

2.500 

2.250 

.250 

3.  7500 

3.  3750 

.3750 

1960-61 

...        4,800 

3.000 

2.750 

.250 

4.  5000 

4. 1250 

.3750 

1962 ._ 

4,800 

3.125 

2.875 

.250 

4.  7000 

4.  3250 

.3750 

1963-65 

4,800 

3.625 

3.375 

.250 

5.  4000 

5. 0250 

.3750 

1966 

6,600 

3.850 

3.500 

.350 

5.  8000 

5.  2750 

.5250 

1967 

6,600 

3.900 

3.550 

.350 

5.  9000 

5.  3750 

.5250 

1968 

7,800 

3.800 

3.325 

.475 

5.  8000 

5. 0875 

.7125 

1969 

7,800 

4.200 

3.725 

.475 

6.  3000 

5.  5875 

.7125 

1970.. - 

7,800 

4.200 

3.650 

.550 

6.  3000 

5.  4750 

.8250 

1971 

7,800 

4.600 

4.050 

.550 

6.  9000 

6.0750 

.8250 

1972. - 

9,000 

4.600 

4.050 

.550 

6.  9000 

6.0750 

.8250 

1973 

...       10,800 

4.850 

4.300 

.550 

7. 0000 

6.  2050 

.7950 

1974 

...       13,200 

4.950 

4.375 

.575 

7.0000 

6. 1850 

.8150 

1975 

...       14,100 

4.950 

4.375 

.575 

7.0000 

6. 1850 

.8150 

Changes  scheduled  in  present  law: 

1976-77                                 

4.950 
4.950 

4.375 
4.350 

.5/5 
.600 

7. 0000 
7. 0000 

6. 1850 
6. 1500 

.8150 

1978-80. 

.8500 

1981-85.... 

4.950 

4.300 

.650 

7. 0000 

6.  0800 

.9200 

1986-2010 

4.950 

4.250 

.700 

7.  0000 

6.0100 

.9900 

2011  plus 

(1) 

5.950 

5.100 

.850 

7.  0000 

6.  0000 

1.0000 

1  Subject  to  automatic  increase. 

An  employee  who  worked  for  more  than  one  employer  durino^  the 
course  of  a  year  and  paid  contributions  on  wages  in  excess  of  the 
statutory  maximum  can  receive  a  refund  of  the  contributions  he  paid 
on  such  excess  wages.  The  amount  of  contributions  subject  to  refund 
for  any  period  is  a  charge  against  each  of  the  trust  funds  in  the  ratio 
in  which  the  amount  was  appropriated  to  or  deposited  in  such  trust 
funds  for  that  period. 

Another  source  from  which  receipts  of  the  trust  funds  are  derived 
is  interest  received  on  investments  held  by  the  funds.  The  investment 
procedures  of  the  funds  are  described  later  in  this  section. 

The  income  and  expenditures  of  the  trust  funds  are  also  affected  by 
the  provisions  of  the  Kailroad  Retirement  Act  which  provide  for  a 
system  of  coordination  and  financial  interchange  between  the  railroad 
retirement  program  and  the  old-age,  survivors,  and  disability  insur- 
ance program. 

Sections  217(g)  and  229(b)  of  the  Social  Security  Act  authorize 
annual  reimbursements  from  the  general  fund  of  the  Treasury  to  the 
old-age  and  survivors  insurance  and  disability  insurance  trust  funds 
for  any  costs  arising  from  the  granting  of  noncontributory  wage  cred- 
its for  military  service,  according  to  periodic  determinations  made  by 
the  Secretary  of  Health,  Education,  and  Welfare. 

Section  228  of  the  Social  Security  Act  provides  monthly  cash  bene- 
fits to  certain  persons  aged  72  and  over,  almost  all  of  whom  are  not 
eligible  for  cash  benefits  under  other  provisions  of  the  old-age,  sur- 
vivors, and  disability  insurance  program.  Under  section  228,  all  pay- 
ments are  made  initially  from  the  old-age  and  survivors  insurance 
trust  fund,  with  later  reimbureement,  with  interest,  from  the  general 
fund  of  the  Treasury  for  the  costs,  including  administrative  expenses, 
of  payments  to  persons  who  have  less  than  3  quarters  of  coverage.  The 
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reimbursements  so  made  are  on  a  provisional  basis  and  are  subject  to 
adjustment,  with  appropriate  interest  allowances,  as  the  actual  expe- 
rience develops  and  is  analyzed. 

Section  231  of  the  Social  Security  Act  authorizes  reimbursement 
from  the  general  fund  of  the  Treasury  to  the  old-age  and  survivors 
insurance  and  disability  insurance  trust  funds  for  any  costs  arising 
from  the  granting  of  noncontributory  wage  credits  to  individuals  who 
were  interned  during  World  War  II  at  a  place  Avithin  the  Ignited 
States  operated  by  the  Federal  government  for  the  internment  of 
persons  of  Japanese  ancestry. 

Section  201  (i)  of  the  Social  Security  Act  authorizes  the  Managing 
Trustee  to  accept  and  deposit  in  the  trust  funds  unconditional  money 
gifts  or  bequests  made  for  the  benefit  of  the  trust  funds  or  any  activity 
financed  through  such  funds. 

Expenditures  for  benefit  payments  and  administrative  expenses 
under  the  old-age,  survivors,  and  disability  insurance  program  are 
paid  out  of  the  trust  funds.  All  expenses  incurred  by  the  Department 
of  Health,  Education,  and  Welfare  and  by  the  Treasury  Department 
in  carrying  out  the  provisions  of  Title  II  of  the  Social  Security  Act 
and  of  the  Internal  Revenue  Code  relating  to  the  collection  of  contri- 
butions arc  charged  to  the  trust  funds.  The  Secretary  of  Health,  Edu- 
cation, and  Welfare  certifies  benefit  payments  to  the  Managing  Trustee, 
Avho  makes  the  payment  from  the  respective  trust  funds  in  accordance 
therewith. 

Section  222(d)  of  the  Social  Security  Act  provides  for  payments 
from  the  trust  funds  for  the  cost  of  vocational  rehabilitation  services 
furnished  to  disabled  persons  receiving  benefits  because  of  their  dis- 
ability. The  total  amount  of  funds  that  may  be  made  available  in  a 
fiscal  year  for  payments  for  the  costs  of  such  services,  including  appli- 
cable administrative  expenses  of  State  agencies,  may  not  exceed  a 
specified  percentage  of  the  benefits  certified  for  payment  to  these  types 
of  beneficiaries  in  the  preceding  year.  This  limitation  on  the  amount 
to  be  made  available  was  1  percent  in  each  of  the  fiscal  years  1966 
(when  such  amounts  were  first  made  available)  through  1972  and 
11/4  percent  in  fiscal  year  1973.  Under  present  law,  the  limitation  is 
114  percent  in  fiscal  years  after  1973. 

Congress  has  authorized  expenditures  from  the  trust  funds  for  con- 
struction, rental,  and  lease  or  purchase  contract  of  office  buildings  and 
related  facilities  for  the  Social  Security  Administration.  Both  the 
capital  costs  of  construction  financed  directly  from  the  trust  funds  and 
the  rental,  lease,  or  purchase  contract  costs  of  acquiring  facilities  are 
included  in  trust  fund  expenditures.  In  1974,  construction  of  several 
large  facilities  was  begun  under  purchase  contract  authority,  wherein 
initial  capital  costs  are  borne  by  the  private  sector.  Under  this  method 
of  facilities  acquisition,  trust  fund  expenditures  for  use  and  ultimate 
Government  ownership  of  a  facility  are  made  over  periods  of  from 
10  to  30  years.  "Whatever  the  manner  of  acquisition,  the  net  worth  of 
facilities  and  other  fixed  capital  assets  is  not  carried  in  the  statement, 
of  the  operations  of  the  trust  funds  presented  in  this  report.  This  is 
because  the  value  of  fixed  capital  assets  does  not  represent  funds  avail- 
able for  benefit  or  administrative  expenditures,  and  therefore  is  not 
viewed  as  being  a  consideration  in  assessing  the  actuarial  status  of  the 
funds. 
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That  portion  of  each  trust  fund  which,  in  the  judgment  of  the  Man- 
aging Trustee,  is  not  required  to  meet  current  expenditures  for  benefits 
and  administration  is  invested,  on  a  daily  basis,  in  interest-bearing 
obligations  of  the  U.S.  Government  (including  special  public-debt 
obligations  described  below),  in  obligations  guaranteed  as  to  both 
principal  and  interest  by  the  United  States,  or  in  certain  federally- 
sponsored  agency  obligations  that  are  designated  in  the  laws  author- 
izing their  issuance  as  lawful  investments  for  fiduciary  and  trust  funds 
under  the  control  and  authority  of  the  United  States  or  any  officer  of 
the  United  States.  These  obligations  may  be  acquired  on  original  issue 
at  the  issue  price  or  by  purchase  of  outstanding  obligations  at  their 
market  price. 

The  Social  Security  Act  authorizes  the  issuance  of  special  public- 
debt  obligations  for  purchase  exclusively  by  the  trust  funds  that  shall 
bear  interest  at  a  rate  based  on  the  average  market  yield  (computed 
by  the  Managing  Trustee  on  the  basis  of  market  quotations  as  of  the 
end  of  the  calendar  month  next  preceding  the  date  of  such  issue)  on 
all  marketable  interest -bearing  obligations  of  the  United  States  then 
forming  a  part  of  the  public-debt  which  are  not  due  or  callable  until 
after  the  expiration  of  four  years  from  the  end  of  such  calendar  month. 

SUMMMARY    or   THE   OPERATIONS    OF   THE    FEDERAL    OlD-AgE    AND 

Survivors  Insurance  Trust  Fund,  Fiscal  Year  1974 

A  statement  of  the  income  and  disbursements  of  the  Federal  old-age 
and  survivors  insurance  trust  fund  in  the  fiscal  year  which  began  on 
July  1.  1973,  and  ended  on  June  30,  1974,  and  of  the  assets  of  the  fund 
at  the  beginning  and  end  of  the  fiscal  year,  is  presented  in  table  2. 
Comparable  amounts  for  fiscal  year  1973  are  also  shown  in  the  table. 

The  total  assets  of  the  old-age  and  survivors  insurance  trust  fund 
amounted  to  $36,416  million  on  June  30,  1973.  During  fiscal  year  1974, 
total  receipts  amounted  to  $50,936  million  and  total  disbursements 
were  $49,485  million.  The  assets  of  the  trust  fund  amounted  to  $37,867 
million  at  the  end  of  fiscal  year  1974,  or  $1,451  million  more  than  at 
the  beginning  of  the  year. 

Included  in  total  receipts  during  fiscal  year  1974  were  $43,858  mil- 
lion representing  contributions  appropriated  to  the  fund,  and  $4,989 
million  representing  amounts  received  by  the  Secretary  of  the  Treas- 
ury in  accordance  with  State  agreements  for  coverage  of  State  and 
local  government  employees  and  deposited  in  the  trust  fund.  As  an 
offset,  $393  million  was  transferred  from  the  trust  fund  into  the  Treas- 
ury as  repayment  for  the  estimated  amount  of  contributions  subject  to 
refund  to  employees  who  worked  for  more  than  one  employer  during 
the  course  of  a  year  and  paid  contributions  on  wages  in  excess  of  the 
statutory  maximum  earnings  base. 
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TABLE  2— STATEMENT  OF  OPERATIONS  OF  THE  OLD-AGE  AND  SURVIVORS  INSURANCE 
TRUST  FUND  DURING  FISCAL  YEARS  1973  AND  1974 

[In  thousandsl 

Fiscal  year 


1973  1974 


Total  assets  of  the  trust  fund,  beginning  of  year $36,399,058       $36,415,896 

Receipts : 
Cont'ibutions: 

Appropriations - _      37,560,472         43,857,792 

Deposits  arising  from  State  agreements.. _ 4, 130,891  4,989,458 

Gross  contributions __ -.      41,691,363         48,847.250 

Less  payment  into  the  Treasury  for  contributions  subject  to  refund. _ 373, 186  392, 557 

Net  contributions 41,318,177         48,454,693 

Reimbursement  from  general  fund  of  the  Treasury  for  costs  of: 

Noncontributory  credits  for  military  service... 138,000  139,000 

Payments  to  noninsured  persons  aged  72  and  over: 

Benefit  payments - 292,965  265,890 

Administrative  expenses. __  3,624  3, 173 

Interest 40,057  33,724 

Total  reimbursement  for  payments  to  noninsured  persons  aged  72  and 
over __ 336,645  302,788 

Interest: 

Interest  on  investments - 1,848,393  2,039,660 

Interest  on  amounts  transferred  between  the  old-age  and  survivors  insurance 

and  the  disability  Insurance  trust  funds  due  to  adjustment  in  allocation  of  the 

costs  of  vocational  rehabilitation  services' 16  —20 

Interest  received  from  general  fund  of  the  Treasury  on  funds  advanced  in 

fiscal  year  1973  from  the  old-age  and  survivors  insurance  trust  fund  to  finance 

administrative  expenses  of  the  supplemental  security  income  program 656 

Gross  interest _ -.--        1,848,409  2,040,297 

Less  interest  on  amounts  of  interfund  transfers  due  to  adjustment  in  allocation 
of  administrative  expenses  and  construction  costs 1,891  1,054 

Net  interest _ 1,846,518  2,039,243 

Total  receipts' 43,639,340         50,935,724 

Disbursements: 

Benefit  payments _._ 42,169,744         47,848,838 

Transfer  to  railroad  retirement  account 782, 954  908,  585 

Payment  for  cost  of  vocational  rehabilitation  services  for  disabled  benehciaries: 

For  the  current  fiscal  year 2,510  3,534 

Transfer  between  the  old-age  and  survivors  insurance  and  the  disability  Insur- 
ance trust  funds  due  to  adjustment  in  allocation  of  cost  for  prior  hscal  year'..  —40  340 

Net  payment  for  cost  of  vocational  rehabilitation  services 2,470  3,873 

Administrative  expenses: 

Department  of  Health,  Education,  and  Welfare 611,374  618,506 

Treasury  Department... 78,020  87,571 

Construction  of  facilities  for  Social  Security  Administration 7,446  4,954 

Expenses  of  the  Department  of  Health,  Education,  and  Welfare  for  administration 

of  vocational  rehabilitation  program  tor  disabled  benehciaries .  ...  36  40 

Interfund  transfers  due  to  adjustment  in  allocation  of: 

Administrative  expenses' 10,874  12,645 

Costs  of  construction  3 -..  609  -353 

Gross  administrative'  expenses _ 708, 359  723, 362 

Less  receipts  from  sale  of  supplies,  materials,  etc 24  47 

Less  reimbursement  from  general  fund  of  the  Treasury  for  funds  advanced  In 

fiscal  year  1973  from  the  old-age  and  survivors  Insurance  trust  fund  to  finance 

administrative  expenses  of  the  supplemental  security  income  program 41,000 

Net  administrative  expenses - 667, 335  723, 315 

Total  disbursements -- 43,622,503  49,484,611 

Net  addition  to  the  trust  fund 16, 837 1,451.113 

Totalassetsofthetrustfund,  endof  year 36,415,896  37,867,008 

1  A  positive  figure  represents  a  transfer  of  interest  to  the  old-age  and  survivors  insurance  trust  fund  from  the  other 
social  security  trust  funds.  A  negative  figure  represents  a  transfer  of  interest  from  the  old-age  and  survivors  insurance 
trust  fund  to  the  other  social  security  trust  funds. 

» Includes  gifts  totaling  $174.78 

»  A  positive  figure  represents  a  transfer  from  the  old-age  and  survivors  insurance  trust  fund  to  the  other  social  security 
trust  funds.  A  negative  figure  represents  a  transfer  to  the  old-age  and  survivors  insurance  trust  fund  from  theother  social 
security  trust  funds. 
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Net  contributions  amounted  to  $48,455  million,  an  increase  of  17.3 
percent  over  the  amount  for  the  preceding  fiscal  year.  Growth  in  con- 
tribution income  resulted  primarily  from  (1)  the  higher  level  of  em- 
ployment and  taxable  earnings,  (2)  the  two  increases  in  the  maximum 
annual  amount  of  earnings  taxable — from  $9,000  to  $10,800  and  from 
$10,800  to  $13,200— that  became  effective  on  January  1,  1973,  and 
January  1,  1974,  respectively,  and  (3)  the  two  increases  in  the  com- 
bined employer-employee  contribution  rate  allocated  to  finance  the  old- 
age  and  survivors  insurance  program — from  8.1  percent  to  8.6  percent 
and  from  8.6  percent  to  8.75  percent — that  became  effective  on  Janu- 
ary 1,  1973,  and  January  1,  1974,  respectively.  Although  the  first  in- 
crease in  the  maximum  annual  amount  of  earnings  taxable,  from  $9,000 
to  $10,800,  became  effective  in  1973,  the  first  full  fiscal  year  during 
which  earnings  between  $9,000  and  $10,800  were  taxable  was  1974. 
Similarly,  although  the  first  increase  in  the  combined  employer-em- 
ployee contribution  rate  allocated  to  finance  the  old-age  and  survivors 
insurance  program,  from  8.1  percent  to  8.6  percent,  oecame  effective 
in  1973,  the  first  full  fiscal  year  during  which  the  higher  rate  was 
operative  was  1974. 

Reference  has  been  made  in  an  earlier  section  to  provisions  of  the 
Social  Security  Act  under  which  the  old-age  and  survivors  insurance 
and  disability  insurance  trust  funds  are  to  be  reimbursed  annually 
from  the  general  fund  of  the  Treasury  for  costs  of  granting  non- 
contributory  credits  for  military  service.  In  accordance  with  Section 
217(g),  the  Secretary  of  Health,  Education,  and  Welfare  made  a  de- 
termination in  1970  of  the  level  annual  appropriations  to  the  trust 
funds  necessary  to  amortize  over  a  44-year  period,  beginning  in  fiscal 
year  1972,  the  estimated  total  additional  costs,  for  military  service 
performed  before  1957,  arising  from  payments  that  have  been  made 
after  August  1950  and  that  will  be  made  in  future  years,  taking  into 
account  the  amounts  of  annual  appropriations  in  fiscal  years  1966-71 
that  have  been  deposited  into  the  trust  funds.  The  annual  amounts 
resulting  from  this  determination  were  $136  million  for  the  old-age 
and  survivors  insurance  trust  fund  and  $49  million  for  the  disability 
insurance  trust  fund.  In  accordance  with  Section  229(b),  the  Secre- 
tary determined  that  each  of  the  two  trust  funds  should  receive  reim- 
bursement of  $3  million  for  additional  costs  attributable  to  noncon- 
tributory  credit  for  military  service  performed  after  1967.  Thus,  reim- 
bursements amounting  to  $139  million  for  the  old-age  and  survivors 
insurance  trust  fund,  and  to  $52  million  for  the  disability  insurance 
trust  fund,  were  received  in  December  1973. 

Reference  has  also  been  made  in  an  earlier  section  to  provisions 
under  which  the  old-age  and  survivors  insurance  trust  fund  is  to  be 
reimbursed  annually  from  the  general  fund  of  the  Treasury  for  costs- 
of  monthly  payments  to  certain  noninsured  persons  aged  72  and  over 
who  have  less  than  three  quarters  of  coverage.  The  reimbursement  in 
fiscal  year  1974  amounted  to  $303  million. 

Again,  reference  has  been  made  in  an  earlier  section  to  provisions 
under  which  money  gifts  or  bequests  may  be  deposited  in  the  old-age 
and  survivors  insurance  and  disability  insurance  trust  funds.  In  fiscal 
year  1974,  the  old-age  and  survivors  insurance  trust  fund  received  gifts 
amounting  to  $174.78. 
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The  remainina;  $2,039  million  of  receipts  consisted  of  interest  on  the 
investments  of  the  trust  fund  and  net  interest  on  amounts  of  interfund 
transfers  arising  out  of  adjustments  in  the  allocation  of  administrative 
expenses,  construction  costs,  and  the  cost  of  vocational  rehabilitation 
services  for  the  prior  fiscal  year,  1973. 

Of  the  $49,485  million  in  total  disbursements,  $47,849  million  was 
for  benefit  payments,  an  increase  of  13.o  percent  over  the  corresponding 
amount  paid  in  fiscal  year  1973.  This  increase  was  due  to  (1)  the 
amendments  enacted  on  July  1,  1972,  which  provided  for  a  general 
increase  in  benefits  of  20  percent  effective  for  September  1972,  (2)  the 
amendments  enacted  on  October  30,  1972,  which  provided  higher  bene- 
fit amounts  for  certain  categories  of  beneficiaries  and  liberalized  some 
of  the  conditions  under  which  persons  can  qualify  for  benefits,  (3)  the 
amendments  enacted  on  December  31,  1973,  which  provided  for  a  gen- 
eral increase  in  benefits  of  11  percent  effectivein  two  steps — an  interim 
increase  of  7  percent  effective  for  the  3  months  ]March-^Iay  1974.  fol- 
lowed by  the  full  11-percent  increase  effective  for  June  1974,  and  (4) 
the  expected  growth  in  the  total  number  of  beneficiaries  and  in  average 
benefit  amounts  resulting  from  the  rising  level  of  earnings.  Although 
the  amendments  enacten  ia  1972  became  effective  during  fiscal  year 
1973,  the  first  full  fiscal  year  during  which  they  were  operative  was 
1974. 

Reference  has  been  made  in  an  earlier  section  to  provisions  of  the 
Railroad  Retirement  Act  which  coordinate  the  railroad  retirement 
and  the  old-age  and  survivors  insurance  programs  and  which  govern 
the  financial  interchanges  arising  from  the  allocation  of  costs  between 
the  two  systems.  In  accordance  with  these  provisions,  the  Railroad 
Retirement  Board  and  the  Secretary  of  Health,  Education,  and  Wel- 
fare determined  that  a  transfer  of  $866,800,000  to  the  railroad  retire- 
ment account  from  the  old-age  and  survivors  insurance  trust  fund 
would  place  this  trust  fund  in  the  same  position  as  of  June  30,  1973, 
as  it  would  have  been  if  railroad  employment  had  always  been  covered 
under  the  Social  Security  Act.  This  amount  was  transferred  to  the 
railroad  retirement  account  in  May  1974,  together  with  interest  to  the 
date  of  transfer  amounting  to  $41,785,000. 

Expenditures  of  the  old-age  and  survivors  insurance  program  for 
the  cost  of  vocational  rehabilitation  services  amounted  to  nearly  $3.9 
million.  These  services  were  furnished  to  disabled  adults — dependents 
of  old-age  beneficiaries  and  survivors  of  deceased  insured  workers — 
who  were  receiving  monthly  benefits  from  the  old-age  and  survivors 
insurance  trust  fund  because  of  their  disability. 

The  remaining  $723  million  of  disbursements  from  the  old-age  and 
survivors  insurance  trust  fund  represents  net  administrative  expenses. 
The  expenses  of  administering  the  programs  financed  through  the  four 
trust  funds — the  old-age  and  survivors  insurance,  disability  insurance, 
hospital  insurance,  and  supplementary  medical  insurance  trust  funds — 
are  allocated  and  charged  directly  to  each  trust  fund  on  the  basis  of 
provisional  estimates.  Beginning  in  fiscal  year  1974,  the  expenses  of 
administering  the  newly  enacted  Supplemental  Security  Income  pro- 
gram are  also  allocated,  on  a  provisional  basis,  and  charged  directly 
to  the  general  fund  of  the  Treasury.  Periodically,  as  actual  experience 
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develops  and  is  analyzed,  adjustments  to  the  allocntions  of  adminis- 
trative expenses  and  costs  of  construction  for  price  periods  are  effected 
by  interfund  transfers,  with  appropriate  interest  allowances.  (In 
fiscal  year  1973,  the  administrative  expenses  of  the  new  Supplemental 
Security  Income  program  were  initially  charged  to  the  old-age  and 
survivors  insurance  trust  fund  because  no  money  had  yet  been  appro- 
priated from  the  general  fund  of  the  Treasury.  Reimbursement  repre- 
senting only  the  principal  of  $41  million,  but  excluding  interest,  was 
received  from  the  general  fund  at  the  end  of  fiscal  year  1973.  Interest 
on  this  amount  was  received  from  the  general  fund  in  fiscal  year  1974.) 

Net  administrative  expenses  charged  to  the  old-age  and  survivors 
insurance  trust  fund  and  to  the  disability  insurance  trust  fund  in  fiscal 
year  1974  totaled  $878  million.  This  amount  represented  1.6  percent 
of  contribution  income  and  1.6  percent  of  expenditures  for  benefit 
payments  and  payments  for  the  cost  of  vocational  rehabilitation  serv- 
ices during  the  fiscal  year.  Corresponding  percentages  for  each  of  the 
last  5  years  for  the  system  as  a  whole  and  for  each  trust  fund  sepa- 
rately are  shown  in  table  3. 

In  table  4,  the  experience  with  respect  to  actual  amounts  of  contribu- 
tions and  benefit  payments  in  fiscal  year  1974  is  compared  with  the 
estimates  for  fiscal  year  1974  which  appeared  in  the  1974  Annual  Re- 
port of  the  Board  of  Trustees.  Reference  was  made  in  an  earlier  sec- 
tion to  the  appropriation  of  contributions  to  the  trust  funds  on  an 
estimated  basis,  with  subsequent  periodic  adjustments  to  account  for 
differences  from  the  amounts  of  contributions  actually  payable  on  the 
basis  of  reported  earnings.  In  interpreting  the  figures  in  table  4,  it 
should  be  noted  that  the  "actual"  amount  of  contributions  in  fiscal 
year  1974  reflects  the  aforementioned  type  of  adjustments  to  contri- 
butions for  prior  fiscal  years.  On  the  other  hand,  the  "actual"  amount 
of  contributions  in  fiscal  year  1974  does  not  reflect  adjustments  to  con- 
tributions for  fiscal  year  1974  that  were  to  be  made  after  June  30, 1974. 
The  actual  experience  for  each  trust  fund  was  quite  close,  relatively, 
to  the  estimates. 

At  the  end  of  fiscal  year  1974,  about  30.2  million  persons  were  re- 
ceiving monthly  benefits  under  the  old-age,  survivors,  and  disability 
insurance  program.  About  26.5  million  of  these  persons  were  receiving 
monthly  benefits  from  the  old-age  and  survivors  insurance  trust  fund. 
The  distribution  of  benefit  payments  in  fiscal  years  1973  and  1974,  by 
type  of  beneficiary,  is  shown  in  table  5.  Approximately  72  percent  of 
the  total  benefit  payments  from  the  old-age  and  survivors  insurance 
trust  fund  in  fiscal  year  1974  was  accounted  for  by  monthly  benefits 
to  retired  workers  and  their  dependents  and  about  17  percent  by 
monthly  benefits  to  aged  survivors  and  disabled  widows  or  widowers 
of  deceased  workers.  Approximately  10  percent  of  the  benefit  pay- 
ments represented  monthly  benefits  on  behalf  of  children  of  deceased 
workers  and  monthly  benefits  to  mothers  who  had  children  of  deceaser^ 
workers  in  their  care. 
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TABLE  3.— RELATIONSHIP  OF  NET  ADMINISTRATIVE  EXPENSES  OF  THE  OLD-AGE,  SURVIVORS,  AND  DISABILITY 
INSURANCE  PROGRAM  TO  CONTRIBUTION  INCOME  AND  BENEFIT  PAY'IENTS,  BY  TRUST  FUND,  FISCAL  YEARS 
1970-74 


Fiscal  year 


Total  administrative  expenses 
as  a  percentage  of— 


Old-age  and  survivors  insur- 
ance trust  fund,  adminis- 
trative expenses  as  a 
percentage  of— 


Disability  insurance  trust 
fund,  administrative  expen* 
ses  as  a  percentage  of— 


Total 

Total 

contribution 

benefit 

Contribution 

Benefit 

Contribution 

Benefit 

income 

payments » 

income 

payments ' 

income 

payments  i 

1.8 

2.1 

1.6 

1.8 

3.C 

5.3 

2.0 

2.1 

1.7 

1.8 

4.2 

5.6 

2.0 

2.1 

1.6 

1.7 

4.4 

5.2 

2.0 

1.9 

1.6 

1.6 

4.5 

4.7 

1.6 

1.6 

1.5 

1.5 

2.5 

2.5 

1970. 
1971. 
1972. 
1973. 
1974. 


>  In  determining  the  percentage  shown,  payments  for  the  cost  of  vocational  rehabilitation  services  are  included  with 
benefit  payments. 

Note:  In  interpreting  the  figures  in  the  above  table,  reference  should  be  made  to  the  accompanying  text. 

TABLE  4.— COMPARISON  OF  ACTUAL  AND  ESTIMATED  OPERATIONS  OF  THE  OLD-AGE  AND  SURVIVORS  INSURANCE 
AND  DISABILITY  INSURANCE  TRUST  FUNDS,  FISCAL  YEAR  1974 


(In  millions) 


Actual  amount 


Estimated 
amount 


Actual  as 


published  in      percentage  of 
1974  report  estimate 


Old-age  and  survivors  insurance  trust  fund : 

Net  contributions... $48,455  $48,484  100 

Benefit  payments 47,849  48,118  99 

Disability  insurance  t'ust  fund: 

Net  contributions 6,234  6,243  100 

Benefit  payments 6,159  6,180  100 


Note:  In  Interpreting  the  figures  in  Ihe  above  table,  reference  should  be  made  to  the  accompanying  text. 

TABLES.— ESTIMATED  DISTRIBUTION  OF  BENEFIT  PAYMENTS  FROM  THE  OLD-AGE  AND  SURVIVORS  INSURANCE 
TRUST  FUND,  BY  TYPE  OF  BENEFICIARY  AND  PAYMENT,  FISCAL  YEARS  1973  AND  1974 


|ln  millions] 


1973 


1974 


Amount 


Percent  of 
total 


Total.... 

Monthly  benefits 

Retired  workers  and  their  dependents 

Retired  workers 

Wives  and  husbands 

Children 

Survivors  of  deceased  workers 

Aged  widows  and  widowers. 6,359.0 

Disabled  widows  and  widowers 105.9 

Parents 46.4 

Children _. 3,807.6 

Widowed  mothers  caring  for  child  beneficiaries. .  747. 6 

Noninsured  persons  aged  72  and  over « 270.8 

Lump-sum  death  benefits 321. 1 


Amount 


15 
0) 

^'^ 

2 
1 


7,  764. 4 

129.3 

47.7 

4, 107.  P 
842.9 
250.7 


Percent  of 
total 


$42, 169. 7 

100 

$47,  848.  8 

100 

41,  848.  6 

99 

47,  533. 0 

99 

30,511.4 

72 

34,  390.  5 

72 

27,  261.  6 

2,821.8 

428. 0 

11,066.5 

65 
7 
1 

26 

30,  793. 1 

3,112.9 

484.6 

12,  891.  8 

c4 
7 
1 

27 

16 

k 

2 

1 


315.9 


•  Less  than  0.5  percent. 

'  The  trust  fund  is  reimbursed  from  the  general  fund  of  the  Treasury  for  the  costs  of  payments  to  beneficiaries  with  less 
than  3  quarters  of  coverage. 
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TABLE  6— ASSETS  OF  THE  OLD-AGE  AND  SURVIVORS  INSURANCE  TRUST  FUND,  BY  TYPE,  AT  THE  END  OF  FISCAL 

YEARS  1973  AND  1974 


June  30,  1973 


Par  value 


Book  value  i 


June  30, 1974 


Par  value 


Book  value  > 


Investments  in  public-debt  obligations: 
Public  issues: 

Treasury  notes: 

6  percent,  1975 

6M  percent,  1976 

6H  percent,  1976 

7  percent,  1975 

7}^  percent,  1976 

8  percent,  1977 

Treasury  bonds: 

2M  percent,  investment 
series  B,  1975-80 

3  percent,  1995 

3^4  percent,  1978-83 

3}4  percent,  1985 

3H  percent,  1980 

3>i  percent,  1990 

33^  percent,  1998 

4  percent,  1973 

4  percent,  1980 

iH  percent,  1974 

4H  percent,  1989-94 

4J-4  percent,  1974 

4H  percent,  197f-85 

4}4  percent,  1987-92 

6^  percent,  1984 

7  percent,  1981 

7)^  percent,  1988-93 

8K  percent,  1994-99 


Total   investments 
public  issues 


Obligations  sold  only 
(special  issues): 
Notes: 

45^  percent, 
55^  percent, 
5H  percent, 
6J^  percent, 
6H  percent, 
65^  percent, 
7%  percent. 
Bonds: 

2%  percent, 
3Ji  percent, 
3H  percent, 
3Ji  percent, 
V4  percent, 
1}4  percent, 
4H  percent, 
4!^  percent, 
7%  percent, 
7^  percent, 
75^  percent, 
75i  percent, 
75^  percent, 
7'4  percent, 
7^  percent, 
7^8  percent, 
7H  percent. 


to  this  fund 


1974. 
1975. 
1979. 
1978. 
1976. 
1980. 
1977. 


1975. 
1975. 
1976. 
1977. 
1978. 
1978. 
1979. 
1980. 
1981. 
1982. 
1983. 
1984. 
1985. 
1986. 
1987. 
1988. 
1989. 


Total  obligations  sold 
only  to  this  fund 
(special  issues) 


$17, 450, 000 
5,  000,  000 
22, 180,  000 
50,  000,  000 
90,  500,  000 
15, 000,  000 


$17,450,000.00 
4,  995,  386. 97 
22, 180,  000.  00 
49,  943,  137. 16 
90,  260,  384.  50 
15,  000,  000. 00 


1,  061, 

70, 

60, 

25, 

449, 

556, 

552, 

38, 

153, 

61, 

91, 

6, 

78, 

33, 

31, 

50, 


902,  000 
170,  000 
200,  000 
700,  000 
450,  000 
250,  000 
037,  000 
000,  000 
100,  000 
934,  000 
300,  000 
352,  000 
023,  000 
000, 000 
500,  000 
000,000 


1,  064, 

70, 

59, 

24, 

452, 

549 

544, 

37, 

153, 

61, 

90, 

6, 

77, 

34, 

32, 

49, 


902,  000.  00 
147,  900.  36 
613, 079.  52 
671,  244.  59 
648,  813.  67 
213,292.86 
216,472.68 
996,  987.  90 
067,  982.  44 
930,  461. 83 
670,  287.  42 
353,  470. 08 
774,  698.  43 
499,  072.  43 
007,  081.  30 
673,  333. 26 


$17,  450,  000 
5,  000,  000 
22, 180,  000 
50, 000,  000 
90,  500,  000 
15,  000,  000 


1,  064,  902,  000 

70, 170, 000 

60,  200.  000 

2f ,  700,  000 

449, 450,  000 

556,  250,  000 

552,  037,  000 


$17, 450, 000.  00 
4, 997, 172. 69 
22, 180,  000. 00 
49, 966,  666.  52 
90,  338,  097.  70 
15,  000, 000.  00 


1, 064, 902, 000.  00 

70, 148, 924.  32 

59,672,264.72 

24,758,181.71 

452,212,611.87 

549,637,617.06 

544,  525, 177. 84 


153,100,000 

""9i,'366,"6oo' 


153,  072,  846. 04 
""90,'760,'5i3."62 


78,  023,  000 
33,  000, 000 
31,  500,  000 
50,  000,  000 
99, 934,  000 
6,  352, 000 


77,795,681.75 
34,  392,  629. 43 
31,961,671.02 
49,  713,  333. 22 
98,411,627.93 
6,  531,  829. 12 


3,522,048,000  3,509,215,087.40    3,522,048,000   3,508,368,846.56 


2,  720,  279, 000 
2, 460,  795,  000 
3, 102,  896,  000 

3,  468,  850,  000 

3,  844,  864,  000 

4,  547,  285,  000 
5, 033,  296,  000 

685, 178,  000 

160,  077,  000 

1,080,011,000 

1,080,011,000 

658,  444,  000 

421,  567,  000 

1,080,011,000 

1,080,011,000 


2,  720,  279,  000.  00 

2,  460,  795,  000.  00 
3, 102,  896,  000.  00 

3,  468,  850,  000.  00 

3,  844,  864,  000.  00 

4,  547,  285,  000. 00 
5, 033,  296,  000. 00 

685, 178,  000.  00 

160,  077,  000.  00 

1,080,011,000.00 

1,080,011,000.00 

658,  444,  000.  00 

421,567,000.00 

1,080,011,000.00 

1,080,011,000.00 


2,  460,  795,  000 
3, 102,  896,  000 

3,  468,  850,  000 

3,  844,  864,  000 

4,  547,  285,  000 

5,  033,  296,  000 


2,  460,  795,  000. 00 
3, 102,  896,  000. 00 

3,  468,  850,  000.  00 

3,  844,  864,  000.  00 

4,  547,  285,  000. 00 
5, 033, 296,  000. 00 


760, 
1,  080, 
658, 
421, 
1,  080, 
1,  080, 
677, 
677, 
677, 
677, 
677, 
677, 
677, 
677, 
677, 


998,  000 
011,000 
444,000 
567,  000 
Oil,  000 
011,000 
910,  000 
910,000 
910,  000 
910,  000 
910,  000 
910,  000 
910,  000 
909,  000 
909,  000 


760, 
080, 
658, 
421, 
080, 
080, 
677, 
677, 
677, 
677, 
677, 
677, 
677, 
677, 
677, 


998, 000.  00 
Oil,  000.  00 
444,  000.  00 
567,  000. 00 
011,000.00 
011,000.00 
910,  000.  00 
910, 000. 00 
910, 000.  00 
910,  000. 00 
910, 000. 00 
910,  000. 00 
910,  000.  00 
909,  000. 00 
909,  000. 00 


Total  investments  in 
public-debt  obliga- 
tions  


31,423,575,000    31,423,575,000.00      33,640,216,000    33,640,216,000.00 


34,  945,  623,  000  34,  932,  790,  087.  40       37, 162,  264,  000    37, 148,  584,  846.  56 


See  footnote  at  end  of  table  p.  13. 
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TABLE  G.— ASSETS  OF  THE  OLD-AGE  AND  SURVIVORS  INSURANCE  TRUST  FUND,  BY  TYPE,  AT  TKE  END  OF  FISCAL 

YEARS  1973  AND  1974— Continued 

June  30, 1973  June  30, 1974 


Par  value  Book  value  >  Par  value  Book  value  '■ 

Investments    in    federally-sponsored 
agency  obligations: 
Participation  certificates: 

Federal  Assets  Liquidation 
Trust-Government  National 
Mortgage  Association : 

5.10  percent,  1987.. 50,000,000         50,000,000.00  50,000,000  50.000,000  00 

5.20  percent,  1982 100,000,000        100,000,000.00  100,000,000         100,000,000.00 

Federal  Assets  Financing 
Trust-Government  National 
Mortgage  Association: 

6.05  percent,  1988 65,000,000         64,822,265.95  65,000,000  64,834,453.51 

6.20  percent,  1988 230,  000,  000        230,  000,  000.  00  230,  000,  000         230,  000,  000  00 

6.40  percent,  1987 75,000,000         75,000,000.00  75,000,000  75,000,000.00 

6.45  percent,  1988 35,000,000         35,000,000.00  35,000,000  35,000,000.00 

Total  investments  in 
federally-sponsored 
agency  obligations...  555,000,000       554,822,265.95  555,000,000         554,834,453.51 

Total  investments 35,  500,  623,  000  35, 487,  612,  353. 35        37,  717,  264,  000    37,  703,  419,  300.  07 

Undisbursed  balances 928,283.163.88  ._ 163,589,142.13 

Total  assets 36,415,895,517.23 37,867,008,442.20 

>  Par  value,  plus  unamorti2ed  premium,  less  discount  outstanding.  " 

Benefit  payments  to  noninsured  persons  aged  72  and  over  amounted 
to  $251  million,  or  slightly  more  than  14  percent  of  total  benefit  pay- 
ments from  the  trust  fund.  Reference  has  been  made  in  an  earlier 
section  to  the  legislative  provisions  governing  reimbursement  from 
the  general  fund  of  the  Treasury  for  the  costs  of  such  payments  to 
persons  who  have  fewer  than  three  quarters  of  coverage.  About  98 
percent  of  the  total  amount  of  the  payments  made  in  fiscal  year  1974 
to  noninsured  persons  aged  72  and  over  went  to  persons  with  fewer 
than  three  quarters  of  coverage. 

The  balance  of  the  benefits  paid  during  fiscal  year  1974  consisted  of 
lump-sum  death  payments. 

The  assets  of  the  old-age  and  survivors  insurance  trust  fund  at  the 
end  of  fiscal  year  1974  totaled  $37,867  million,  consisting  of  $37,703 
million  in  the  form  of  obligations  of  the  U.S.  Government  or  of  fed- 
erally-sponsored agency  obligations,  and  an  undisbursed  balance  of 
$164  million.  Table  6  shows  a  comparison  of  the  total  assets  of  the  fund 
and  their  distribution  at  the  end  of  fiscal  years  1973  and  1974. 

The  net  increase  in  the  par  value  of  the  investments  owned  by  the 
fund  during  fiscal  year  1974  amounted  to  $2,217  million.  NeAv  securities 
at  a  total  par  value  of  $58,824  million  were  acquired  during  the  fiscal 
year  through  the  investment  of  receipts,  and  the  reinvestment  of  funds 
made  available  from  the  redemption  of  securities.  The  par  value  of 
securities  redeemed  during  the  fiscal  year  was  $56,607  million.  Included 
in  these  amounts  is  $52,723  million  in  certificates  of  indebtedness  that 
were  acijuired  and  redeemed  within  the  fiscal  year.  In  addition,  $38 
million  in  4-percent  bonds  maturing  in  August  1973  and  $62  million 
in  41/g-percent  bonds  maturing  in  February  1974  were  exchanged  for 
$100  million  in  71/2-percent  bonds  maturing  in  August  of  1993,  and 
$6  million  in  4i/4-percent  bonds  maturing  in  May  1974  were  exchanged 
for  an  equal  amount  of  8i^-percent  bonds  maturing  in  May  of  1999. 
Although  the  interest  rate  on  bonds  is  generally  limited  to  41/4  percent 
by  the  provisions  of  31  U.S.C.  752,  amendments  to  these  provisions 
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authorize  the  issuance  of  bonds  at  rates  of  interest  exceedinir  414  per- 
cent, subiect  to  certain  restrictions.  P.L.  92-5,  enacted  March  17,  1971, 
amended  the  provisions  to  authorize  the  issuance  to  the  public  and  to 
Government  accounts  of  up  to  a  total  of  $10  billion  in  bonds  at  rates 
of  interest  exceeding  4i^  percent.  P.L.  93-53,  enacted  July  1,  1973, 
further  amended  the  provisions  of  31  U.S.C.  752  by  (1)  removing:  the 
$10  billion  limitation  on  the  ag.orregate  face  amount  of  such  bonds 
that  may  be  issued  and  (2)  limiting  the  amount  of  such  bonds  that 
mav  be  held  by  the  public  at  any  one  time  to  $10  billion. 

The  effective  annual  rate  of  interest  earned  by  the  assets  of  the  old- 
age  and  survivors  insurance  trust  fund  during  fiscal  year  1974  was 
5.9  percent.  The  interest  rate  on  special  issues  purchased  by  the  trust 
fund  in  June  1974  was  7%  percent,  payable  semiannually. 

The  1956  amendments  provided  that  the  public-debt  obligations 
issued  for  purchase  by  the  old-age  and  survivors  insurance  trust  fund 
and  the  disability  insurance  trust  fund  shall  have  maturities  fixed  with 
due  regard  for  the  needs  of  the  funds.  Under  these  amendments,  the 
general  practice  in  the  past  was  to  spread  the  maturity  dates  for  the 
holdings  of  special  issues  as  nearly  as  practicable  in  equal  amounts 
over  a  15-year  period.  As  a  result  of  this  practice,  the  old-age  and 
survivors  insurance  trust  fund  held  (1)  special  issues,  totaling  $$5,081 
million,  that  were  acquired  before  1966  and  were  distributed  in  equal 
amounts  of  about  $1,080  million  maturing  in  each  of  the  years  1977-80 
and  in  a  smaller  amount  maturing  in  1976  (table  6) . 

However,  the  interest  rate  on  special  issues  acquired  in  June  of  each 
year  1966-74,  as  determined  under  section  201(d)  of  the  Social  Secu- 
rity Act,  was  higher  than  the  maximum  rate  of  414  percent  to  which 
the  interest  rate  on  long-term  issues  (bonds)  is  generally  limited. 
Thus,  the  former  practice  could  not  be  followed  until  the  enactment 
of  P.L.  93-53  on  July  1,  1973.  Accordingly,  the  entire  amounts  avail- 
able for  investment  in  June  of  each  year  1966-73  were  invested  in 
short-term  issues  (notes).  As  a  result,  the  old-age  and  survivors  insur- 
ance trust  fund  held  $22,458  million  in  special  issues  consisting  of 
7-year  notes  that  were  distributed  in  varying  amounts  maturing  on 
June  30  of  each  year  1975-80  (table  6) . 

On  June  30,  1974.  the  investment  practice  in  effect  before  1966  was 
reinstated,  and  the  old-age  and  survivors  insurance  trust  fund  acquired 
$6,101  million  in  special  issues  that  were  distributed  in  virtually  equal 
amounts  of  about  $678  million  maturing  in  each  of  the  years  1981-1989 
(table  6).  The  investment  operations  of  the  fund  in  fiscal  years  1973 
and  earlier  are  described  in  the  1974,  and  earlier,  annual  reports. 

Summary  or  the  Operatioxs  of  the  Federal  Disability  Insurance 
Trust  Fund,  Fiscal  Year  1974 

A  statement  of  the  income  and  disbursements  of  the  Federal  dis- 
ability insurance  trust  fund  during  fiscal  year  1974,  and  of  the  assets 
of  the  fund  at  the  beginning  and  end  of  the  fiscal  year  is  presented  in 
table  7.  Comparable  amounts  for  fiscal  year  1973  are  also  shown  in  the 
table. 

The  total  assets  of  the  disability  insurance  trust  fund  amounted  to 
$7,869  million  on  June  30,  1973.  During  fiscal  year  1974,  total  receipts 
amounted  to  $6,768  million  and  total  disbursements  were  $6,385  mil- 
lion. The  assets  of  the  trust  fund  thus  increased  $383  million  during 
the  year  to  a  total  of  $8,253  million  on  June  30, 1974. 
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Included  in  total  receipts  were  $5,G52  million  representinc^  contribu- 
tions appropriated  to  the  fund,  and  $633  million  representing  amounts 
received  by  the  Secretary  of  the  Treasury  in  accordance  with  State 
coverage  agreements  and  deposited  in  the  fund.  As  an  offset,  $50  mil- 
lion was  transferred  from  the  trust  fund  into  the  Treasury  as  repay- 
ment for  the  estimated  amount  of  contributions  subject  to  refund  to 
employees  who  worked  for  more  than  one  employer  during  the  course 
of  a  year  and  paid  contributions  on  wages  in  excess  of  the  statutory 
maximum  earnings  base. 

TABLE  7.— STATEMENT  OF  OPERATIONS  OF  THE  DISABILITY  INSURANCE  TRUST  FUND  DURING  FISCAL  YEARS 

1973  AND  1974 

|ln  thousands] 

Fiscal  year 


1973  1974 


Total  assets  of  the  trust  fund,  beginning  of  year $7,390,277  $7,869,472 

Receipts: 

Contributions: 

Appropriations 4,961,148  5,651,996 

Deposits  arising  from  State  agreements 550,447  632.646 

Gross  contributions 5,511,595  6,284,642 

Less  payment  into  the  Treasury  for  contributions  subject  to  refund 50,626  50,217 

Net  contributions.. __ 5,460,969  6,234,425 

Reimbursement  from  general  fund  of  the  Treasury  for  costs  of  noncontributory 

creditsfor  military  service 51,000  52,000 

Interest: 

Interest  on  investments 434,840  479,140 

Interest  on  amounts  of  interfund  tranfers  due  to  adjustment  in  allocation  of 

administrative  expenses  and  construction  costs' —244  2,641 

Interest  on  amounts  transferred  between  the  old-age  and  survivors  in- 
surance and  the  disability  insurance  trust  funds  due  to  adjustment  in 

allocation  of  cost  of  vocational  rehabilitation  services' —16  20 

Net  interest _...  434,580  481,800 

Total  receipts... _  5,946,549  6,768,225 

Disbursements: 

Benefit  payments.. 5,161,840  6,158,569 

Transfer  to  railroad  retirement  account 19,503  22,327 

Payment  for  cost  of  vocational  rehabilitation  services  for  disabled  beneficiaries: 

For  the  current  fiscal  year .._ 39,321  49,331 

Transfer  to  the  old-age  and  survivors  insurance  trust  fund  due  to  adjustment 

in  allocation  of  cost  for  prior  fiscal  year... 40  340 

Total  cost  of  vocational  rehabilitation  services 39,361  49,670 

Administrative  expenses: 

Department  of  Health,  Education,  and  Welfare 223,049  185,814 

Treasury  Department... 9,849  11,650 

Construction  of  facilities  for  Social  Security  Administration 2,104  329 

Expenses  of  the  Department  of  Health,  Education,  and  Welfare  for  ad- 
ministration of  vocational  rehabilitation  program  for  disabled  bene- 
ficiaries  564  560 

Interfund  transfers  due  to  adjustment  in  allocation  of — 

Administrative  expenses 2 11,302  —44,353 

Costs  of  construction' -214  280 

Gross  administrative  expenses 246,653  154,281 

Less  receipts  from  sales  of  surplus  supplies,  materials,  etc 4  14 

Net  administrative  expenses 246,649  154,266 

Total  disbursements.... _ 5, 467, 354  6, 384, 833 

Net  addition  to  the  trust  fund 479, 195 383, 39"2 

Total  assets  of  the  trust  fund,  end  of  year 7,869,472  8,252,865 

'  A  positive  figure  represents  a  transfer  of  interest  to  the  disability  insurance  trust  fund  from  the  other  social  security 
trust  funds.  A  negative  figure  rerresei.>s  a  transfer  of  intere<!t  from  the  disability  trust  fund  to  the  other  social  security 
trust  funds. 

» A  positive  figure  represents  a  transfer  from  the  disability  insurance  trust  fund  to  the  other  social  security  trust  funds. 
A  negative  figure  represents  a  transfer  to  the  disability  insurance  trust  fund  from  the  other  social  security  trust  funds. 
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Net  contributions  amounted  to  $6,234  million,  an  increase  of  14.2 
percent  over  the  amount  for  the  preceding  fiscal  year.  This  increase  is 
accounted  for,  in  part,  by  the  same  factors,  insofar  as  they  apply  to 
contributions  of  the  disability  insurance  trust  fund,  that  accounted  for 
the  increase  in  contributions  to  the  old-age  and  survivors  insurance 
trust  fund  (described  in  the  preceding  section) ,  and  in  part  by  the  pro- 
vision in  P.L.  93-238,  enacted  December  31,  1973,  tliat  increased  the 
portion  of  the  contribution  rate  allocated  to  finance  benefits  from  the 
disability  insurance  trust  fund.  Effective  January  1, 1974,  the  allocated 
rate  for  employees  nnd  employers  was  increased  from  0.55  percent  of 
taxable  earnings  each  to  0.575  percent  each.  For  the  self-employed,  the 
allocated  rate  was  increased  from  0.795  percent  to  0.815  percent. 

In  addition,  the  trust  fund  received  $52  million  in  December  from 
the  general  fund  of  the  Treasury,  as  reimbursement  for  the  costs  of 
noncontributory  credits  for  military  service. 

The  remaining  $482  million  of  receipts  consisted  of  interest  on  the 
investments  of  the  fund,  plus  interest  on  amounts  of  interfund  trans- 
fers. 

Of  the  $6,385  million  in  total  disbursements,  $6,159  million  was  for 
benefit  payments,  an  increase  of  19.3  percent  over  the  corresponding 
amount  paid  in  the  fiscal  year  1973.  This  increase  is  accounted  for  by 
the  same  factors  insofar  as  they  apply  to  disabled- worker  beneficiaries 
and  their  dependents,  that  resulted  in  the  increase  in  benefit  payments 
from  the  old-age  and  survivors  insurance  trust  fund  (described  in  the 
preceding  section). 

Provisions  governing  the  financial  interchanges  between  the  railroad 
retirement  account  and  the  disability  insurance  trust  fund  are  similar 
to  those  referred  to  in  the  preceding  section  relating  to  the  old-age  and 
survivors  insurance  trust  fund.  The  determination  made  as  of  June  30, 
1973,  required  that  a  transfer  of  $21,300,000  be  made  from  the  dis- 
ability insurance  trust  fund  to  the  railroad  retirement  account.  This 
amount  was  transferred  to  the  railroad  retirement  account  in  May  1974 
together  with  interest  to  the  date  of  transfer  amounting  to  $1,027,000. 

The  remaining  disbursements  amounted  to  $154  million  for  net  ad- 
ministrative expenses  and  $50  million  for  the  cost  of  vocational  re- 
habilitation services  furnished  to  disabled-worker  beneficiaries  and  to 
those  dependents  of  disabled  workers  who  are  receiving  benefits  on  the 
basis  of  disabilities  that  have  continued  since  childhood. 

As  stated  in  an  earlier  section,  the  total  amount  of  funds  that  may 
be  made  available  in  a  fiscal  year  for  payment  for  the  costs  of  voca- 
tional rehabilitation  services  may  not  exceed  a  specified  percentage  of 
the  benefits  certified  for  payment  in  the  preceding  year  from  the  old- 
ajre  and  survivors  insurance  and  disability  insurance  trust  funds  to 
disabled  persons  receiving  benefits  because  of  their  disability.  This 
limitation  on  the  amounts  to  be  made  available  was  1  percent  in  each 
fiscal  year  through  1972,  II/4  percent  in  fiscal  year  1973,  and  I14  per- 
cent in  fiscal  year  1974.  Tlif  following  data  show  the  relationship  be- 
tween the  total  amount  of  payments  for  the  costs  of  such  rehabilitation 
services  for  each  fiscal  year,  1970-74,  and  the  corresponding  amount 
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of  benefits  paid  in  the  prior  fiscal  year  from  the  trust  funds  to  disabled 
beneficiaries : 


Fiscal  year  to  which  costs  of 
rehabilitation  services  are  charged 

Amount  of 

payments  for 

costs  of 

rehabilitation 

services ' 

(In  thousands) 

Estimated  amount 

of  benefit 

payments  in 

preceding  fiscal 

year  to  disabled 

beneficiaries 

(in  thousands) 

Payments  for  costs 

of  rehabilitation 

services  as  percent 

of  preceding  year's 

benefit  payments 

1970 

$20,610 

$2, 155,  579 

2,  464,  004 

3,  028,  695 

3,  629,  590 

4,  647,  721 

0.96 

1971 

23,099 

.94 

197? 

29,940 

.99 

1971 

39,889 

1.10 

1974 

55,242 

1.19 

'  The  amounts  shown  represent  the  expenditures  for  a  fiscal  year  and  differ  from  amounts  expended  in  a  fiscal  year 
as  shown  in  accounting  statements  of  the  trust  funds  on  a  cash  basis.  The  amount  shown  for  each  fiscal  year  is  subject 
to  further  change. 

At  the  ejid  of  fiscal  year  1974,  some  3,691.000  persons  were  receiving 
monthly  benefits  from  the  disability  insurance  trust  fund.  The  dis- 
tribution of  benefit  payments  in  fiscal  years  1973  and  1974,  by  type  of 
beneficiary,  is  shown  in  table  8. 

TABLE  8.— ESTIMATED  DISTRIBUTION  OF  BENEFIT  PAYMENTS  FROM  THE  DISABILITY  INSURANCE  TRUST  FUND, 
BY  TYPE  OF  B£NEFICIARY,  FISCAL  YEARS  1973  AND  1974 

[In  millionsl 


1973 


Amount 


Percent  of 
total 


1974 


Amount 


Percent  of 
total 


8 


Total $5,161 

Disabled  workers 4, 201. 9 

Wives  and  husbands 255.4 

Children _.. - 704.6 


100 


$e,  158. 6 


81 

5,  042.  5 

5 

296.8 

14 

819.3 

100 


82 

S 
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The  assets  of  this  fund  at  the  end  of  fiscal  year  1974  totalled  $8,253 
million,  consisting  of  $8,193  million  in  the  form  of  obligations  of  the 
I7.S.  Government  and  an  undisbursed  balance  of  $60  million.  Table  9 
shows  a  comparison  of  the  total  assets  of  the  fund  and  their  distribu- 
tion at  the  end  of  fiscal  years  1973  and  1974. 

The  net  increase  in  the  par  value  of  the  investments  owned  by  the 
fund  during  the  fiscal  year  amounted  to  $391  million.  Xew  securities  at 
a  total  par  value  of  $7,856  million  were  acquired  during  the  fiscal  year 
through  the  investment  of  receipts,  the  reinvestment  of  funds  made 
available  from  the  redemption  of  securities,  and  the  exchange  of  secu- 
rities. The  par  value  of  securities  redeemed  or  exchanged  during'  the 
year  was  $7,465  million.  Included  in  these  amounts  is  $6,734  million 
in  certificates  of  indebtedness  that  were  acquired  and  redeemed  within 
the  fiscal  year. 

The  effective  annual  rate  of  interest  earned  by  the  assets  of  the  dis- 
ability insurance  trust  fund  during  fiscal  year  1974  was  6.4  percent. 
The  interest  rate  on  public-debt  obligations  issued  for  purchase  by  the 
trust  fund  in  June  1974  was  7%  percent,  payable  semiannually. 
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The  investment  policy  and  practices  described  in  the  preceding  sec- 
tion apply  equally  to  investments  of  the  assets  of  the  disability  in- 
surance trust  fund.  A  distribution  of  these  investments  by  type  of 
government  security  and  date  of  maturity  is  shown  in  table  9. 


TABLE  9.-ASSETS  OF  THE  DISABILITY  INSURANCE  TRUST  FUND, 

AND  1974 


BY  TYPE,  AT  THE  END  OF  FISCAL  YEARS  1973 


June  30. 1973 


Par  value 


Book  value  > 


June  30, 1974 


Par  value 


Book  value ' 


Investments  in  public-debt  obligations: 
Public  issues: 

Treasury  notes: 

6  percent,  1975.. 

6  percent,  1978 

614  percent,  1978 

7,^  percent,  1976 

7^  percent,  1977 

8  percent,  1977 

Treasury  bonds: 

3>^  percent,  1990 

•  3]^  percent,  1998 

4  oercent,  1973 

4(3ercent,  1980 

ii4  percent,  1974 

4)^  percent,  1989-94.... 

4J<  percent,  1975-85.... 

414  percent,  1987-92.... 

6Ji  percent,  1984 

7^  percent,  1988-93.... 


$3, 750, 000 
2, 000, 000 
2, 000, 000 
26, 000, 000 
14, 000, 000 
10, 000, 000 

10,  500, 000 
5, 000,  000 
16,  500, 000 
30,250,000 
10,000,000 
68,  400, 000 
20,  795, 000 
80, 800,  000 
15,  000, 000 


$3,750,000.00 
2, 004, 109. 32 
2,004,686.65 
25,941,341.65 
13,  979, 337.  38 
10, 000, 000.  00 

10.041,180.86 
4,  736, 355. 80 
16,  498, 008.  72 
30, 244,  508.  57 
10.001.605.28 
67.706,106.00 
20,778,902.14 
80,927,138.07 
15,060,582.25 


$3,750,000 
2, 000, 000 
2,000,000 
26,000,000 
14, 000, 000 
10,000,000 

10,500,000 
5,000,000 


$3,750,000.00 
2, 003, 350.  68 
2,003,664.13 
25, 960, 366. 09 
13, 984, 397.  66 
10,000,000.00 

10,068,848.42 
4,746,762.80 


30,250,000 


30,245,342.45 


68, 400, 000 
20,  795, 000 
80, 800, 000 
15,000,000 
26, 500, 000 


67, 739, 412. 84 
20,779,645.42 
80,918,110.59 
15,055,156.93 
25,764,571.55 


Total   investments 
public  issues 


in 


314,995,000       313,673,862.69 


314,995,000         313,019,629.56 


Obligations  sold  only  to  this  fund 
(special  issues): 
Notes: 

4Ji  percent,  1974 

55^  percent,  1975 

5J<  percent.  1979 

6>i  percent,  1978 

6J^  percent,  1976 

6^  percent,  1980 

7^i  percent,  1977 

Bonds: 

2^  percent,  1975 

3^  percent,  1975 

3^  percent,  19:-6 

35i  percent,  1977 

3>g  percent,  1978 

41^  percent,  1979 

A14  percent,  1980 

7^  percent,  1981 

7^  percent,  1982 

7^  percent,  1983 

7^i  percent,  1984 

7^  percent,  1985 

7^  percent,  1986 

7^  percent,  1987 

7H  percent,  1988 

7^  percent,  1989 


309,178,000 
583,  612, 000 
1,058,617,000 
1,  284.  249, 000 
1,151,608,000 
943,  266, 000 
1,394,466,000 

2, 366, 000 
20,  738, 000 
153,632,000 
153,632,000 
153, 632, 000 
153,632,000 
125,606,000 


309,178,000.00 
583,612,000.00 
1,058,617,000.00 
1,284,249.000.00 
1,151,608.000.00 
943, 266,  000. 00 
1, 394, 466, 000.  00 

2, 366, 000.  00 
20,  738, 000.  00 
153, 632.  000.  00 
153.632,000.00 
153,632,000.00 
153,632,000.00 
125, 606, 000. 00 


583,612,000 
1,058,617,000 
1, 284, 249, 000 
1,151,608,000 

943, 266, 000 
1,394,466,000 


583,612,000.00 
1,058,617,000.00 
1, 284, 249, 000.  00 
1,151,608,000.00 

943,266,000.00 
1, 394, 466, 000. 00 


89, 570, 000 
153,632,000 
125,606,000 
121,663,000 
121,663,000 
121,663,000 
121,663,000 
121, 663, 000 
121,663,000 
121,663,000 
121,663,000 
121,663,000 


89.  570, 000.  00 
153, 632, 000.  00 
125,606,000.00 
121,663,000.00 
121,663,000.00 
121,663,000.00 
121, 663, 000.  00 
121,663,000.00 
121, 663, 000. 00 
121,663,000.00 
121,663,000.00 
121,663.000.00 


Total  obligations  sold 
only  to  this  fund 
(special  issues) 


7,488,234,000    7,488,234,000.00         7,879,593,000      7,879,593,000.00 


Total  investments  in 
public-debt  obliga- 
tions...  

Undisbursed  balances 


7, 803, 229, 000    7, 801 ,  907, 862.  69 
67,564,541.18 


8,194,588,000      8,192,612,629.56 
60,251,890.80 


Total  Assets. 


7,869,472,403.87  8,252,864,520.36 


■  Par  value,  plus  unamortized  premium,  less  discount  outstanding. 
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Expected  Operations  and  Status  of  the  Trust  Funds  During  the 
Period  July  1,  1974,  to  December  31,  1979 

In  the  following  statement  of  the  expected  operations  and  status  of 
the  trust  funds  during  the  period  July  1,  1974,  to  December  31,  1979, 
it  is  assumed  that  present  statutory  provisions  affecting  the  old-age, 
survivors,  and  disability  insurance  program  will  remain  unchanged  in 
the  period  1975-79.  The  income  and  disbursements  of  the  program, 
however,  are  affected  by  general  economic  conditions  as  well  as  by 
legislative  provisions.  Economic  conditions,  of  course,  affect  the  levels 
of  employment  and  taxable  earnings;  but  beginning  in  1975,  under 
the  automatic  increase  provisions  in  present  law,  economic  conditions 
will  also  directly  affect  benefits,  the  contribution  and  benefit  base  (i.e., 
the  maximum  annual  amount  of  earnings  taxable  and  creditable  to- 
ward benefits),  and  the  annual  exempt  amount  under  the  retirement 
test. 

Under  the  automatic  provisions,  benefits  will  increase  in  accordance 
with  increases  in  the  Consumer  Price  Index  (CPI).  In  1975,^  and  in 
each  year  thereafter  which  imimediately  follows  a  year  in  which  an 
automatic  benefit  increase  becomes  effective,  the  contribution  and  bene- 
fit base,  and  the  amount  of  earnings  exempted  from  the  withholding 
of  benefits  under  the  retirement  test,  automatically  increase  in  pro- 
portion to  the  increase  in  average  wages  in  covered  employment.  The 
first  such  automatic  increase  in  the  contribution  and  benefit  base,  from 
$13,200  in  1974  to  $14,100  in  1975,  and  in  the  annual  exempt  amount 
under  the  retirement  test,  from  $2,400  in  1974  to  $2,520  in  1975  were 
established  October  29,  1974,  as  described  in  Appendix  B.  The  first 
automatic  cost-of-living  benefit  increase,  effective  for  June  1975,  has 
been  determined  to  be  8.0  percent. 

Under  the  economic  assumptions  on  which  the  estimates  in  this  sec- 
tion, and  in  the  following  section,  are  based,^  the  assumed  future  path 
of  the  CPI,  assumed  future  increases  in  average  wages  in  covered  em- 
ployment, and  assumed  future  rates  of  unemployment  for  calendar 
years  1975-80  have  the  values  shown  in  the  following  table: 


Calendar  year 

Assumed  percentage  increase  over 
prior  year  in  annual  average  v^ages 
and  in  annual  average  CPI 

Assumed  annual 

average 

unemployment 

rate  (percent) 

Increase 
In  v\rages 

Increase 
in  CPI 

1975 

6.2 

9.0 
6.6 
6.5 
5.7 
4.6 
4.0 

8.8 

1976 

9.0 

8.0 

1977 

11.0 

7.0 

197R 

8.8 

6.2 

1979 

.    ..         .                           7.7 

5.  4 

1980 

7.0 

4.8 

1  Public  Law  93-233  provided  tliat  the  11-percent  general  benefit  Increase  tliat  became 
effective  In  1974  be  considered  an  automatic  cost-of-living  benefit  increase  for  purposes  of 
the  automatic  provisions. 

2  The  economic  assumptions  underlying  the  estimates  in  this  report  differ  from  the 
assumptions  that  appear  on  page  41  of  the  President's  1976  Budget.  The  estimates  in  this 
report  reflect  the  significant  changes  in  economic  indicators  and  trends  that  have  talcen 
place  since  the  earlier  Budget  assumptions  were  prepared  (e.g.,  a  lower  level  of  economic 
activity  and  higher  rates  of  unemployment,  as  well  as  a  somewhat  lower  rate  of  Increase 
In  the  Consumer  Price  Index). 
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In  accordance  with  the  above  assumptions,  the  estimates  reflect  the 
following  changes  that  would  occur,  under  the  automatic  provisions, 
in  each  year  1976-79  (amounts  for  1975  are  also  shown  as  a  basis  for 
comparison)  : 


Year 


Annual 

exempt 

General 

amount 

benefit 

Contribution 

under  the 

increase 

and  benerit 

retirement 

(percent)  i 

base  2 

test  2 

1975            -  8.0  $14,100  $2,520 

1976 6.6  15,000  2,640 

1977 -  6.4  16,500  2,880 

1978 6.3  18,300  3,240 

1979 - 4.8  19,800  3,480 

'  Effective  with  benefitsfor  June  of  the  stated  year. 
»  Effective  on  Jan.  1  of  the  stated  year. 

Statements  of  the  expected  operations  of  the  trust  funds  should  be 
read  with  full  recognition  of  the  difficulties  of  estimating  future  in- 
come and  disbursements.  Both  future  benefit  levels  and  future  amounts 
of  contribution  income  are  highly  sensitive  to  assumed  changes  in 
economic  activity — e.g.,  changes  in  the  CPI,  levels  of  employment, 
and  earnings  levels.  Because  it  is  difficult  to  forecast  accurately  future 
changes  in  these  economic  indicators,  the  resulting  estimates  of  the 
progress  of  the  trust  funds  are  subject  to  many  uncertainties. 

Table  10  presents  data  on  the  actual  operations  of  the  old-age  and 
survivors  insurance  trust  fund  for  selected  fiscal  years  during  the 
period  1940-74  ^  and  also  estimates  of  the  expected  operations  of  the 
trust  fund  in  fiscal  years  1975-79.  Because  of  the  current  economic 
recession,  the  estimated  number  of  persons  with  taxable  earnings 
under  the  old-age,  survivors,  and  disability  insurance  program  is  ex- 
pected to  decline  from  about  101  million  during  calendar  year  1974  to 
about  98  million  during  calendar  year  1975.  After  1975,  the  number  of 
persons  with  taxable  earnings  is  expected  to  increase  each  year,  reach- 
mg  about  110  million  during  calendar  year  1979.  Although  the  number 
of  persons  with  taxable  earnings  is  expected  to  decline  from  1974  to 
1975,  the  total  annual  amount  of  taxable  earnings  is  expected  to 
increase  from  $632  billion  in  1974  to  $653  billion  in  1975,  because  the 
percentage  increase  in  estimated  average  taxable  earnings,  of  about  6 
percent,  more  than  offsets  the  2i^-percent  decrease  in  the  estimated 
number  of  persons  with  taxable  earnings.  The  total  annual  amount  of 
taxable  earnings  is  expected  to  continue  to  increase  in  each  year  after 
1975,  rising  to  $1,021  billion  in  1979.  These  increases  are  due  in  part  to 
the  future  automatic  increases  in  the  contribution  and  benefit  base 
previously  set  forth. 


'  Data  relatng  to  the  operations  of  the  two  trust  funds  for  years  not  shown  in  the  tables 
of  this  section  are  contained  in  earlier  annual  reports. 
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Estimated  income  from  contributions  reflects  the  increases  in  esti- 
mated taxable  earnings  described  above  and,  in  addition,  the  scheduled 
changes  in  the  allocation  of  the  contribution  rates  between  the  old-ag6 
and  survivors  insurance  and  disability  insurance  trust  funds  effective 
January  1, 1978  (table  1). 

Rising  benefit  disbursements  during  fiscal  years  1975-79  reflect  the 
effects  of  the  future  automatic  benefit  increases  previously  set  forth, 
as  well  as  the  long-range  upward  trend  in  the  numbers  of  beneficiaries 
and  in  the  amounts  of  average  monthly  earnings  underlying  benefits 
^payable  under  the  program.  In  each  fiscal  year  during  the  period 
1976-79,  outgo  from  the  old-age  and  survivors  insurance  trust  fund  is 
estimated  to  exceed  income.  During  the  entire  period  covering  fiscal 
years  1975-79,  there  is  an  estimated  net  decrease  in  the  old-age  and 
survivors  insurance  trust  fund  of  $14.9  billion. 

Estimates  consistent  with  those  shown  on  a  fiscal-year  basis  in  table 
10  are  presented  in  table  11  to  show  the  progress  of  the  old-age  and 
survivors  insurance  trust  fund  on  a  calendar-year  basis.  During  the 
5-year  period  covering  calendar  years  1975-79,  the  trust  fund  is  esti- 
mated to  decline  by  $19.6  billion  from  $37.8  billion  at  the  end  of  cal- 
endar year  1974  to  $18.2  billion  at  the  end  of  calendar  year  1979. 
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The  growth  in  the  number  of  beneficiaries  in  the  past  and  the  ex- 
pected growth  in  the  future  are  attributable  in  large  measure  to  the 
rising  number  of  aged  persons  who  are  eligible  for  and  receiving  old- 
age  and  survivors  insurance  benefits.  The  growth  in  the  number  of 
eligible  persons  since  1940  has  been  uninterrupted.  This  growth  results 
partly  from  the  increase  in  the  aged  population  and  partly  from  two 
other  factors — (1)  in  each  passing  year  a  larger  proportion  of  the 
persons  attaining  age  65  became  eligible  for  benefits,  and  (2)  the 
amendments  during  the  period  1950-73  liberalized  the  eligibility  pro- 
visions and  extended  coverage  to  new  categories  of  employment. 

In  addition,  there  has  been  a  growth  in  the  proportion  of  eligible 
persons  who  receive  benefits.  This  growth  is  due  to  several  factors, 
among  which  are  (1)  the  amendments  enacted  during  the  period  1950- 
73  which  affect  the  conditions  governing  the  receipt  of  benefits,  and 
(2)  the  increasing  percentage  of  eligible  persons  who  are  aged  72  and 
over  and  who  therefore  receive  benefits  regardless  of  earnings. 

The  expected  operations  and  status  of  the  disability  insurance  trust 
fund  during  fiscal  years  1975-79  are  presented  in  table  12,  together 
with  the  figures  on  actual  experience  in  earlier  years.  Contribution  in- 
come will  increase  during  fiscal  years  1975-79  reflecting  the  same  fac- 
tors, insofar  as  they  apply  to  contributions  to  the  disability/  insurance 
trust  fund,  that  are  reflected  in  the  increase  in  contributions  to  the 
old-age  and  survivors  insurance  trust  fund  during  the  same  period. 
Beginning  January  1,  1978,  contribution  income  will  also  be  increased 
as  a  result  of  the  scheduled  increase  from  1.15  percent  to  1.20  percent 
in  the  combined  employee-employer  contribution  rate  allocated  for 
disability  insurance.  (This  increase  is  exactly  counterbalanced  by  a 
decrease  in  the  rate  allocated  for  old-age  and  survivors  insurance.) 
Benefit  payments  will  increase  because  of  automatic  benefit  increases 
and  because  of  increases  in  the  numbers  of  beneficiaries  and  in  the 
amounts  of  average  monthly  earnings  on  which  benefits  are  based. 
Outgo  from  the  disability  insurance  trust  fund  is  expected  to  exceed 
income  in  each  year  during  the  period  covering  fiscal  years  1975-79. 
During  this  period,  the  assets  of  the  trust  fund  are  estimated  to  decline 
by  $6.8  billion. 
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Estimates  consistent  with  those  shown  on  a  fiscal-year  basis  in  table 
12  are  presented  in  table  13  to  show  the  progress  of  the  disability 
insurance  trust  fund  on  a  calendar-vear  basis.  During  the  5-year  period 
covering  calendar  years  1975-79,  the  assets  of  the  trust  fund  are  esti- 
mated to  decline  by  $7.7  billion  from  $8.1  billion  at  the  end  of  calendar 
year  1974  to  $0.4  billion  by  the  end  of  calendar  year  1979. 

The  expected  operations  and  status  of  the  old-age  and  survivors 
insurance  and  disability  insurance  trust  funds,  combined,  during  each 
year  1975-79  are  shown  in  tables  14  and  15  on  a  fiscal-year  basis  and 
a  calendar-year  basis,  respectively,  together  with  figures  on  actual 
experience  in  earlier  years. 
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The  estimates  in  the  tables  in  this  section  inchide  the  effects  of 
various  provisions  to  which  reference  has  been  made  in  earlier  sections, 
namely,  the  provisions  for  (1)  reimbursements  to  the  trust  funds  from 
the  general  fund  of  the  Treasury  for  the  costs  of  granting  noncon- 
tributory  credits  for  military  service  and  for  the  costs  of  monthly 
payments  to  certain  noninsured  persons  aged  72  and  over,  and  (2) 
financial  interchanges  between  the  railroad  retirement  account  and 
the  trust  funds. 

Expenditures  in  calendar  year  1974.  from  both  trust  funds  com- 
bined, were  9.82  percent  of  taxable  earnings  for  the  year  and  are  esti- 
mated to  increase  to  10.90  percent  in  1975  and  to  11.05  percent  in  1976. 
The  percentage  will  decline  somewhat  after  1976,  as  estimated  taxable 
earnings  increase  at  a  relatively  greater  rate  than  estimated  expendi- 
tures. These  percentages,  as  well  as  the  actual  percentages  for  earlier 
years,  are  shown  in  table  16  for  botli  trust  funds  combined  and  for 
each  trust  fund  separately.  The  following  table  shows,  for  each  of  the 
years  1975-79,  the  extent  to  which  the  percentage  for  both  mist  funds 
combined  exceeds  the  combined  employee-employer  contribution  rate : 

[In  percent! 


Calendar  year 

Expenditures 

as  a 

percentage 

of  taxable 

payroll 

Combined 
employee- 
employer 
contribution 
rate 

Difference 

1975. .     . 

10.90 

9.90 
9.90 
9.90 
9.  SO 
9.90 

-1.00 

1976 _ 

,,._ 11.05 

-1.15 

1977... 

10.87 

-.97 

1978 

10.75 

-.85 

1979 

10.73 

-.83 

The  ratio  of  assets  at  the  beginning  of  the  year  to  expenditures  dur- 
ing the  year  for  both  trust  funds  combined  is  estimated  to  be  about 
0.66  for  calendar  year  1975.  The  ratio  will  drop  each  year,  as  the  assets 
of  the  trust  funds  decline  during  the  5-year  period  1975-79;  and  by 
calendar  year  1979,  the  ratio  is  estimated  to  be  0.24.  The  estimated 
ratio  for  each  of  the  5  calendar  years  1975-79,  as  well  as  the  actual 
ratio  for  earlier  years,  is  shown  in  table  17  for  both  trust  funds  com- 
bined and  for  each  trust  fund  separately. 
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TABLE  16.— EXPENDITURES  FROM  THE  OLD-AGE  AND  SURVIVORS  INSURANCE  AND  DISABILITY  INSURANCE  TRUST 
FUNDS  AS  A  PERCENTAGE  OF  TAXABLE  PAYROLL  FOR  SELECTED  CALENDAR  YEARS  1960  74  AND  ESTIMATED 
FUTURE  PERCENTAGES  FOR  CALENDAR  YEARS  1975-79 

Expenditures  as  a  percentage  of  taxable  payroll  > 


Calendar  year 


Old-age  and 

survivors 

insurance 

Old-age  and 

and  disability 

survivors 

Disability 

insurance 

insurance 

insurance 

trust  funds, 

trust 

trust 

combined 

fund 

fund 

Past  experience:  ^.  ,  ,„  „  „„ 

I960         - 5.89  5.59  0.30 

1965       .    .  - 7.93  7.23  .70 

1966 - - 6.88  6.24  .64 

1967            6.92  6.27  .65 

1968 - 7.03  6.35  .67 

1969 7.08  6.38  .70 

1970 8.13  7.32  .81 

1971 __ 9.22  8.26  .96 

1972 ---- 9.15  8.13  1.01 

1973 '   "     9.71  8.61  1.10 

1974":::"::"::!::.:.:...: 9.82  8.65  i.n 

Estimated  future  experience:  2  .,  __  ^  ^„  ,  „ 

1975  10.90  9.52  1.38 

1976 11.05  9.62  1.43 

1977 10.87  9.46  1.41 

1978 : ■"'.: 10.75  9.34  1.41 

1979::::::::::::::::::::.: - 10.73  9.31  1.41 

1  Percentage  takes  into  account  (1)  the  low/er  contribution  rate  payable  by  the  self-employed  compared  v^iith  combined 
employee-employer  rate,  (2)  employee  contributions  subject  to  refund,  and  (3)  that  for  1966  and  later,  only  the  employee 
contribution  is  payable  on  tips  taxable  as  wages.  Beginning  in  1966,  expenditures  are  adjusted  to  exclude  payments  to 
certain  noninsured  persons  aged  72  and  over  with  less  than  3  quarters  of  coverage,  costs  of  which  are  financed  from  the 
general  fund  of  the  Treasury.  For  1970-74,  percentages  are  preliminary  and  subject  to  revision. 

2  In  interpreting  the  estimates,  reference  should  be  made  to  the  accompanying  text  which  describes  the  underlying 
assumptions. 

TABLE  17.-ASSETS.  AT  THE  BEGINNING  OF  THE  YEAR,  AS  A  PERCENTAGE  OF  EXPENDITURES  DURING  THE  YEAR, 
FOR  THE  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE  PROGRAM,  BY  TRUST  FUND,  FOR  SELECTED  CALEN- 
DAR YEARS  1960-74,  AND  ESTIMATED  FUTURE  PERCENTAGES  FOR  CALENDAR  YEARS  1975-79 


Assets,  at  the  beginning  of  the  year,  as  a 
percentage  of  expenditures  during  the  year 

Old-age  and 

survivors 

Insurance  and 

disability  Old-age  and 

Insurance  survivors            Disability 

trust  funds,  insurance           insurance 

Calendar  year                                                                                    combined  trust  fund           trust  fund 


Pastex^e.ience:  ^^  ^^  ^ 

1965 " :":  no  109  121 

1966 " " 95  96  83 

1967 " .  .  99  101  83 

1968 " " " 101  103  83 

1969 " 103  102  111 

1970 103  101  126 

971   -- 99  94  140 

1972:::::::::::::::::::::::::::::::::::::::-: 93  ss  140 

1973                                                                                    80  75  125 

1974::::::::::::::::::::::::::::::::::::::::::::::  — 73  68  110 

Estimated  future  experience:  >  ,.  ..  _ 

1Q7S                                                                                                                                -    -  06  be  9» 

1976 " 55  52  73 

1977 - ■ .  ...  42  41  51 

1979:::::::::::::::::::::::::::::::::::::::::::::::::::"  »  25  17 

» In  interpreting  the  estimates,  reference  should  be  made  to  the  accompanying  text  which  describes  the  underlying 
assumptions. 
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Estimates  of  trust  fund  operations  presented  in  this  report  show 
substantial  declines  in  the  assets  of  both  trust  funds  during  the  next 
5-year  period,  as  already  noted.  It  is  apparent  that  without  legisla- 
tion to  provide  additional  financing,  the  trust  funds'  assets  will  be 
exhausted  soon  after  1979.  Under  the  assumptions  on  which  the  esti- 
mates in  this  section  are  based,  the  assets  of  the  disability  insurance 
trust  fund  will  be  exhausted  in  1980,  and  the  assets  of  the  old-age  and 
survivors  insurance  trust  fund  will  be  exhausted  shortly  thereafter. 
The  expected  substantial  decline  in  the  assets  of  the  trust  funds  during 
1975-79,  which  was  not  anticipated  in  the  1974  annual  report,  is  at- 
tributable primarily  to  (1)  the  reduction  in  contribution  income  re- 
sulting from  lower  levels  of  employment  and  taxable  earnings  due  to 
the  current  recession,  and  (2)  the  greater-than-expected  upward  move- 
ment in  the  CPI,  with  the  result  that  automatic  benefit  increases 
assumed  herein  are  larger  than  were  previously  assumed. 

Actuarial  Analysis  of  Benefit  Disbursements  From  the  Federal 
Old- Age  and  Survivors  Insurance  Trust  Fund  With  Respect  to 
Disabled  Beneficiaries 

(Specifically  required  by  Sec.  201(c)  of  the  Social  Security  Act) 

Effective  January  1957,  monthly  benefits  have  been  payable  from 
the  old-age  and  survivors  insurance  trust  fund  to  disabled  adult 
children  aged  18  and  over — sons  and  daughters  of  retired  and  deceased 
workers — with  respect  to  disabilities  that  have  continued  since  child- 
hood. Effective  February  1968,  reduced  monthly  benefits  have  been 
payable  from  this  trust  fund  to  disabled  widows  and  widowers  be- 
ginning at  age  50. 

On  December  31, 1974,  about  410,000  persons  were  receiving  monthly 
benefits  from  the  old-age  and  survivors  insurance  trust  fund  with 
respect  to  disability.  In  addition  to  disabled  beneficiaries,  this  total 
includes  37,000  mothers.  These  mothers— wives  under  age  65  of  retired- 
worker  beneficiaries  and  widows  of  deceased  insured  workers — met 
all  other  qualifying  requirements  and  were  receiving  full-rate  (i.e., 
not  reduced  for  age)  benefits  solely  because  they  had  at  least  one  dis- 
abled-child beneficiary  in  their  care.  Benefits  paid  from  this  trust  fund 
to  persons  receiving  benefits  with  respect  to  disability  totaled  $567 
million  in  calendar  year  1974.  Similar  figures  are  presented  in  table  18 
to  show  the  experience  in  each  of  the  calendar  years  1957-74. 
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Table  18  also  shows  the  expected  future  experience  in  calendar  years 
1975-79.  Total  benefit  payments  from  the  old-age  and  survivors  insur- 
ance trust  fund  with  respect  to  disabled  beneficiaries  are  estimated  to 
increase  from  $651  million  in  calendar  year  1975  to  $1,075  million  in 
calendar  year  1979. 

TABLE  18— BENEFITS  PAYABLE  FROM  THE  OLD-AGE  AND  SURVIVORS  INSURANCE  TRUST  FUND  WITH  RESPECT  TO 
DISABLED  BENEFICIARIES,  CALENDAR  YEARS  1957-79 

IBeneficiaries  in  thousands;  benefit  payments  In  millions] 


Calendar  year 


Disabled  beneficiaries,  end  of  year 


Total      Children  2 


Widows  and 
widowers 


Amount  of  benefit  payments  < 


Total      Children  2 


Widows  and 
widowers  3 


Past  experience: 

1957 

1958 

1959 

1960 

1961 

1962 

1963 

1%4 

1965 

1966 

1967 

1968 

1969 

1970 

1971 

1972 

1973 

1974 

Estimated  future  experience:  * 

1975 

1976 

1977 

1978 

1979 _ 


34 

34  ._.. 

$7 

$7  .... 

59 

59  .... 

23 

23  .... 

94 

94  .... 

41 

41  .... 

117 

117  .... 

59 

59  .... 

138 

138  .... 

74 

74  .... 

163 

163  .... 

89 

89  .... 

183 

183  .... 

101 

101  .... 

200 

200  .... 

113 

113  .... 

214 

214  .... 

134 

134  .... 

228 

228  .... 

147 

147  .... 

243 

243  .... 

163 

163  .... 

275 

256 

19 

212 

198 

$14 

301 

270 

31 

249 

214 

35 

320 

284 

36 

301 

260 

41 

338 

298 

40 

363 

307 

56 

363 

317 

46 

409 

343 

66 

384 

333 

51 

502 

417 

85 

410 

357 

53 

567 

479 

88 

432 

376 

56 

651 

553 

98 

456 

397 

59 

744 

633 

111 

481 

419 

62 

844 

721 

123 

507 

442 

65 

956 

820 

136 

535 

467 

68 

1,075 

927 

148 

1  Beginning  in  1966,  Includes  payments  for  vocational  rehabilitation  services. 

2  Reflects  effect  of  including  certain  mothers.  (See  text.) 

3  Reflects  the  offsetting  effect  of  lower  benefits  payable  to  disabled  widows  and  widowers  who  continue  to  receive  bene- 
fits past  age  60  (62,  for  disabled  widowers,  prior  to  1973)  as  compared  to  the  higher  nondisabled  widow's  (and  widower's) 
benefits  that  would  otherwise  be  payable. 

*  Reflects  the  assumed  changes  under  the  automatic  increase  provisions  that  were  described  in  the  preceding  section. 

In  calendar  year  1974,  benefit  payments  (including  expenditures 
for  vocational  rehabilitation  services)  with  respect  to  disabled  persons 
from  the  old-age  and  survivors  insurance  trust  fund  and  from  the 
disability  insurance  trust  fund  (including  payments  from  the  latter 
fund  to  all  dependents  of  disabled-worker  beneficiaries)  totalled 
$7,524  million,  of  which  $567  million,  or  7.5  percent,  represented  pay- 
ments from  the  old-age  and  survivors  insurance  trust  fund.  Similar 
figures  for  all  of  the  calendar  years  1957-79  are  presented  in  table  19. 
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TABLE  19.— BENEFIT  PAYWENTS  UNDER  THE  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE  PROGRAM 
WITH  RESPECT  TO  DISABLED  BENEFICIARIES,  BY  TRUST  FUND,  CALENDAR  YEARS  1957-79 

[In  niilllonsi 


Calendar  year 


Total  1 


Benefit  paymenU '  from- 


Disabillty 

insurance 

trust  fund  2 


Old-age  and  survivors 
insurance  trust  fund 


Amounts 


As  a  per- 
centage of 
total  benefit 
payments 
with  respect 
to  disabled 
beneficiaries 


Past  experience: 

1957.... $64  $57  $7 

1958 272  249  23 

1959 498  457  41 

1960 627  568  59 

1961 _ 961  887  74 

1962 1,194  1,105  89 

1963 1,311  1,210  101 

1964 1,422  1.309  113 

1965 1,707  1,573  134 

1966 1,932  1,784  147 

1967 2,113  1,950  163 

1968 .  2,523  2,311  212 

1969 2,806  2,557  249 

1970 3,386  3,085  301 

1971 - 4,146  3,783  363 

1972 - 4,911  4,502  40S 

1973 6,266  5,764  502 

1974 7,524  6,957  567 

Estimated  future  experience:  * 

1975 9,107  8,456  651 

1976 10,483  9,739  744 

1977 11,851  11,007  844 

1978 _ 13,296  12,340  956 

1979 14,779  13,704  1,075 


11.1 
8.5 
8.2 
9.4 
7.7 
7.4 
7.7 
8.0 
7.9 
7.6 
7.7 
8.4 
8.9 
8.9 
8.8 
8.3 
8.0 
7.5 

7.1 
7.1 
7.1 
7.2 
7.3 


'  Beginning  in  1966   includes  payments  for  vocational  rehabilitation  services. 
'  Benefit  payments  to  disabled  workers  and  their  dependents. 

'  Benefit  payments  to  disabled  children  aged  18  and  over,  to  certain  mothers  (see  text),  and  to  disabled  widows  and 
widowers  (see  footnote  3,  table  18). 
*  Reflects  the  assumed  changes  under  the  automatic  increase  provisions  that  were  described  in  the  preceding  section. 

Long-Range  Actuarial  Status  of  the  Trust  Funds 

Significance  of  Long-Range  Cost  Estimates 

Long-range  cost  estimates  are  essential  to  the  evaluation  and  plan- 
ning of  the  OASDI  program  over  the  long-range  future.  Such  esti- 
mates are  of  necessity  based  on  a  number  of  demographic  and  economic 
assumptions. 

"UHiile  it  is  not  possible  to  accurately  predict  the  future,  it  is  pos- 
sible to  make  long-range  cost  estimates  based  upon  reasonable  assump- 
tions Avhich  will  indicate  the  trend  and  general  range  in  future  costs. 
Such  cost  estimates,  and  their  underlying  assumptions,  if  revised 
periodically  in  the  light  of  developing  trends,  provide  valuable  infor- 
mation for  use  in  policy  decision-making. 

Since  future  demographic  and  economic  experience  may  differ  con- 
siderably from  any  single  set  of  assumptions  on  which  cost  estimates 
are  based,  long-range  cost  estimates  have  been  prepared  on  the  basis 
of  a  wide  range  of  assumptions,  some  of  which  are  presented  in  the 
body  of  the  Report  and  some  of  which  are  summarized  in  Appendix  A. 
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Long-Range  Cost  Estimates 

The  estimates  of  the  long-range  cost  of  the  old-age,  survivors,  and 
disability  insurance  system  presented  in  this  Report  are  based  on  pres- 
ent law.  Therefore,  if  future  legislation  results  in  changes  in  benefits 
or  in  the  financing  provisions,  the  cost  of  the  program  will  change  and 
new  cost  estimates  will  be  required. 

The  long-range  cost  estimates  are  computed  under  dynamic  assump- 
tions with  respect  to  the  future  increases  in  the  benefit  levels  and  in 
the  taxable  earnings  base  under  the  automatic  adjustment  provisions 
in  present  law.  These  provide  for  automatically  adjusting  the  benefit 
table  in  accordance  with  the  Consumer  Price  Index  and  for  auto- 
matically adjusting  the  taxable  earnings  base  in  accordance  with  the 
increase  in  average  covered  earnings  per  worker.  It  should  be  noted 
here,  however,  that  the  Board  is  recommending  a  modification  in  the 
provisions  of  law  so  as  to  avoid  the  probability  of  future  unintended 
and  excessively  costly  benefit  payments  that  could  result  from  the  way 
in  which  the  automatic  adjustments  are  now  designed.  This  proposal 
is  discussed  below  in  more  detail. 

The  cost  estimates  are  presented  herein  under  three  alternative  sets 
of  economic  assumptions.  The  central  set  of  assumptions  is  based  on 
annual  increases  of  6  percent  in  average  earnings  and  4  percent  in  the 
Consumer  Price  Index  throughout  the  period  1981-2049.  Because  of 
the  high  degree  of  uncertainty  in  any  long-range  economic  forecast, 
two  alternative  sets  of  economic  assumptions  are  also  used.  These 
alternatives  fall  on  either  side  of  the  central  assumptions,  with  one 
alternative  based  on  a  5  percent  annual  increase  in  earnings  and  a 
3  percent  annual  CPI  increase,  while  the  other  set  uses  7  percent  wage 
and  5  percent  CPI  assumptions.  These  alternatives  are  presented  fol- 
lowing the  description  and  analyses  of  the  system  under  the  central 
assumptions,  and  a  comparison  of  all  of  the  results  obtained  under  all 
three  sets  is  found  in  table  23.  In  all,  higher  assumptions  are  used  in 
the  period  1975-80.  An  earlier  section  of  this  Report  dealing  with  the 
"Expected  Operations  and  Status  of  the  Trust  Funds  During  the 
Period,  July  1,  1974,  to  December  31,  1979",  discusses  the  higher  as- 
sumptions in  the  early  years,  which  are  used  with  respect  to  the  long- 
range  central  set  of  economic  assumptions. 

Table  20  contains  a  projection  of  the  future  expenditures  of  the  old- 
age,  survivors,  and  disability  insurance  system  as  percent  of  taxable 
payroll  under  the  central  set  of  economic  assumptions.  According  to 
this  projection  the  cost  of  the  old-age  and  survivors  insurance  program 
will  increase  slowly  during  the  remainder  of  this  century.  After  the 
turn  of  the  century-,  the  cost  will  be  subject  to  accelerated  increases 
until  leveling  at  about  I8I/2  percent  of  taxable  payroll  around  the  year 
2030.  For  the  disability  insurance  program  the  projection  shows  a 
steady  increase  in  cost  to  around  the  year  2020,  after  which  the  cost 
will  level  at  about  3%  percent  of  taxable  payroll. 

The  combined  cost  of  the  total  old-age,  survivors,  and  disability 
insurance  system,  using  the  central  set  of  economic  assumptions,  is 
projected  to  increase  to  about  12  percent  of  taxable  payroll  by  the  end 
of  the  century ;  thereafter  the  costs  will  increase  rapidly  to  about  22 
percent  of  taxable  payroll  by  the  year  2030  and  will  remain  essentially 
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level  during  the  remainder  of  the  valuation  period.  These  future  costs 
would  be  substantially  ameliorated,  however,  if  the  provisions  of  law 
were  modified  to  avoid  the  phenomenon  that  causes  future  projected 
benefits  under  the  automatic  adjustment  provisions  to  increase  out  of 
proportion  to  the  levels  of  wage  replacement  established  by  benefits 
currently  paid  under  the  program.  (The  expected  costs  under  the  as- 
sumption of  a  change  in  law  are  set  forth  in  tables  24  and  25,  below, 
with  accompanying  text. ) 

Table  20  also  compares  for  selected  years  the  projected  expenditures 
as  percent  of  taxable  payroll  and  the  tax  rates  that  are  scheduled  in 
present  law.  In  every  year  in  the  future  the  projected  cost  exceeds  the 
scheduled  tax  rate.  The  excess  increases  with  time  and  is  projected  to 
reach  levels  of  about  10  percent  of  taxable  payroll  or  higher  after  the 
year  2030. 

TABLE  20.— ESTIMATED  EXPENDITURES  OF  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE  SYSTEM  AS  PER- 
CENT OF  TAXABLE  PAYROLL »  FOR  SELECTED  YEARS,  1985-2050 

[In  percent] 


Expenditures  as 

percent  of  taxable  pryroli » 

Old-age  and 

survivors 

Disability 

Tax  rate 

Catenrlar  year 

insurance 

insurance 

Total 

inlaw 

Difference 

1985 

9.24 

1.69 

10.93 

9.90 

-1.03 

1990 

9.28 

1.94 

11.22 

9.90 

-1.32 

1995 

9.49 

2.15 

11.64 

9.90 

-1.74 

2000 

9.50 

2.50 

12.00 

9.90 

-2.10 

2005 

9.81 

2.95 

12.76 

9.90 

-2.86 

2010 

10. 77 

3.36 

14.13 

9.90 

-4.23 

2(115 

12.44 

3.63 

16.07 

11.90 

-4.17 

2020 

14.  58 

3.76 

18.34 

11.90 

-6.44 

2025 

16.  74 

3.71 

20.45 

11.90 

-8.  55 

2030 

18.15 

3.60 

21.75 

11.90 

-9.85 

2035 

18.61 

3.59 

22.20 

11.90 

-10.30 

2040 

18.41 

3.70 

22.11 

11.90 

-10.21 

2045 

18.26 

3.86 

22.12 

11.  SO 

-10.  22 

2050 

18.51 

3.93 

22.44 

11.90 

-10.54 

Avera 

ges  as  percent  of  taxable  payroll : 
§75-99.       

1 

9.35 
11.99 
18.18 
13.29 

1.81 
3.13 
3.91 
2.97 

11.16 
15.12 
22.09 
16.26 

9.90 
11.02 
H.90 
10.94 

-1.26 

2000-24          _        . 

"4.10 

rt 

n7!i-49                           

-10. 19 

Average-current-cost:'  1975^2049. 

-5.32 

1  Payroll  is  adjusted  to  take  into  account  the  lower  contribution  rates  on  self-employment  income,  on  tips,  and  on  multi- 
ple-employer "excess  wages"  as  compared  with  the  combined  employer-employee  rate. 

2  Calculated  under  the  central  set  of  economic  assumptions  of  annual  increases  after  1980  of  6  percent  in  average  earn- 
ings and  4  percent  in  CPI.  Higher  assumptions  are  used  in  the  1975-80  period. 

3  "Average-current-cost"  represents  the  arithmetic  average  of  expenditures  as  percent  of  taxable  payroll  for  the  period 
id  includes  the  cost  of  increasing  the  funds  on  hand  to  1-yr  expenditures  by  the  end  of  the  valuation  period. 


and 


Table  21  compares  the  average  tax  rate  in  the  present  law  with 
the  expenditures  as  percent  of  taxable  payroll  of  the  old-age,  survivors, 
and  disability  insurance  system  projected  under  the  central  set  of  as- 
sumptions for  three  successive  periods  of  25  years  beginning  in  1975. 
In  addition,  the  table  compares  the  average  tax  rate  and  average- 
current-cost  of  the  system  over  the  customary  75-year  period  (1975- 
2049).  According  to  these  calculations  the  old-age,  survivoi-s,  and 
disability  insurance  system  is  estimated  to  be  underfinanced  over  the 
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customary  long-range  75-year  period  by  an  average  annual  amount 
equivalent  to  5.32  percent  of  taxable  payroll.  Over  the  first  25-year 
period  the  cost  would  exceed  taxes  by  an  average  annual  amount  equiv- 
alent to  1.26  percent  of  taxable  payroll ;  over  the  second  25-year  period 
it  would  exceed  them  by  an  average  annual  amount  equivalent  to  4,10 
percent  of  taxable  payroll ;  and  over  the  third  25-year  period  it  would 
exceed  them  by  an  average  annual  amount  equivalent  to  10.19  percent 
of  taxable  payroll.  In  all  cases  the  underfinancing  is  more  pronounced 
for  the  disability  insurance  program  than  for  the  old-age  and  sur- 
vivors insurance  program  when  viewed  as  a  proportion  of  the  cost  of 
each  program. 

TABLE  21.-C0MPARIS0N  OF  EXPENDITURES  »  AND  TAXES  FOR  OLD-AGE.  SURVIVORS  AND  DISABILITY 
INSURANCE  SYSTEM  AS  PERCENT  OF  TAXABLE  PAYROLL* 

(In  percent) 

Average  for  item  as  percent  of  taxable  payroll 


Old-age  and 

survivors  Disability 

Item  insurance  insurance  Total 

1st  25-yr  period  (1975-99): 

Expenditures  as  percent  of  taxable  payroll 

Tax  rate  in  law 

Difference — 


9.35 
8.57 

1.81 
1.33 

11.16 
9.90 

-.78 

-.48 

-1.26 

11.99 
9.45 

3.13 
1.57 

15.12 
11.02 

•  -2.54 

-1.56 

-4.10 

18. 18 
10. 20 

3.91 
1.70 

22.09 
11.90 

-7.98 

-2.21 

-10. 19 

13. 29 
9.41 

.11   .  . 

2.97 
1.53 

16.26 
10.94 

2d  25-yr  period  (2000-24): 

Expenditures  as  percent  of  taxable  payroll 

Tax  rate  in  law 

Difference 

3d  25-yr  period  (2025-49): 

Expenditures  as  percent  of  taxable  payroll 

Tax  rate  in  law 

Difference - 

Total  75-yr  period  (1975-2049): 

Current-cost ' 

Tax  rate  in  law 

Actuarial  balance -3.88  -1.44  -5.32 

>  Calculated  under  the  central  set  of  economic  assumptions  of  annual  increases  after  1980  of  6  percent  in  average  earn- 
ings and  4  percent  in  CPI.  Higher  assumptions  are  used  in  the  1975-80  period. 

2  Payroll  is  adjusted  to  take  into  account  the  lower  contribution  rates  on  self-employment  income,  on  tips,  and  on  multiple 
employer  "excess  wages"  as  compared  with  the  combined  employer-employee  rate. 

>  "Average-current-cost"  represents  the  arithmetic  average  of  expenditures  as  percent  of  taxable  payroll  for  the  period 
and  includes  the  cost  of  increasing  the  funds  on  hand  to  1  yr  expenditures  by  the  end  of  the  valuation  period. 

The  results  in  tables  20  and  21  are  based  on  new  actuarial  assump- 
tions as  compared  to  those  used  in  last  year's  report  with  respect  to 
demographic  factors  as  well  as  economic  factors.  In  regard  to  demo- 
graphic factors,  new  population  projections  were  prepared  which  take 
into  account  comments  and  suggestions  made  by  the  panel  of  experts 
appointed  by  the  Senate  Committee  on  Finance  to  review  the  costs 
estimates  presented  in  last  year's  report.  The  effect  of  the  demographic 
changes  as  well  as  changes  in  economic  and  other  assumptions  on  the 
long-range  T5-year  actuarial  balance  may  be  observed  in  table  22. 
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TABLE  22.— CHANGE  IN  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE  LONG-RANGE  ACTUARIAL  BALANCE  ' 
AS  PERCENT  OF  TAXABLE  PAYROLL  2  BY  TYPE  OF  ASSUMPTION 

[In  percent) 

Old-age  and 

survivors  Disability 

Item  insurance  insurance  Total 

Actuarial  balance  estimated  in  last  year's  report __ 

Demographic  assumptions _ _ 

Female  labor  force  participation 

Economic  assumptions _ 

Disability  rates 

All  other  assumptions  (net) 


-2.  58 

-0.40 

-2.98 

-.20 

-.04 

-.24 

-f.33 

+.02 

+.35 

-1.54 

-.41 

-1.95 

-0.0 

-.60 

-.60 

+.11 

-.01 

+.10 

Change  in  actuarial  balance —1.30  —1.04  —2.34 


New  estimated  actuarial  balance —3.88  —1.44  —5.32 

1  Based  on  75-yr  period  of  valuation  and  calculated  under  the  central  set  of  economic  assumptions  of  annual  increase  s 
after  1980  of  6  percent  in  average  earnings  and  4  percent  in  CPI.  Higher  assumptions  are  used  in  the  1975-80  period. 

2  Payroll  is  adjusted  to  take  into  account  the  lower  contribution  rates  on  self-employment  income,  on  tips,  and  on  multi- 
ple-employer "excess  wages"  as  compared  with  the  combined  employer-employee  rate. 

With  respect  to  economic  factors,  it  is  assumed  that : 

(a)  The  female  labor  force  participation  rates  will  increase  faster 
than  previously  projected.  The  new  projections  are  based  on  a  23  per- 
cent ultimate  increase  in  age-adjusted  rates  over  the  rates  experienced 
in  1974. 

(b)  Through  1980  the  assumptions  are  the  same  as  those  used  in 
developing  the  short-range  cost  estimates,  which  are  presented  earlier 
in  this  report. 

(c)  Beyond  1980,  average  earnings  will  increase  at  an  annual  rate  of 
6  percent,  while  the  CPI  will  increase  at  4  percent. 

(d)  Beyond  1980,  unemployment  will  average  5  percent. 

In  the  preparation  of  the  disability  insurance  cost  estimates  the 
assumed  rates  at  which  workers  become  disabled  and  the  rates  at 
which  their  benefits  are  later  terminated  due  to  either  death  or  re- 
covery from  the  disability,  are  updated  to  reflect  the  actual  experience 
through  calendar  year  1974.  In  addition,  it  is  assumed  that  the  rate 
at  which  benefits  are  being  awarded  will  increase  3  percent  per  year 
for  the  next  5  years. 

The  effect  of  these  changes  in  assumptions  as  measured  by  the  75- 
year  long-range  actuarial  balance  is  shown  in  table  22,  which  traces 
that  balance  from  the  estimate  presented  in  last  year's  report  to  the 
estimate  presented  in  this  report  under  the  central  set  of  assumptions. 

The  results  in  tables  20,  21  and  22  should  be  read  with  full  recogni- 
tion of  the  uncertainties  involved  in  the  projection  of  economic  and 
demographic  factors  over  long-range  periods.  Because  of  the  sensitivity 
of  the  projections  to  changes  in  economic  assumptions,  these  results  are 
subject  to  wide  margins  of  variation.  Because  of  the  high  degree  of 
uncertainty  in  long-range  economic  forecasts,  calculations  were  done 
under  two  alternative  sets  of  assumptions.  These  alternatives  fall  on 
either  side  of  the  central  set  of  assumptions.  These  are  displayed  in 
table  23  which  provides  an  indication  of  the  effect  of  changes  in  the 
assumed  annual  increase  in  CPI.  All  three  projections  displayed  in 
the  tal)le  are  based  on  annual  increases  in  real  earnings  of  about  2 
percent.  The  cost  figures  shown  in  the  middle  column  (that  is,  those 
based  on  the  central  set  of  assumptions)  are  the  same  as  those  shown  in 
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table  20.  However,  the  range  of  variation  shown  in  table  23  should  not 
be  interpreted  as  depicting  the  complete  range  of  all  conceivable  al- 
ternative outcomes.  Such  a  range  would  be  wider  than  that  shown  by 
the  table.  For  example,  if  fertility  rates  were  to  continue  to  decline  as 
they  have  over  the  last  decade,  and  if  economic  conditions  which  have 
prevailed  over  the  past  few  years  were  treated  as  normal  and  extrap- 
olated to  continue  over  the  next  75  years,  the  long-range  actuarial 
deficit  of  the  old-age,  survivors,  and  disability  insurance  program 
would  be  higher  than  projected  under  any  of  the  alternatives  in  table 
23.  Conversely,  if  these  demographic  and  economic  factors  were  ex- 
trapolated into  the  future  on  the  basis  of  experience  over  the  longer 
term  past,  rather  than  just  the  last  decade,  the  projected  75-year  deficit 
would  be  lower.  Measures  of  the  effect  of  variation  in  the  assumed 
increases  in  real  earnings,  fertility  and  migration  are  provided  in 
Appendix  A  of  this  report. 

TABLE  23.— ESTIMATED  EXPENDITURES  OF  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE  SYSTEM   AS 
PERCENT  OF  TAXABLE  PAYROLL  i  UNDER  VARIOUS  ECONOMIC  ASSUMPTIONS,  FOR  SELECTED  YEARS,  1985-2050 

[In  percent] 


year 

Expenditures  as  percent  of  taxable 
assumptions  of — ' 

payroll  under 

Calendar 

5-3 

6-4 

7-5 

1985 

10.99 

10.93 
11.22 
11.64 
12.00 
12.76 
14.13 
16.07 
18.34 
20.45 
21.75 
22.20 
22.11 
22.12 
22.44 

11.16 
15.12 
22.09 
16.26 

10.89 

1990 

11.20 

11.25 

1995 

11.49 

11.79 

MOO.. 

11.68 

12.34 

2005 

12.21 

13.34 

2010. 

13.29 

14.99 

2015 

14.90 

17.30 

2020 

16.74 

20.03 

2025 

18.40 

22.66 

2030 

19.26 

24.43 

2035 

19.39 

25.21 

2040 

19.06 

25.30 

2045 

18.90 

25.49 

2050 

19.03 

26.04 

Average  of  expenditui 
1975-99 

res  as  percent  of  taxable  payroll: 

11.12 

11.  19 

2000-24  . 

14.31 

16.42 

2025^9 

Average-current-cost: 

i'ws^ioiiy///////////.'.'.'.'.'."'." 

19.05 

14.93 

24.91 
17.68 

'  Payroll  is  adjusted  to  take  info  account  the  lower  contribution  rates  on  self-employment  income,  on  tips,  and  on 
multiple-employer  "excess  wages"  as  compared  with  the  combined  employer-employee  rate. 

'  The  initial  value  in  each  set  refers  to  the  assumed  annual  percent  increases  after  1980  in  average  earnings,  while  the 
second  value  in  each  set  refers  to  the  assumed  percent  increases  after  1980  in  CPI.  Higher  assumptions  are  used  in  the 
1975-80  period. 

8  "Average-current-cost"  represents  the  arithmetic  average  of  expenditures  as  percent  of  taxable  payroll  for  the  period 
and  includesthecost  of  increasing  the  funds  on  hand  to  1  yr's  expenditures  by  the  end  of  the  valuation  period. 

It  will  be  observed  that  the  75-year  average-current-cost  of  16.26 
percent  of  taxable  payroll  estimated  under  the  central  set  of  assump- 
tions would  be  reduced  to  14.93  percent  of  taxable  payroll  if  the  CPI 
is  assumed  to  increase  at  3  percent  per  year.  Similarly,  the  75-year 
average-current-cost  would  increase  to  17.68  percent  of  taxable  pay- 
roll if  the  CPI  is  assumed  to  increase  at  5  percent  per  year.  This  means 
that  the  75-year  actuarial  balance  of  —  5.32  percent  of  taxable  payroll 
shown  in  table  21  would  decrease  to  —3.99  percent  of  taxable  payroll 
or  increase  to  —  6.74  percent  of  taxable  payroll  if  the  assumed  annual 
increase  in  CPI  and  in  average-earnings  were  lowered  or  raised  by 
one  percent  from  the  values  used  in  the  central  set  of  assumptions. 
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One  significant  element  of  the  sensitivity  of  the  projected  costs  to 
economic  assumptions  is  the  fact  that  most  of  the  effect  of  changes  in 
tlie  CPI  occurs  after  the  turn  of  the  century.  The  expenditures  as  per- 
cent of  taxable  payroll  of  the  old-age,  survivors,  and  disability  insur- 
ance system  over  the  remainder  of  the  20th  century,  that  is,  ever  the 
26-year  period,  1975-x999,  would  vary  only  from  a  low  of  11.12  per- 
cent of  taxable  payroll  to  a  high  of  11.19  percent  of  taxable  payroll 
according  to  the  assumptions  displayed  in  table  23.  Since  variations  in 
other  elements  in  the  cost  projection  (mostly  in  demographic  elements) 
would  have  only  minor  effects  on  the  cost  of  the  system  over  the  25-year 
period,  it  can  be  concluded  that  over  the  remainder  of  this  century  the 
old-age,  survivors,  and  disability  insurance  system  will  need  additional 
financing  equivalent  to  about  1.3  percent  of  taxable  payroll  under  rea- 
sonable sets  of  economic  assumptions. 

After  the  turn  of  the  century,  the  amount  of  required  additional 
financing  would  be  significantly  higher  as  may  be  noted  from  the 
projections  in  table  23.  However,  to  a  large  extent,  the  higher  cost 
that  is  projected  to  occur  after  the  turn  of  the  century  is  due  to  what 
may  be  considered  unintended  and  undesirable  results  of  the  automatic 
benefit  adjustment  provisions  in  present  law. 

These  present  provisions  in  the  law  automatically  increase  the  bene- 
fits of  retired  workers  as  increases  occur  in  the  CPI.  These  CPI  in- 
creases are  also  given  (indirectly  through  increases  in  the  benefit  table) 
to  workers  who  have  not  yet  retired  and  who  therefore  have  an  oppor- 
tunity to  improve  their  future  benefits  as  a  result  of  increases  in  their 
future  taxable  earnings.  Thus,  in  a  large  proportion  of  cases  the 
future  benefits  of  those  who  are  still  working  increase  at  annual  rates 
that  are  in  excess  of  increases  in  either  CPI  or  average  wages  under 
economic  conditions  which  may  be  considered  likely  to  prevail.  The 
duality  of  benefit  increases  that  is  possible  under  present  law  can 
result  in  future  benefits  being  substantially  higher  than  the  highest 
gross  earnings  on  which  the  worker  was  taxed. 

For  illustrative  purposes,  cost  projections  are  presented  in  table  24 
under  alternative  economic  assumptions  (the  same  ones  used  in  table 
23)  and  under  a  modified  theoretical  old-age,  survivors,  and  disability 
insurance  system  which  would  maintain  through  time  the  relation- 
ship between  average  awarded  benefits  and  average  earnings  existing 
at  the  beginning  of  calendar  year  1977.  It  is  assumed  that  in  this 
theoretical  system,  as  is  true  in  present  law,  benefits  after  retirement 
would  be  increased  automatically  to  keep  up  with  increases  m  CPI. 
The  new  system  is  assumed  to  apply  to  insured  workers  who  attain  age 
62,  die  or  become  disabled  after  1976.  These  individuals  would  receive 
the  higher  of  benefits  determined  under  the  new  procedure  for  com- 
puting benefits  or  the  procedure  and  benefit  table  in  the  law  at  the 
end  of  1976. 
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TABLE  24.— ESTIMATED  EXPENDITURES  OF  A  MODIFIED  THEORETICAL  OLD-AGE,  SURVIVORS,  AND  DISABILITY 

INSURANCE  SYSTEM  1  AS  PERCENT  OF  TAXABLE  PAYROLL^  UNDER  VARIOUS  ECONOMIC  ASSUMPTIONS,  FOR 

SELECTED  YEARS,  1985-2050 

|ln  percent] 


Calendar  year 


Expenditures   as   percent  of  taxable   payroll    under 
assumptions  of— 3 

5^1  6^4  7^ 

iQo<;  11.01  10.90  10.79 

990 11.24  11.10  10.98 

{995 11.60  11.45  11.32 

OQQO " .  11.74  11.59  11.45 

2005 ...  12.03  11.88  11.73 

20I0 " 12.76  12.60  12.45 

20  5 ..  13.99  13.81  13.65 

2020 .  15.48  15.29  15.11 

202s -  16.82  16.60  16.40 

oosn " 17.44  17.22  17.01 

2035—" " ::  17.37  17.15  16.95 

2040 " ' ..  16.90  16.68  16.48 

2045 ". ...  16.57  16.36  16.16 

205o;:"::;""";!'-!;i-!-";----'--------------- 16.53  16.32  16.12 

Averageof  expenditures  as  percent  of  taxable  payroll: 

l57S_qq                                                                                      ...  11.17  11.  Ob  lU.  33 

2000-24 13.63  13.43  13.28 

2025I49 "" : 16.95  16.78  16.56 

Average-current-cost:  m'975^2049 14.00  13.83  13.67 


'See  text  for  brief  description  of  theoretical  system.  .•         j  ,»■  , 

3  Payroll  is  adjusted  to  take  into  account  the  lower  contribution  rates  on  self-employment  mcome,  on  tips,  and  on  multiple- 
employer  "excess  wages"  as  compared  with  the  combined  employer-employee  rate. 

3  The  initial  value  in  each  set  refers  to  the  assumed  annual  percent  increases  after  1980  in  average  earnings,  while  the 
second  value  in  each  set  refers  to  the  assumed  percent  increases  after  1980  in  CPI.  Higher  assumptions  are  used  in  the 

*  "Average-current-cost"  represents  the  arithmetic  average  of  expenditures  as  percent  of  taxable  payroll  for  the  period 
and  includes  the  cost  of  increasing  the  funds  on  hand  to  1  yr's  expenditures  by  the  end  of  the  valuation  period. 

It  may  be  observed  from  table  24  that  the  long-range  cost  of  the 
modified  theoretical  old-age,  survivors,  and  disability  insurance  sys- 
tem would  be  relatively  insensitive  to  changes  in  the  CPI  assumption. 
According  to  the  three  sets  of  economic  assumptions  shown  in  the 
table,  the  average-current-cost  over  the  customary  75-year  period 
would  be  about  13.7  to  14.0  percent  of  taxable  payroll. 

Table  25  shows  the  estimated  cost  over  various  periods  under  the 
modified  theoretical  system.  Under  the  assumptions  used  the  actuarial 
imbalance  over  the  customary  75-year  period  would  be  reduced  to 
about  -2.7  to  -3.1  percent  of  taxable  payroll  if  the  system  is  modified 
to  maintain  through  time  the  relationship  between  average  awarded 
benefits  and  average  earnings  that  will  prevail  at  the  beginning  of 
calendar  year.  1977.  The  table  also  compares  over  three  successive  25- 
year  periods  starting  in  1975  the  estimated  average  expenditures  as 
percent  of  taxable  payroll  and  the  average-tax  rate  scheduled  in  pres- 
ent law. 
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TABLE  25.— COMPARISON  OF  EXPENDITURES  AND  TAXES  FOR  A  MODIFIED  THEORETICAL  OLD-AGE,  SURVIVORS, 
AND  DISABILITY  INSURANCE  SYSTEM'  AS  PERCENT  OF  TAXABLE  PAYROLL^  UNDER  VARIOUS  ECONOMIC 
ASSUMPTIONS 

(In  percent) 


Average  for  item  as  percent  of  taxable  payroll 
under  assumptions  of— s 


11.17 
9.  90 

11.06 
9.90 

10.95 
9.90 

-1.27 

-1.16 

-1.05 

13. 63 
11.02 

13.43 
11.02 

13.28 
11.02 

-2.61 

-2.41 

-2.26 

16.95 
11.90 

16.78 
11.90 

16.56 
11.90 

-5.  05 

-4.88 

-4.66 

14.  00 
10.94 

13.83 
10.94 

13.67 
10.94 

Item  5-3  6-4  7-5 

lst25-yr  period  (1975-99): 

Expenditures  as  percent  of  taxable  payroll 

Tax  rate  in  law 

Diff  erenre 

2d  25-yr  period  (2000-24): 

Expenditures  as  percent  of  taxable  payrx)!! 

Tax  rate  in  law .._ 

Difference - 

3d  25-yr  period  (2025-49): 

.Expenditures  as  percent  of  taxable  payroll 

Tax  rate  in  law _ ._ 

Difference 

Total  75-yr  period  (1975-2094); 

Current-cost « 

Tax  late  in  law._ 

Actuarial  balance.- -3.06  -2.89  -2.73 

'  See  text  for  brief  description  of  theoretical  syste-Ti. 

2  Payroll  is  adjusted  to  take  Into  account  the  low3r  contribution  rates  on  self-employment  incone,  on  tips,  and  on  multi- 
ple-employer "excess  wages"  as  compared  with  the  combined  employer-employee  rate. 

3  The  initial  value  in  each  set  refers  to  the  assumed  annual  percent  increases  after  1980  in  average  earnings,  while  the 
second  value  in  each  set  refers  to  the  assumed  percent  increases  after  1980  in  CPI.  Higher  assumptions  are  used  in  the 
1975  80  period. 

«  "Average-current-cost"  represents  the  arithmetic  average  of  expenditures  as  percent  of  taxable  payroll  for  the  period 
and  Includes  the  cost  of  increasing  the  funds  on  hand  to  1  yr's  expenditures  by  the  end  of  the  valuation  period. 

It  may  also  be  observed  from  table  25  that  over  the  next  25-year 
period  the  expenditures  as  percent  of  taxable  payroll  of  the  old-age, 
survivors,  an(i  disability  insurance  system  is  projected  to  exceed  the 
taxes  scheduled  in  present  law  under  all  economic  assumptions  used. 
These  costs  are  similar  to  those  projected  under  present  law,  which 
are  shown  in  table  23.  Under  the  modified  theoretical  system  the  addi- 
tional taxes  required  over  the  remainder  of  this  century  would  be 
about  1.1  to  1.3  percent  of  taxable  payroll,  whereas  under  present  law 
it  would  be  about  1.2  to  1.3  percent  of  taxable  payroll. 

It  may  be  concluded  from  the  cost  analyses  presented  in  this  Report 
that  the  expenditures  of  the  old-age,  survivors,  and  disability  insur- 
ance system  for  the  remainder  of  the  20th  century  will  exceed  the  taxes 
now  scheduled  in  present  law  under  reasonable  sets  of  economic 
assumptions  and  irrespective  of  a  possible  modification  in  the  auto- 
matic benefit  adjustment  provisions.  If  the  system  is  to  meet  its  out- 
lays for  the  remainder  of  this  century,  higher  taxes  equivalent  to  an 
increase  of  about  1.3  percent  of  taxable  payroll  will  be  required. 

Advisory  Council  on  Social  Securitt 

Pursuant  to  section  706  of  the  Social  Security  Act,  an  Advisory 
Council  on  Social  Security  was  appointed  by  the  Secretary  of  Health, 
Education,  and  Welfare  in  April,  1974.  The  Council  submitted  its 
reports  on  March  6,  1975.  The  following  two  recommendations  of  the 
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Council  would  have  a  very  significant  impact  on  the  financing  of  the 
program  and  the  future  integrity  of  the  trust  funds : 

1.  Benefit  structure — replacement  rates.  The  provisions  of  present 
law  for  computing  average  monthly  earnings,  on  which  benefits  are 
based,  and  for  adjusting  the  he'^iefit  table  in  the  law  to  changes  in 
prices  may  result  over  the  long  lange  in  unintended,  unpredictable, 
and  undesirable  variations  in  the  level  of  benefits.  The  benefit  structure 
should  be  revised  to  maintain  the  levels  of  benefits  in.  relation  to  pre- 
retirement earnings  levels  that  now  prevail.  Benefits  for  workers  com- 
ing on  the  rolls  in  the  future  should  be  computed  on  the  basis  of  a 
revised  benefit  formula  using  past  earnings  indexed  to  take  account  of 
changes  during  their  working  lives  in  the  average  earnings  of  all  cov- 
ered workers.  As  under  present  law,  benefits  for  people  on  the  rolls 
should  continue  to  be  increased  as  pnce  levels  increase. 

Revising  the  benefit  structure  to  stabilize  replacement  rates  as  rec- 
ommended by  the  Advisory  Council,  would  substantially  reduce  the 
sensitivity  of  the  future  cost  of  the  system  to  the  complex  interaction 
of  economic  factors.  It  would  also  significantly  reduce  the  rapid  escala- 
tion of  cost  in  the  old-age,  survivors,  and  disability  insurance  system 
projected  to  occur  after  the  turn  of  the  century.  The  Board  of  Trustees 
recommends  revision  of  the  benefit  structure  in  order  to  achieve  sta- 
bility of  benefit  levels  relative  to  prior  earnings.  The  precise  method  of 
accomplishing  this  goal  is  now  under  study. 

2.  Employee-employer  tojxes.  The  OASDI  tax  rate  should  be  gradu- 
ally increased,  as  OASDI  costs  increase,  and  the  increases  should  be 
met  by  reallocating  taxes  now  scheduled  in  the  law  for  part  A  (hos- 
pital insurance)  of  the  Medicare  program.  InroTrhe  lost  to  the  hospital 
insurance  program  by  this  reallocation  should  be  made  up  from,  the 
general  funds  of  the  Treasury. 

Additional  revenues  for  the  social  security  cash  benefits  program 
will  be  required  in  both  the  short-range  and  long-range  under  all  for- 
seeable  circumstances.  The  Board  recommends  that  additional  revenue 
requirements  be  met  through  increased  contribution  rates,  an  increase 
in  the  earnings  base  or  some  combination  of  these  elements.  The  Board 
is  opposed  to  the  use  of  additional  general  revenue  financing  for  the 
social  security  program. 

The  Council  also  made  a  recommendation  concerning  the  OASDI 
contribution  rates  for  the  self-employed.  The  Council  proposed:  The 
present  7 -percent  limitation  on  the  tax  rate  for  the  self-employed 
should  be  removed.  The  self -employment  OASDI  tax  rate  should  be 
the  same  multiple  of  the  employee  contribution  rate  as  was  fixed  at  the 
time  the  self-employed  were  first  covered — 150  percent. 

The  Board  of  Trustees  supports  this  rcommendation  and  recom- 
mends its  adoption  by  the  Congress. 

Additional  recommendations  Avere  made  by  the  Advisory  Council 
regarding  the  extension  of  social  security  protection  through  various 
changes  in  the  provisions  governing  coA'erage  and  eligibility  for  bene- 
fits. The  Board  cautions  that,  as  the  Administration  and  the  Congress 
consider  these  recommendations,  the  financial  status  of  the  OASDI 
system  and  the  financial  implications  of  the  recommendations  should 
be  fully  taken  into  account. 
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COXCLUSION 

Tho  short-range  actuarial  cost  estimates  indicate  that  the  assets  of 
both  the  old-age,  and  survivors  insurance  trust  fund  and  the  disability 
insurance  trust  fund  will  decline  during  the  5-year  period  1975-79. 
Witliout  legislation  to  provide  additional  financing,  the  assets  of  both 
trust  funds  will  be  exhausted  soon  after  1979. 

The  Board  recommends  that  prompt  action  be  taken  to  strengthen 
the  financing  of  the  old-age,  survivors,  and  disability  insurance  system 
over  the  near  term.  The  required  additional  income  to  the  trust  funds 
should  be  obtained  through  increases  in  the  tax  rate,  in  the  taxable 
earnings  base,  or  in  both  rate  and  base.  The  Board  opposes  the  use  of 
additional  general  revenue  financing  for  the  old-age,  survivors,  and 
disability  insurance  program.  The  Board  noted  that  the  amount  of 
additional  income  required  for  the  program  would  be  reduced  if  the 
Congress  adopted  the  President's  proposal  to  limit  to  5  percent  the 
automatic  benefit  increase  scheduled  for  June,  1975. 

The  long-range  actuarial  cost  estimates  indicate  that  for  every  year 
in  the  future  the  estimated  expenditures  will  exceed  the  estimated 
income  from  taxes.  This  excess  increases  with  time  and  is  estimated 
to  average  about  1.3  percent  of  taxable  payroll  over  the  next  25-year 
period  (1975-1999).  All  reasonable  alternative  actuarial  assumptions 
indicate  that  over  the  remainder  of  this  century  the  financing  of  the 
old-age,  survivors,  and  disability  insurance  program  will  need  addi- 
tional revenues  equivalent  to  about  1.3  percent  of  taxable  payroll. 

The  long-range  cost  of  the  OASDI  program  projected  to  occur  after 
the  turn  of  the  century  will  substantially  exceed  the  taxes  scheduled 
in  present  law.  Although  those  projected  costs  are  highly  sensitive  to 
variations  in  the  actuarial  assumptions,  all  reasonaxile  assumptions 
indicate  that  there  will  be  significant  excesses  of  expenditures  over 
income.  This  report  is  not  intended  to  provide  an  indication  of  the 
fullest  possible  range  of  variation  in  the  long-range  cost  estimates. 
(Appendix  A  provides  some  information  on  the  sensitivity  of  the 
long-range  cost  estimates  to  alternative  assumptions.) 

To  some  extent  the  hi^h  cost  of  the  old-age,  survivors,  and  disability 
insurance  program  projected  to  occur  after  the  turn  of  the  century 
is  due  to  unintended  results  in  the  automatic  benefit  adjustment  pro- 
visions enacted  in  1072,  which  cause  future  projected  benefits  to  in- 
crease out  of  proportion  to  levels  of  wage  replacement  established  by 
benefits  currently  paid  under  the  program.  The  Board  fully  concurs 
with  the  intent  of  the  recommendation  by  the  1975  Advisory  Council 
on  Social  Security  that  the  benefit  structure  be  revised  to  maintain 
the  levels  of  benefits  in  relation  to  preretirement  earnings  levels  that 
now  prevail. 

The  Board  recommends  that  development  of  specific  plans  for 
strengthening  of  the  long-range  financing  of  the  old-age,  survivors, 
and  disability  insurance  program  be  pursued  immediately  with  spe- 
cial priorities  given  to  ways  of  modifying  the  automatic  benefit  adjust- 
ment provisions  in  present  law. 

In  this  regard,  the  Board  is  pleased  to  note  that  the  Administration 
has  already  begun  studies  of  the  possible  means  of  accomplishing  this 
objective.  The  Board  also  welcomes  the  cooperative  efforts  now  under 
way  between  the  Social  Security  Administration  and  the  actuarial 
and  economic  consultants  appointed  by  the  Congressional  Research 
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Service  of  the  Library  of  Congress  at  the  request  of  the  House  Com- 
mittee on  Ways  and  ^Nleans  and  the  Senate  Committee  on  Finance  to 
study  this  matter. 

The  Board  also  concurs  with  the  1975  Advisory  Council  on  Social 
Security  in  the  recommendation  that  the  OASDI  tax  rate  applicable 
to  self-employment  income  be  set  at  a  level  equivalent  to  150  percent 
of  the  tax  rate  applicable  to  wages. 
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Appendix  A. — Statement  of  Assumptions,  Methodology,  and 
Details  of  Long-Range  Cost  Estimates 

(Prepared  by  Office  of  the  Actuary — Social  Security  Administration) 

The  basic  assumptions  used  in  the  long-range  estimates  for  the  old-age,  sur- 
vivors, and  disability  insurance  system  are  described  in  this  appendix.  Also  given 
here  are  some  detailed  data  in  connection  with  the  results  of  these  estimates. 

Section  A  of  this  appendix  provides  a  description  of  the  demographic  aspects 
of  the  long-range  cost  estimates.  Section  B  discusses  the  economic  and  various 
other  aspects  of  the  long-range  cost  estimates.  The  terms  "demographic"  and 
"economic"  are  used  in  a  general  sense,  since  it  is  not  entirely  possible  to  separate 
the  effect  of  these  two  aspects  on  the  cost  estimates.  "Demographic  aspects" 
refer  to  those  elements  dealing  with  the  population  and  its  characteristics.  These 
elements  include  the  number,  age,  sex,  marital  status,  retirement,  disability, 
mortahty,  fertility,  employment,  and  coverage  under  the  system.  "Economic 
aspects"  refer  to  the  projected  annual  increases  in  the  Consumer  Price  Index 
(CPI)  and  in  the  average  earnings  in  covered  employment.  Section  C  of  this 
appendix  contains  a  brief  analysis  of  the  sensitivity  of  the  cost  projections  to 
changes  in  selected  demographic  and  economic  assumptions. 

A.  Demographic  Aspects 

This  section  of  the  appendix  discusses  the  methods  used  to  estimate  the  demo- 
graphic elements  of  the  OASDI  cost  projections. 

(1)    PQPULATION 

A  projection  was  made  of  the  United  States  population  (including  persons 
overseas  covered  by  the  old-age,  survivors,  and  disability  insurance  program) 
for  future  quinquennial  years,  by  5-year  age  groups  and  by  sex.  The  starting 
point  was  the  population  on  July  1,  1973,  as  estimated  by  the  Bureau  of  the 
Census  from  the  1970  Census  and  from  births,  deaths,  and  migration  in  1970-73. 
This  population  estimate  was  adjusted  for  differences  in  the  geographical  areas 
covered  by  the  estimate  of  the  Bureau  of  the  Census  and  those  covered  by  the 
old-age,  survivors,  and  disability  insurance  system. 

In  the  population  projection  it  was  assumed  that  through  2050  mortality  rates 
will  continue  the  general  trends  established  over  the  period  from  1950-1970.  This 
results  in  an  overall  reduction  in  mortality  rates  of  about  15  percent  from  1970 
to  2050. 

The  total  fertility  rate  was  assumed  to  decrease  from  its  current  level  to  a 
level  of  1.7  children  per  woman  in  fiscal  year  1977  and  then  slowly  increase  to  an 
ultimate  level  of  2.1  children  per  woman  in  fiscal  year  2005.  It  was  assumed  to 
remain  level  at  2.1  from  2005  to  2050.  The  2.1  ultimate  total  fertility  rate  is  close 
to  population  replacement  rate  and  would  ultimately  result  in  close-to-zero 
population  growth.  In  addition,  the  projection  assumed  a  small  amount  of  net 
immigration.  Appendix  table  A  presents  the  projected  population  by  broad  age 
groups.  Complete  details  about  the  population  projection  will  be  given  in  a  new 
actuarial  study  to  be  published  by  the  Social  Security  Administration. 
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APPENDIX  TABLE  A.— PROJECTIONS  OF  THE  U.S.  POPULATION  BY  BROAD  AGE  GROUPS,  1985-2050 


Year 


1985. 
1990  _ 
1995. 
2000. 
2005. 
2010. 
2015. 
2020. 
2025. 
2030. 
2035. 
2040. 
2045. 
2050. 


Population  (in  thousai 

ids)  as  of  July  1 

65  and  over  as- 

— 

65  and 

Percent 

Ratio  of 

Under  20 

20  to  64 

over 

Total 

of  total 

20  to  64 

70,  754 

141,512 

26,  741 

239,  006 

11.2 

0.189 

71,  929 

147,  457 

28,  789 

248,  176 

11.6 

.195 

74,  264 

152,261 

30,015 

256,  540 

11.7 

.197 

76,  333 

157,038 

30,214 

263,  585 

11.5 

.192 

76,  349 

162,970 

30,  580 

269,  898 

11.3 

.188 

76,  222 

167,432 

32,  662 

276,316 

11.8 

.195 

76,  990 

168,  840 

36,917 

282, 747 

13.1 

.219 

78,  561 

167,  873 

42,  061 

288, 494 

14.6 

.251 

80,  030 

165,  608 

47,  448 

293,  087 

16.2 

.287 

80,  768 

164,  636 

51,227 

296,  632 

17.3 

.311 

81,  202 

166,  502 

51,  879 

299,  583 

17.3 

.312 

81,  989 

169,  501 

50,  806 

302,  296 

16.8 

.300 

83,213 

172,  462 

49,  257 

304,  931 

'.5.2 

.286 

84,  462 

173,  843 

49,  352 

307,  657 

16.0 

.284 

(2)     EMPLOYMENT 

Assumptions  as  to  the  percentage  of  the  population  who  have  covered  employ- 
ment during  a  year  were  made  for  each  age  group  by  sex  for  each  quinquennial 
year.  For  men,  the  latest  estimated  average  percentages  (1970-72)  were  projected 
to  increase  for  teenagers,  to  decrease  slightly  for  those  aged  20-59,  and  to  de- 
crease significantly  for  those  aged  60  and  over  (thus  recognizing  the  trend 
toward  higher  retirement  rates).  For  women,  the  corresponding  percentages 
were  assumed  to  increase,  except  for  those  aged  60  and  over  for  whom  a  decrease 
was  projected. 

As  measured  by  the  age-adjusted  labor  force  participation  rates  for  ages  16 
and  over,  the  projected  ultimate  covered  employment  is  equivalent  to  a  decrease 
over  the  rates  experienced  in  calendar  year  1974  of  about  2  percent  for  males 
and  an  increase  of  about  23  percent  for  females.  At  the  ultimate  assumed  rates 
females  would  have,  on  the  average,  participation  in  the  labor  force  that  is  about 
73  percent  of  male  participation  rates. 

The  foregoing  projections  are  consistent  witli  the  projected  average  unem- 
ployment rate  of  5  percent.  It  is  assumed  that  any  periods  during  which  unem- 
ployme)it  is  substantially  higher  than  the  assumed  level  would  be  of  relatively 
short  duration  or  would  be  balanced  by  offsetting  periods  of  low  unemployment, 
and  would  therefore  have  virtually  no  long-range  cost  effect. 

(  3 )     I N  SU  RED    POPULATION 

The  term  "insured"  as  used  herein  means  fully  insured,  since  the  number  of 
persons  who  are  currently-insured  only  is  relatively  small  and  can  be  disregarded 
for  long-range  cost  analysis  purposes.  The  number  of  insured  persons  as  percent  of 
population  by  age  and  sex,  in  various  future  years  is  estimated  from  recent 
experience  and  from  the  projected  coverage.  It  is  evident  that  eventually  almost 
all  males  in  the  country  will  be  insured  for  old-age  and  survivors  benefits ;  the 
ultimate  percentage  for  aged  males  is  estimated  at  95  percent.  For  females  it  is 
estimated  that  the  corresponding  proportion  will  eventually  be  85  percent.  This  is 
lower  than  for  males  because  of  the  lower  participation  rates  of  females  in  the 
labor  force. 

The  estimated  numbers  of  persons  insured  for  disability  benefits  are  lower 
than  those  insured  for  old-age  and  survivor  benefits  because  of  the  more  restric- 
tive insured  status  provision  for  disability  benefits.  These  numbers  were  also 
estimated  on  the  basis  of  recent  experience  and  the  projected  percentage  of 
persons  covered. 


48 


90 


(4)     OLD-AGE    AND    SURVIVORS    INSURANCE    BENEFICIARIES 

Old-age  beneficiaries  were  estimated  from  the  aged  insured  population.  The  pro- 
portions, by  age  and  sex,  of  the  insured  population  that  were  receiving  benefits 
at  the  beginning  of  1973  were  projected  to  increase  according  to  past  trends  after 
adjustment  for  changes  in  the  earnings  test  and  in  the  level  of  unemployment, 
thereby  reflecting  assumed  gradual  increases  in  the  retirement  rates. 

Wives  aged  62  and  over  of  male  old-age  beneficiaries  were  estimated  by  using 
census  data  and  mortality  projections.  These  potential  wife  l)enefic'iaries.  after 
adjustment  for  eligibility  for  their  own  old-age  benefits,  were  assumed  to  claim 
benefits  as  soon  as  they  are  eligible,  even  if  this  occurred  at  ages  62-64,  when 
they  would  have  to  take  reduced  benefits.  The  experience  to  date  indicates  that 
in  the  vast  majority  of  the  cases,  such  immediate  claiming  of  wife's  benefiits  does 
occur. 

Young  wives  and  children  of  retired  workers  were  estimated  by  reference  to 
their  ratios  to  male  old-age  beneficiaries,  as  derived  from  recent  actual  data  and 
projected  according  to  the  aforementioned  fertility  and  mortality  assumptions. 

Child-survivor  beneficiaries  were  obtained  from  estimates  of  orphans  in  the 
country  in  future  years.  The  projected  child  population,  by  age  group,  was  multi- 
plied by  the  probability  of  being  an  oi-phan.  These  probabilities  were  derived  by 
using  distribution  of  age  of  parent  at  birth  of  child  and  death  rates  consistent 
with  the  population  projections.  The  number  of  orphans  was  then  adjusted  to 
eliminate  orphans  of  uninsured  deceased  parents,  and  to  include  the  eligible  dis- 
abled orphans  aged  18  and  over.  For  non-disabled  children  aged  18-21  a  further 
reduction  was  made  to  exclude  those  not  attending  school.  Moither-survivor- 
beneficiaries  were  estimated  by  extrapolating  the  present  ratio  of  mothers  to 
children,  after  excluding  those  non-disabled  children  18-21  who  were  attending 
school,  to  refiect  the  projected  fertility.  The  estimated  costs  were  increased  by 
0.01  percent  of  taxable  payroll  to  reflect  the  cost  of  fathers  survivors  benefits, 
payable  as  a  result  of  the  recent  Supreme  Court  decision. 

To  estimate  widow  beneficiaries  the  proportions  of  widows  in  the  female  aged 
population  vi-ere  projected  according  to  mortality  assumptions  and  adjusted  for 
both  eligibility  for  their  own  old-age  benefits  and  for  the  insured  status  of  their 
deceased  husbands.  These  uninsured  eligil)le  widows  were  assumed  to  claim 
benefits  as  soon  as  available  even  if  this  occurred  at  ages  60  to  64,  when  they 
would  have  to  take  reduced  benefits.  For  ages  50-59,  the  disabled  widow  bene- 
ficiaries were  estimated  from  the  eligible  widows  by  using  disability  prevalence 

It  may  be  observed  that  the  assumed  wife  and  widow  beneficiaries  consist  of 
the  uninsured  potential  beneficiaries.  In  actual  practice,  some  of  the  insured  po- 
tential beneficiaries  also  receive  a  residual  benefit  consisting  of  the  excess  of  the 
potential  wife's  or  widow's  benefit  over  their  own  old-age  benefit.  These  residual 
benefits,  although  not  giving  rise  to  additional  aged  beneficiaries,  were  considered 
in  the  cost  of  the  particular  type  of  dependent  or  survivor  benefit  concerned. 

The  minor  category  of  parent  beneficiaries  was  projected  by  assuming  a  de- 
crease from  a  level  of  23,000  at  the  end  of  1974  to  an  ultimate  level  of  15,000 
in  1980.  The  insignificant  effect  of  the  retirement  test  as  it  applies  to  wife's, 
widow's  and  parent's  benefits  was  ignored.  No  .separate  estimates  were  made  for 
benefits  to  dependent  husbands  and  widowers  since  their  cost  is  relatively 
negligible. 

Appendix  table  B  shows  the  estimated  number  of  beneficiaries  in  the  old-age 
and  survivors  insurance  program. 
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APPENDIX  TABLE   B.-OLD-AGE  AND  SURVIVORS   INSURANCE   BENEFICIARIES  WITH   MONTHLY   BENEFITS   IN 

CURRENT-PAYMENT  STATUS' 


[In  thousands] 


year 

Retired  workers  and  dependents 
Old-Age      Wives  2     Children 

Survivors  of  deceased  workers 

Calendar 

Mothers 

Children 

Widows  3       Parents 

Total 

Actual  data  (as 

of  June  30): 

_ 

1970 

13,  066 

2,651 

535 

514 

2,673 

3,151 

29 

22,619 

1971 

.       13,604 

2,673 

556 

523 

2,745 

3,287 

28 

23,416 

1972 

.       14,181 

2,706 

578 

536 

2,847 

3,433 

27 

24,  308 

1973 

14,  880 

2,756 

602 

548 

2,887 

3,575 

25 

25,273 

1974 

15,  589 

2,806 

619 

565 

2,908 

3,620 

24 

26, 131 

Projection  (as  of  June  30): 

1985 

.      21,243 

2,892 

518 

765 

3,035 

3,686 

lb 

32, 154 

1990 

23,319 

2,897 

387 

777 

3,030 

3,610 

15 

34,  035 

1995 

.      24, 589 

2,898 

310, 

824 

3,253 

3,514 

15 

35,  403 

2000 

.      25, 172 

2,766 

311 

849 

3,526 

3,452 

15 

36,  091 

2005 

26,310 
.      29, 077 

2,528 
2,352 

345 
416 

855 
832 

3,662 
3,636 

3,417 
3,394 

15 
15 

37, 132 

2010 

39,  722 

2015 

.      33, 623 

2,317 

496 

815 

3,614 

3,345 

15 

44,  225 

2020 

39, 120 

2,302 

577 

819 

3,679 

3,339 

15 

49,  851 

2025 

44,  427 

2.288 

623 

834 

3,777 

3,326 

15 

55,  290 

2030 

.      47,655 

2,247 

619 

843 

3,833 

3,327 

15 

58,  539 

2035 

48,  513 

2,121 

590 

836 

3,842 

3,262 

15 

59, 179 

2040 

47,  506 

1,969 

552 

823 

3,853 

3,225 

15 

57,  943 

2045 

46,  689 

1,841 

551 

829 

3,906 

3,153 

15 

56,  984 

2050 

.      47, 020 

1,809 

577 

837 

3,978 

3,070 

15 

57,  306 

>  Excluding  the  effect  of  the  railroad  financial  interchange  provisions. 

>  Including  dependent  husband  beneficiaries. 
*  Including  dependent  widower  beneficiaries. 


(5)     LUMP-SUM    DEATH    PAYMENTS 


Tho  numbers  of  lump-.sum  death  payments  were  estimated  by  multiplying  the 
insured  population  by  the  death  rates  used  in  the  population  projections. 

(6)     DISABILITY    INSURANCE    BENEFICIARIES 

The  future  number  of  persons  receiving  monthly  disability  benefits  based  on 
their  own  earnings  was  estimated  by  the  application  of  incidence  and  termina- 
tion rates.  These  rates  were  developed  from  the  experience  data  available  from 
the  operations  of  the  disability  insurance  system.  The  population  insured  for 
disability  (by  sex  and  age)  was  multiplied  by  the  incidence  rates  to  arrive  at 
the  number  of  new  cases  of  disabled  workers.  These  in  turn  were  projected 
through  the  use  of  mortality  and  recovery  termination  rates  to  obtain  the  num- 
ber of  beneficiaries. 

The  assumed  incidence  rates  were  based  on  the  estimated  actual  experience  in 
calendar  year  1965,  adjusted  to  reflect  both  the  increases  in  awarded  disability 
benefits  through  the  end  of  calendar  year  1974  as  well  as  relevant  legislated 
changes  through  that  year.  Although  the  reasons  for  these  increases  are  not  yet 
fully  understood,  it  was  decided  that  the  projected  costs  should  refiect  the  total 
increases  that  have  already  been  experienced  through  the  end  of  calendar  year 
1974.  In  addition,  the  incidence  rates  were  assumed  to  increase  3  percent  per  year 
for  the  next  5  years  and  to  remain  level  thereafter.  This  extrapolation  of  future 
incidence  rates  is  intended  as  a  temporary  procedure  for  reflecting  probable 
future  increases. 

A  more  complete  knowledge  of  possible  future  trends  in  the  number  of  disabled 
worker  beneficiaries  will  not  be  available  until  current  studies  of  the  recent 
increases  are  completed. 

The  mortality  and  recovery  rates  were  based  on  the  actual  experience  of  the 
system  for  the  period  1957-67  adjusted  to  reflect  the  estimated  experience 
through  the  end  of  calendar  year  1974. 

The  number  of  child  beneficiaries  was  projected  as  a  proportion  of  the  dis- 
abled male  beneficiaries  allowing  for  future  projected  changes  in  fertility. 

The  number  of  wife  beneficiaries  was  projected  as  a  proportion  of  child  bene- 
ficiaries after  allowing  the  projected  future  changes  in  fertility. 

Appendix  table  C  shows  the  projected  number  of  beneficiaries  in  the  disability 
insurance  program. 
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APPENDIX    TABLE    C— DISABILITY    INSURANCE    BENEFICIARIES    WITH    MONTHLY    BENEFITS    IN    CURRENT- 
PAYMENT  STATUS  > 

tin  thousands] 


Calendar  year 


Workers 


Wives' 


Children 


Total 


Actual  data  (as  of  June  30): 

1970 

1971 

1972 

1973 

1974 , 

Projection  (as  of  June  30): 

1985 

1990 

1995 

2000 

2005 , 

2010 

2015 

2020 

2025 J 

2030 , 

2035 

2040 

2045 

2050 


1,436 

271 

861 

2,568 

1,561 

293 

934 

2,788 

1,737 

327 

1,028 

3,092 

1,925 

364 

1,127 

3,416 

2,098 

391 

1,203 

3,692 

3,829 

533 

1,302 

5,664 

4,219 

516 

1,151 

5,886 

4,675 

631 

1,340 

6,646 

5,379 

758 

1,632 

7,769 

6,240 

906 

1,964 

9,110 

6,982 

1,034 

2,289 

10,  305 

7,397 

1,060 

2,434 

10,  891 

7,448 

1,007 

2,440 

10,  895 

7,146 

942 

2,338 

10,  426 

6,796 

889 

2,224 

9,909 

6,706 

884 

2,194 

9,784 

6,868 

896 

2,242 

10, 006 

7,131 

914 

2,325 

10, 370 

7,231 

904 

2,357 

10,  492 

1  Excluding  the  effect  of  the  railroad  financial  interchange  provisions. 
>  Including  dependent  husband  beneficiaries. 


B.  Economic  Aspects  ;  Miscellaneous  Aspects 

This  section  of  the  appendix  presents  a  discussion  of  the  economic  aspects  and 
miscellaneous  aspects  of  the  OASDI  long-range  cost  estimates.  As  stated  above, 
the  term  "economic  aspects"  is  used  here  to  refer  primarily  to  the  assumptions 
regarding  future  annual  increases  in  average  earnings  as  well  as  in  the  Con- 
sumer Price  Index  (CPI).  The  importance  of  these  economic  aspects  results 
from  the  automatic  adjustment  provisions  in  the  present  law  which  require  that 
the  benefit  table  be  adjusted  to  keep  up  with  increases  in  the  CPI  and  that  the 
taxable  earnings  base,  as  well  as  the  exempt  amount  in  the  retirement  test,  be 
adjusted  to  keep  up  with  increases  in  average  earnings.  This  type  of  automatic 
procedure  has  the  effect  that,  once  a  worker  retires,  the  value  of  his  benefits  will 
not  deteriorate  in  terms  of  purchasing  power.  It  has  the  further  effect  that,  for 
those  who  are  still  working,  their  potential  benefits  increase  because  of  both  the 
increases  in  the  credited  earnings  and  the  adjustment  in  the  benefit  table  accord- 
ing to  increases  in  the  CPI.  This  dual  increase  in  potential  benefits  for  future 
beneficiaries  may,  in  combination,  be  at  a  higher  or  lower  rate  than  the  increa.se 
in  earnings,  but  (as  will  be  shown  later)  it  is  likely  to  be,  on  the  average, 
slightly  higher  than  increases  in  earnings  for  the  next  20  years  and  significantly 
higher  thereafter. 

(1)    ECONOMIC   ASSUMPTIONS   AS   TO   ANNUAL   INCREASES   IN   AVERAGE  EARNINGS   AND 

IN    CPI 

The  cost  estimates  presented  in  the  Report  are  based  on  three  alternative  sets 
of  economic  assumptions  as  described  therein.  This  was  done  to  illustrate  the 
effect  on  the  estimates  of  variations  in  economic  assumptions.  However,  most  of 
the  estimates  presented  in  the  report  are  based  on  the  central  set  of  economic 
assumptions  in  which  the  ultimate  annual  rate  of  increase  in  average  earnings 
is  assumed  to  be  6  percent  while  CPI  is  a.ssumed  to  increase  at  4  percent. 

The  assumed  4  percent  increase  in  the  CPI  is  approximately  %  of  one  percent 
higher  than  has  been  experienced  over  the  last  30  years.  However,  trends  over 
the  last  60  years  indicate  a  tendency  for  the  CPI  to  increase  slowly  with  time. 
Moreover,  current  outlook  does  not  support  a  reversal  or  a  halt  in  these  trends. 
The  assumed  6-percent  increase  in  average  earnings  is  a  by-product  of  the 
4-percent  CPI  assumption  and  the  assumption  adopted  regarding  the  annual 
increases  in  average  real  earnings.  Based  on  the  trend  in  real  earnings  over  the 
last  20-25  years,  and  also  on  the  assumption  that  there  would  be  a  leveling  in 
the  movement  toward  part-time  employment,  an  ultimate  annual  increase  in 
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average  real  earnings  of  2  percent  was  adopted.  This  increase  when  combined 
with  the  assumed  Cl'I  increase  of  4  percent  yielded  the  assumption  of  a  total 
increase  in  average  earnings  of  6  percent. 

This  central  .set  of  ecuuoniic  assumptions  is  consistent  with  the  economic  as- 
sumptions adopted  liy  the  panel  of  actuaries  and  economists  appointed  in  1974 
by  the  Senate  Committee  on  Finance  to  review  the  OASDI  long-range  cost  esti- 
mates published  in  last  year's  report  of  the  Board  of  Trustees.^ 

Unless  otherwise  .stated,  the  estimates  presented  in  this  appendix  are  based 
on  this  same  central  set  of  economic  assumptions,  that  is,  ultimate  annual  in- 
creases in  average  earnings  in  covered  employment  of  6  percent  and  in  the  CPI 
of  4  percent.  For  years  before  19,S1  the  assumptions  are  as  described  in  the  sec- 
tion of  this  report  dealing  with  the  5-years  forecast  of  operation  of  the  trust 
funds. 

(2)      AVERAGE     BENEFITS 

Appendix  table  D  sliows  the  projected  average  awarded  retirement  benefit,  the 
projected  average  retirement  benefit  in  current-payment  status',  and  the  projected 
increases  in  each  as  compared  to  increases  in  average  eaming.s.  As  can  be  ob- 
served from  the  projected  ratios  in  the  third  column  of  the  table,  all  of  which  are 
greater  than  one,  the  average  awarded  retirement  benefit  is  projected  to  increase 
faster  than  average  earnings.  It  can  also  be  observed  that  this  is  particularly 
true  after  the  year  1995  when  the  computation  period  for  retirement  benefits 
reaches  its  ultimate  length  of  35  years. 

To  prepare  the  figures  in  appendix  table  D.  tlie  average  awarded  benefits  for 
retired  workers  were  projected  by  computer  simulation  of  the  automatic  ad- 
justment provisions  for  workers  at  various  earnings  levels  under  the  central  set 
of  economic  assumptions  regarding  the  increases  in  earnings  and  CPI.  The  aver- 
age benefits  in  current-payment  status  were  then  obtained  by  weighting  the 
projected  awarded  benefits  according  to  values  obtained  from  recent  actual 
experience  while  allowing  for  the  effect  of  future  CPI  adjustments. 

APPENDIX  TABLE  D.— PROJECTED  INCREASES  IN  AVERAGE  RETIREMENT  BENEFIT  AT  AWARD  AND  IN  CURRENT- 
PAYMENT  STATUS  AS  COMPARED  WITH  PROJECTED  INCREASES  IN  AVERAGE  COVERED  EARNINGS'  FOR 
SELECTED  YEARS,  1975-2050 


Ratio  of  increase  in 

Average  annual  retirement 

retirement  benefits  to 

benefit 

increase  in  earnings 

In  current 

In  current 

Calendar  year 

Awards 

payment 

Awards 

payment 

1975 

2,750 

2,603 

1.000 

1.000 

1985 

- 5,921 

5,001 

1.060 

.946 

1990 

8,020 

6,832 

1.066 

.960 

1995 _ , 

- 10,832 

9,280 

1.074 

.972 

2000 _ 

15,206 

12,  643 

1.126 

.989 

2005 

21,517 

17,521 

1.191 

1.024 

2010.. 

29,769 

24,  504 

1.231 

1.070 

2015 

41,038 

34,  136 

1.268 

1.114 

2020 

56,399 

47,218 

1.302 

1.152 

2025 

77,431 

65,014 

1.336 

1.185 

2030... 

106,166 

89,  316 

1.369 

1.217 

2035 

145,696 

122, 569 

1.404 

1.248 

2040 

198,435 

167,970 

1.429 

1.278 

2045 

259,841 

229,  422 

1.452 

1.304 

2050 

356,258 

312,  401 

1.473 

1.327 

'  Based  on  the  central  set  of  economic  assumptions  of  annual  increases  of  4  percent  in  CPI  and  6  percent  in  earnings  an  d 
somewhat  higher  increases  before  1981.  The  benefits  rrfer  only  to  those  payable  to  retired  worl<ers.  The  figures  in  the 
column  entitled  "In  current-payment"  refer  to  the  average  benefits  for  all  retired  workers  who  are  receiving  benefits, 
while  those  in  the  column  entitled  "Awards"  refer  to  the  average  benefits  for  those  workers  retiring  in  the  particular  year. 

(3)     TOTAL   BENEFIT   PAYMENTS 

Total  benefit  payments  were  calculated  as  the  product  of  the  number  of  bene- 
ficiaries and  their  corresponding  average  benefits.  These  values  were  adjusted 
to  refiect  retroactive  payments. 


1  The  panol's  disciission  of  these  assumptions  mav  he  found  on  pp.  10-11  under  the  sub- 
headings "Rate  of  Growth  in  Real  Wages"  and  "Rate  of  Inflation"  of  the  Report  of  the 
Panel  on  Social  Security  Financing  to  the  Committee  on  Finance  United  States  Senate, 
printed  for  the  Committee,  February  1975. 
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(4)    ADMINISTRATIVE   EXPENSES 

It  was  assumed  that  future  administrative  expenses  would  be  1.8  percent  of 
benefit  payments  for  old-age  and  survivors  insurance  and  5.0  percent  of  benefit 
pavment  for  disabilitv  insurance.  These  percentages  include  the  allocation  of 
funds  to  be  used  to  rehabilitate  disabled  beneficiaries  under  the  beneficiary 
rehabilitation  program  enacted  in  1965. 

(5)     RAILROAD    RETIREMENT    FINANCIAL   INTERCHANGE 

The  effect  of  the  financial  Interchange  was  evaluated  on  the  basis  of  trends 
similar  to  those  used  for  the  old-age.  survivors,  and  disability  insurance  direct 
costs.  This  results  in  a  small  long-range  loss  to  the  Old-Age,  Survivors,  and 
Disability  System. 

(6)     INTEREST   RATE 

The  interest  rate  used  in  each  estimate  and  projection  was  assumed  at  an 
annual  real  rate  (after  discounting  for  CPI  increases)   of  3%  percent. 

The  effect  of  a  different  interest  rate  would  be  minor  since  the  system  is 
expected   to  oijerate  with   relatively  small  trust  funds. 

C.    Sensitivity   of   Cost   Estimates   to   Changes   in    Selected   Assumptions 

(1)     SENSITIVITY   TO   ECONOMIC   ASSUMPTIONS 

This  subsection  contains  a  brief  analysis  of  the  sensitivity  of  the  cost  projec- 
tions to  some  changes  in  the  economic  assumptions  and  to  changes  in  procedures 

for  computing  benefits.  ^r^r.n^ 

Appendix  table  E  shows  the  average-cost  over  periods  of  25  years  (19(0-1999), 
50  years  (1975-2024)  and  75  years  (1975-2049)  under  three  alternative  assump- 
tions of  annual  CPI  increases  of  3  percent,  4  percent,  and  5  percent.  In  each 
case  the  annual  increases  in  real  average  earnings  are  assumed  at  about  2  percent 
yielding  annual  increases  in  average  earnings  of  5  percent,  6  percent  and  7  per- 
cent. The  table  indicates  the  cost  under  present  law. as  well  as  under  a  modified 
theoretical  system  in  which  average  benefits  awarded  at  retirement  are  assumed 
to  increase  after  1976  at  about  the  same  rate  as  average  earnings.  In  this  modi- 
fied theoretical  system  it  is  also  assumed,  as  is  true  in  present  law.  that  after 
retirement,  benefits  will  be  increased  automatically  to  keep  up  with  increases 
in  CPI.  The  new  theoretical  system  is  assumed  to  apply  to  individuals  who 
attain  age  62,  die  or  become  disabled  after  1976.  These  individuals  would  have 
a  choice  between  the  new  procedure  for  computing  benefits  or  the  procedure  and 
benefit  table  in  the  law  at  the  end  of  1976. 

APPENDIX  TABLE  E.-ESTI MATED  LONG-RANGE  AVERAGE-CURRENT-COST  i  OF  OLD-AGE,  SURVIVORS,  AND 
DISABILITY  INSURANCE  SYSTEM  AS  PERCENT  OF  TAXABLE  PAYR0LL,2  UNDER  VARIOUS  CPI  ASSUMPTIONS  .3 
PRESENT  LAW  AND  MODIFIED  THEORETICAL  SYSTEM  < 

iln  percent] 


System 


Estimated  under  assumptions  of — ^ 

5-3  6-4  7-5 


25-yr  period: 

Present  law 11-39  11.42 

Modified  theoretical 11-43  11.31 

50-yr  period: 

Present  law 2.93  13.50 

Modified  theoretical --- ---  12-57  1Z.43 

75-yr  period: 

Present  law 14.93  16.26 

Modified  theoretical - 14- 00  13.83 


11.47 
11.20 

14.10 
12.30 

17.68 
13.67 

1  "Average-current-cost"  represents  the  arithmetic  average  of  expenditures  as  percent  of  taxable  payroll  for  the  period 
and  includes  the  cost  of  increasing  the  funds  on  hand  to  1  yr's  expenditures  by  the  end  of  the  valuation  period. 

2  Payroll  is  adjusted  to  take  into  account  the  lower  contribution  rates  on  self-employment  income,  on  tips,  and  on  multiple- 
employer  "excess  wages"  as  compared  with  the  combined  employer-e-^ployee  rate. 

3  The  initial  value  in  each  set  refers  to  the  assumed  annual  percent  increases  after  1980  in  average  earnings,  while  the 
2d  value  in  each  set  refers  to  the  assumed  percent  increases  after  1980  in  CPI.  Higher  assumptions  are  usej  in  the  19/i- 
80  period. 

« See  text  for  brief  description  of  theoretical  system. 
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As  shown  in  appendix  table  E  the  average-cost  of  the  old-age,  survivors,  and 
disability  insurance  system  over  a  75-year  period  under  present  law  is  highly 
sensitive  to  changes  in  CPI  assumptions.  However,  under  the  modified  theoretical 
system  the  average-cost  would  be  significantly  less  sensitive  to  CPI  assumptions. 
'  It  will  be  noted  that  under  the  modified  theoretical  system  the  average-cost 
decreases  with  increases  in  CPI.  This  is  due  in  large  part  to  specific  assumptions 
used  in  this  case  in  which  there  is  a  lag  between  the  increases  in  earnings  and 
the  assumed  increases  in  average  awarded  benefits.  Normally,  costs  are  com- 
puted as  a  percent  of  ithe  taxable  payroll  in  the  year,  while  awarded  benefits 
normally  are  based  on  earnings  in  years  prior  to  retirement. 

A  very  significant  element  in  appendix  table  E  is  the  fact  that  over  the  rest  of 
this  century,  that  is,  for  the  next  25-year  period,  the  average-cost  of  the  old-age, 
survivors,  and  disability  insurance  system  will  be  essentially  the  same  (11.2  to 
11.5  percent  of  taxable  payroll)  regardless  of  the  CPI  assumption  or  of  a  possible 
modification  in  the  procedure  for  computing  benefits. 

Appendix  table  F  shows  the  average-cost  over  periods  of  25  years,  50  years 
and  75  years  under  three  alternative  assumptions  of  annual  increases  in  average 
real  earnings  of  11/2  percent,  2  percent  and  2%  percent.  In  each  case  the  annual 
increases  in  average  earnings  of  oVo  percent,  6  percent,  and  6i/^  percent.  The 
table  indicates  the  cost  under  the  present  law  as  well  as  under  the  modified 
theoretical  system  previously  discussed. 

APPENDIX  TABLE  F.-ESTIMATED  LONG-RANGE  AVtRAGE-CURRENT-COST '  Of  OLD-AGE,  SURVIVORS,  AND 
DISABILITY  INSURANCE  SYSTEM  AS  PERCENT  OF  TAXABLE  PAYROLL  2  UNDER  VARIOUS  REAL  EARNINGS 
ASSUMPTI0NS,3  PRESENT  LAW  AND  MODIFIED  THEORETICAL  SYSTEM* 

|ln  percent] 


Estimated  under  assumptions  of- 


System 


5M 


6-4 


J^-4 


25-yr  period: 

Present  law 

Modified  theoretical. 
50-yr  period: 

Present  law 

Modified  theoretical. 
75-yr  period: 

Present  law 

Modified  theoretical. 


11.95 
11.58 

14.83 
12.80 

18.59 
14.27 


11.42 
11.31 

13.50 
12.43 

16.26 
13.83 


10.93 
11.04 

12.32 
12.08 

14.30 
13.42 


•  "Average-current-cost"  represents  the  arithmetic  average  of  expenditures  as  percent  of  taxable  payroll  for  the  period 
and  includes  the  cost  of  increasing  the  funds  on  hand  to  1  yr  expenditures  by  the  end  of  the  valuation  period. 

2  Payroll  is  adjusted  to  take  into  account  the  hwer  contribution  rates  on  self-employment  income,  on  tips,  and  on  multiple- 
employer  "excess  wages"  as  compared  with  the  combined  employer-employee  rate. 

3  The  mitial  value  in  each  set  refers  to  the  assumed  annual  percent  increases  after  1930  in  average  earnings,  while  the 
2d  value  in  each  set  refers  to  the  assumed  percent  increases  after  1930  in  CPI.  Higher  assumptions  are  used  in  the  1975-80 
period. 

*  See  tezt  for  brief  description  of  theoretical  system. 

As  shown  in  appendix  table  F  the  average-current-cost  of  the  old-age,  survivors, 
and  disability  insurance  system  over  a  75-year  period  is  highly  sensitive  to 
changes  in  the  assumed  increases  in  average  real  earnings.  For  a  modified  theo- 
retical system  the  sensitivity  would  be  significantly  reduced. 

For  the  next  25-year  period,  that  is,  for  the  remainder  of  this  century,  the 
average-cost  under  present  law  would  vary  by  about  V2  percent  of  taxable  pay- 
roll for  every  1/2  percent  change  in  annual  increases  in  average  real  earnings. 
Under  the  modified  theoretical  system  the  changes  in  the  25-year  average-cost 
would  be  equivalent  to  about  i^  percent  of  taxable  payroll  for  each  1/2  percent 
change  in  annual  increases  in  average  real  earnings.  It  should  be  observed  that 
in  all  instances  the  average-cost  over  the  next  25  years  is  higher  than  the  tax 
rate  in  present  law  of  9.9  percent  of  taxable  payroll  that  is  scheduled  for  the 
period. 
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(8)    SENSITIVITY  TO  DEMOGRAPHIC  ASSUMPTIONS 

This  subparagraph  contains  a  brief  analysis  of  the  sensitivity  of  the  cost 
projections  to  ct»anges  in  the  demographic  assumptions.  The  assumptions  tested 
are  those  regarding  the  projected  ultimate  total  fertility  rates  and  the  annual 
level  of  net  migration.  All  other  assumptions  and  all  formulae  and  procedures 
remained  the  same  as  those  used  in  the  preparation  of  the  cost  estimates  under 
the  central  set  of  economic  assumptions. 

Appendix  table  G  shows  the  average-current-cost  over  periods  of  25  years, 
50  years,  and  75  years  under  the  central  set  of  economic  assumptions  with  three 
alternative  assumptions  of  ultimate  total  fertility  rates  of  1.7  children  per 
woman,  2.1  children  per  woman,  and  2.5  children  per  woman.  The  table  indicates 
the  cost  under  the  present  law  as  well  as  under  the  modified  theoretical  system 
previously  discussed. 

APPENDIX  TABLE  G.-ESTIMATED  LONG-RANGE  AVERAGE-CURRENT  COST  i  OF  OLD-AGE,  SURVIVORS,  AND  DISA- 
BILITY INSURANCE  SYSTEM  AS  PERCENT  OF  TAXABLE  PAYROLL,  2  UNDER  VARIOUS  FERTILITY  ASSUMPTIONS,  s 
PRESENT  LAW  AND  MODIFIED  THEORETICAL  SYSTEM* 

[In  percent) 


Estimate  under  assumed  fertility  of — ^ 
System 


25-yr  period: 

Present  law 

Modified  theoretical. 
50-yr  period: 

Present  law 

Modified  theoretical . 
75-yr  period: 

Present  law.. 

Modified  theoretical. 


1.7 

2.1 

2.5 

11.40 

11.42 
11.31 

13.50 
12.43 

16.26 
13.83 

11.43 

11.28 

11.32 

13.80 

13.23 

12.68 

12.21 

17.72 

15.19 

14.95 

13.00 

'  "Average-current-cost"  reiresents  the  arithmetic  average  of  expenditures  as  percent  of  taxable  payroll  for  the  period 
and  includes  tie  cost  of  increasing  the  funds  on  hani  to  one  year's  expenoitures  by  the  end  of  the  valuation  panod. 

2  Payroll  is  adjusted  to  take  into  account  tne  lower  contti  ution  rates  on  self-employment  income,  on  tips,  and  on  mul- 
tiple-employer "excess  wages"  as  compared  with  the  combined  employer-employee  rate. 

3  These  assumptions  refer  to  the  ultimate  total  fetrility  rate  which  is  in  terms  of  number  of  children  per  woman  during 
her  lifetime.  In  all  cases  the  rate  is  assumed  to  start  from  its  1974  level  and  to  move  gradually  to  the  ultimate  level  which 
would  be  attained  by  the  year  2005. 

«  See  text  for  brief  description  of  theoretical  system. 

5  Calculated  under  the  central  set  of  economic  assumptions  of  annual  increases  after  1980  of  6  percent  in  average  p^rn- 
ngs  and  4  percent  in  CPI.  Higher  assumptions  are  used  in  the  1975-80  period. 

As  shown  in  appendix  table  G  the  average-current-cost  over  a  75-year  period 
of  the  old-age,  survivors,  and  disability  insurance  system  under  either  present 
law  or  the  theoretical  system  is  highly  sensitive  to  changes  in  fertility  assump- 
tions. 

Over  the  next  25  years  the  average-cost  under  either  system  would  be  slightly 
lower  with  assumed  fertility  and  higher  with  higher  assumed  fertility,  which  is 
opposite  to  the  effect  over  the  75-year  period.  This  is  due  to  the  lower  (or  higher) 
survivor  and  dependent  children  benefits  that  would  be  payal»le  during  the  25- 
year  period,  which  would  not  be  offset  by  a  lower  (or  higher)  number  of  workers 
in  the  period. 

It  is  clear  from  this  table  that  for  the  next  25-year  period  regardless  of  future 
fertility  the  average-cost  of  the  old-age,  survivors,  and  disability  insurance  sys- 
tem will  be  significantly  higher  than  the  tax  rate  of  9.9  percent  of  taxable  payroll 
scheduled  in  present  law. 

Appendix  table  H  shows  the  average-cost  over  periods  of  25  years,  50  years, 
and  75  years  under  three  alternative  assumptions  of  annual  net  migration  of 
300,000  persons,  400,000  persons,  and  500,000  persons.  The  table  indicates  the 
cost  under  the  present  law  as  well  as  under  the  modified  theoretical  system 
previously  discussed. 
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APPENDIX  TABLE  H.-ESTIMATED  LONG-RANGE  AVERAGE-CURRENT  COST  i  OF  OLD-AGE,  SURVIVORS  AND  DISA- 
BILITY INSURANCE  SYSTEM  AS  PERCENT  OF  TAXABLE  PAYROLL,  J  UNDER  VARIOUS  MIGRATION  ASSUMPTIONS^* 
PRESENT  LAW  AND  MODIFIED  THEORETICAL  SYSTEM* 

|ln  percent] 


Estimated  under  assumed  migration  of—' 
System  300,000  400,000  500,  OOp 


25-yr  period: 

Presentlaw _ _  11.48  11.42  11.37 

Modified  theoretical __ _ 11.37  11.31  11.26 

50-yr  period: 

Presentlaw 13.61  13.50  13.40 

Modified  theoretical _ 12.53  12.43  12.33 

75-yr  period; 

Presentlaw 16.43  16.26  16  10 

Modified  theoretical 13.97  13.83  13  70 


'  "Average-current-cost"  represents  the  arithmetic  average  of  expenditures  as  percent  of  taxable  payroll  for  the  period 
and  includes  the  cost  of  increasing  the  funds  on  hand  to  1  yr's  expenditures  by  the  end  of  the  valuation  period. 

2  Payroll  is  adjusted  to  take  into  account  the  lower  contribution  rates  on  self-employment  income,  on  tips,  and  on  mul- 
tiple-employer "excess  wages"  as  compared  with  the  combined  employer-employee  rate. 

3  These  refer  to  the  annual  net  migration  which  would  be  applicable  to  all  future  years.  The  distribution  by  age  and  sex 
of  these  immigrants  is  assumed  to  be  identical  to  that  in  the  preferred  central  set  of  assumptions. 

<See  text  for  brief  description  of  theoretical  system. 

'  Calculated  under  the  central  set  of  economic  assumptions  of  annual  increases  after  1980  of  6  percent  in  average  earn- 
ings and  4  percent  in  CPI.  Higher  assumptions  are  used  in  the  1975-80  period. 

As  shown  in  appendix  table  H  tlie  average-current-cost  over  all  periods  is  rela- 
tively insensitive  to  changes  in  migration  assumptions.  This  is  the  ease  under 
present  law  as  well  as  under  the  modified  theoretical  system. 
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Appendix  B. — Determixatiox  axd  Axxouxcemext  of  Social  Secu- 
rity    COXTRIBUTION     AND     BeXEFIT     BaSE    AXD     ReTIREMEXT    TeST 

Exempt  Amouxt  for  1975  ^ 

Pursuant  to  authority  contained  in  sections  203(f)  (8)  and  230  of  tlie  Social 
Security  Act  (42  U.S.C.  403(f)  (8)  and  430),  as  amended  by  section  3(j)  and  (k) 
of  Public  Law  93-233,  enacted  December  31,  1973,  I  hereby  determine  and  an- 
nounce that  the  contribution  and  benefit  base  with  respect  to  remuneration  paid 
in,  and  taxable  years  beginning  in  1975  shall  be  $14,100  and  the  monthly  exempt 
amount  under  the  retirement  test  shall  be  $210  with  respect  to  taxable  years 
ending  in  calendar  year  1975. 

There  follows  a  statement  of  the  actuarial  bases  employed  in  arriving  at  the 
amounts  of  $210  and  $14,100  for  the  retirement  test  monthly  exempt  amount  and 
the  contribution  and  benefit  base,  respectively,  for  the  calendar  year  1975. 

In  determining  each  of  the  1975  amounts,  the  law  specifies  a  formula  which 
automatically  produces  a  mathematical  result  based  upon  reported  statistics. 

Section  203(f)  (8)  of  the  Act  provides  that  the  retirement  test  monthly  exempt 
amount  for  1975  shall  be  equal  to  the  1974  amount  of  $200  multiplied  by  the  ratio 
of  (1)  the  average  amount,  per  employee,  of  the  taxable  wages  of  all  employees 
reported  under  the  program  for  the  first  calendar  quarter  of  1974  to  (2)  the 
average  amount  of  such  wages  reported  for  the  first  calendar  quarter  of  1973. 
The  section  further  provides  that  if  the  amount  so  determined  is  not  a  multiple 
of  $10,  it  shall  be  rounded  to  the  nearest  multiple  of  $10. 

Similarly,  section  230  of  the  Act  provides  that  the  contribution  and  benefit 
base  for  1975  shall  be  equal  to  the  1974  amount  of  $13,200  multiplied  by  the  ratio 
of  (1)  the  average  amount,  per  employee,  of  the  taxable  wages  of  all  employees 
reported  under  the  program  for  the  first  calendar  quarter  of  1974  to  (2)  the 
average  amount  of  such  wages  reported  for  the  first  calendar  quarter  of  1978. 
The  section  further  provides  that  if  the  amount  so  determined  is  not  a  multiple 
of  $300,  it  shall  be  rounded  to  the  nearest  multiple  of  $300. 

The  data  used  to  make  the  necessary  computations  of  such  average  taxable 
wages  were  derived  from  reports  submitted  to  the  Social  Security  Administration 
of  taxable  wages  paid  to  employees  by  their  employers.  Each  quarter,  taxable 
wages  are  posted  to  the  record  of  earnings  of  each  individual  employee  for 
whom  wages  were  reported.  These  records  are  referred  to  hereinafter  as  Summary 
Earnings  Records.  As  the  wages  were  posted  to  the  Summary  Earnings  Records, 
the  data  were  tabulated  on  a  100-percent  basis  to  obtain  the  total  amount  of 
reported  taxable  wages  and  the  total  number  of  employees  for  whom  such  wages 
were  reported. 

Because  of  the  requirement  in  the  law  that  the  foregoing  determinations  be 
made  on  or  before  November  1,  1974,  the  tabulated  data  on  taxable  wages 
reported  for  the  first  calendar  quarter  of  1974  were  necessarily  limited  to  those 
wages  that  were  reported  and  posted  to  the  Summary  Earnings  Records  by  the 
end  of  the  quarterly  updating  operations  completed  in  September  1974.  In  order 
that  the  required  ratio  referred  to  above  be  based  on  data  reflecting  comparable 
reporting  and  posting  periods,  the  tabulated  data  on  taxable  wages  reix)rted  for 
the  first  calendar  quarter  of  1973  were  limited  to  those  wages  that  were  reported 
and  posted  to  the  Summary  Earnings  Records  by  the  end  of  the  quarterly  updat- 
ing operations  completed  in  September  1973. 


J^Thls  statement  was  published  In  the  Federal  Register  for  October  31,  1974   (Vol.  39. 
No.  211,  pp.  38406-7). 
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About  70.6  million  employees  had  taxable  wages  reported  for  the  first  calendar 
quarter  of  1973  that  were  posted  to  the  Summary  Earnings  Records  by  the  end 
of  September  1973,  and  the  average  amount  of  their  taxable  wages  was  $1,895.04 
per  employee.  The  corresponding  number  of  employees  and  average  amount  of 
taxable  wages  for  the  first  calendar  quarter  of  1974  were  71.1  million  and 
$2,007.69,  respectively.  The  ratio  of  average  taxable  wages  reported  for  the  first 
quarter  of  1974  to  average  taxable  wages  rei>orted  for  the  first  quarter  of  1973  is 
therefore  1.059445. 

Multiplying  the  1974  retirement  test  monthly  exempt  amount  of  $200  by  the 
ratio  of  l'.059445  produces  the  amount  of  $211.89,  which  must  then  be  rounded  to 
$210.  Accordingly,  the  retirement  test  exempt  amount  for  taxable  years  ending 
in  calendar  year  1975  i*^  $210  on  a  monthly  basis,  or  $2,520  on  an  annual  basis. 

Multiplying  the  1974  contribution  and  benefit  base  of  $13,200  by  the  ratio  of 
1.059445  produces  the  amount  of  $13,984.67,  which  must  then  be  rounded  to 
$14,100.  Accordingly,  the  contribution  and  benefit  base  for  remuneration  paid  in, 
and  taxable  years  beginning  in,  calendar  year  1975  is  $14,100. 
Dated :  October  29,  1974. 

Caspar  W.  Weinberger, 

Secretary. 


Mr.  BuKKE.  The  subcoinmittee  is  adjourned. 

[Whereupon,  at  4:45  p.m.,  tlie  subcoinmittee  adjourned,  to  recon- 
vene on  Wednesday,  Ma\'  14,  1975.] 
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FINANCING  THE  SOCIAL  SECURITY  SYSTEM 


WEDNESDAY,   MAY   14,    1975 

House  of  Representatives, 
Subcommittee  on  Social  Security 
OF  THE  Committee  on  Ways  and  Means, 

Washington,  D.C. 

The  subcommittee  met  at  1:10  p.m.,  pursuant  to  notice  in  room 
H-208,  the  Capitol,  Hon.  James  A.  Burke  (chairman  of  the  sub- 
committee) presiding. 

Mr.  Burke.  The  subcommittee  will  be  in  order. 

The  purpose  of  today's  hearing  is  to  receive  testimony  from  repre- 
sentatives of  the  latest  Social  Security  Advisory  Council. 

The  Social  Security  Act  provides  for  the  establishment  of  a  new 
Social  Security  Advisory  Council  every  4  years  in  order  to  make 
known  to  the  Congress  the  views  of  outstanding  citizens  representing 
the  interests  of  workers,  employers,  and  the  general  public,  concerning 
the  broad  purposes  of  the  social  security  system.  Some  of  the  most 
important  changes  in  the  law  that  have  contributed  to  the  develop- 
ment of  the  social  security  program  have  emanated  from  the  individual 
advisory  councils  that  have  existed  in  the  past.  I  am  sure  that  the 
work  of  the  latest  advisory  council  will  prove  to  offer  important 
contributions  to  the  development  of  solutions  to  the  problems  now 
facing  the  social  security  system. 

I  regret  to  announce  that  one  of  the  panelists  who  was  to  have 
appeared  today  according  to  our  original  announcement,  our  close 
and  esteemed  former  colleague,  John  W.  Byrnes,  is  unable  to  be  here 
for  medical  reasons,  which  I  hope  are  not  too  serious,  but  which  are 
unavoidable. 

We  have  also  had  another  last-minute  cancellation,  Dr.  Arnold  R. 
Weber,  who  is  not  able  to  appear  today. 

I  now  recognize  Mr.  W.  Allen  Wallis,  chancellor  of  the  University 
of  Rochester,  and  also  the  chairman  of  the  advisory  council. 

I  understand  that  with  you  will  be  J.  W.  Van  Gorkom,  president. 
Trans  Union  Corp.,  Lincolnshire,  111.;  Rudolph  Danstedt,  assistant 
to  the  president,  National  Council  of  Senior  Citizens;  and  J.  Henry 
Smith,  retired  chairman  of  the  board,  Equitable  Life  Assurance 
Society  of  the  United  States. 

You  gentlemen  may  all  join  us  at  the  table. 
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PANEL  CONSISTING  OF  MEMBERS  OF  THE  SOCIAL  SECURITY  AD- 
VISORY COUNCIL:  W.  ALLEN  WALLIS,  CHAIRMAN  (CHANCELLOR, 
UNIVERSITY  OF  ROCHESTER,  N.Y.) ;  J.  W.  VAN  GORKOM,  MEMBER 
(PRESIDENT,  TRANS  UNION  CORP.,  LINCOLNSHIRE,  ILL.); 
RUDOLPH  DANSTEDT,  MEMBER  (ASSISTANT  TO  THE  PRESIDENT, 
NATIONAL  COUNCIL  OF  SENIOR  CITIZENS) ;  AND  J.  HENRY  SMITH, 
MEMBER  (RETIRED  CHAIRMAN  OF  THE  BOARD,  EQUITABLE  LIFE 
ASSURANCE  SOCIETY  OF  THE  UNITED  STATES) 

Mr.  Cotter.  Do  we  have  all  the  testimony  here?  I  have  only  three. 

Mr.  Burke.  Mr.  Wallis,  have  you  brought  copies  of  your  testimony 
with  you? 

Mr.  Wallis.  I  left  them  over  at  the  main  office.  I  am  sorry.  They 
did  tell  me  to  bring  them  over  here. 

Mr.  Burke.  We  will  send  for  them;  that's  all  right. 

You  are  recognized,  Mr.  Wallis. 

STATEMENT  OF  W.  ALLEN  WALLIS 

Mr.  Wallis.  Thank  you,  Mr.  Chairman. 

The  1974  Advisory  Council  on  Social  Security,  of  which  I  had  the 
honor  of  being  chairman,  had  only  8  months  for  its  work  instead  of 
the  usual  20  months  or  so.  We,  therefore,  focused  our  attention  on 
comparatively  few  topics.  The  most  important  of  these  were  financial, 
the  subject  of  today's  session. 

At  our  first  meeting,  on  May  3  and  4,  1974,  a  Subcommittee  on 
Financing  was  appointed.  The  chairman  was  Jerome  W.  Van  Gorkom 
of  Lake  Forest,  111.,  president  of  the  Trans  Union  Corp.  There  were 
three  other  members:  Rudolph  T.  Danstedt  of  Bethesda,  Md.,  as- 
sistant to  the  President  of  the  National  Council  of  Senior  Citizens; 
Elizabeth  C.  Norwood  of  Washington,  D.C.,  assistant  research  director 
of  the  Eastern  Conference  of  Teamsters;  and  J.  Henry  Smith  of 
Maplewood,  N.J.,  chairman  of  the  board  of  the  Equitable  Life  As- 
surance Society  of  the  United  States. 

The  Subcommittee  on  Finance  had  a  panel  of  five  actuarial  and 
economic  consultants.  They  were  Phillip  Cagan,  professor  of  economics 
at  Columbia  University,  New  York,  N.Y.;  Martin  Feldstein,  pro- 
fessor of  economics  at  Harvard  University,  Cambridge,  Mass. ;  Robert 
J.  Myers,  professor  of  acturial  science  at  Temple  University,  Phila- 
delphia, Pa.;  Charles  E.  Trowbridge,  senior  vice  president  and  chief 
actuary,  the  Bankers  Life,  Des  Moines,  Iowa;  and  Howard  Young, 
consulting  actuary  and  special  consultant  to  the  president  of  the 
United  Auto  Workers,  Detroit,  Mich.  Mr.  Myers  and  Mr.  Trowbridge 
each  was  formerly  Chief  Actuary  of  the  Social  Security  Administration. 

I  understood  that  Mr.  Van  Gorkom,  Mr.  Danstedt,  and  Mr.  Smith 
are  expected  to  present  statements  today.  In  addition,  three  of  our  con- 
sultants are  expected  to  appear  tomorrow,  Mr.  Feldstein,  Mr.  Myers, 
and  Mr.  Young.  I  will  confine  this  statement  to  some  general  remarks. 

Few  people  understand  that  social  security  is  on  a  pay-as-you-go 
basis.  Most  people  think  that  the  taxes  paid  by  them  and  their  em- 
ployers, for  which  the  Government  uses  the  euphemism  "contribu- 
tions," result  in  funds  being  accumulated  to  their  individual  accounts, 
from  which  their  benefits  eventually  will  be  paid. 
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In  fact,  the  so-called  "contributions"  are  a  special  tax  earmarked 
for  certain  specific  governmental  expenditures,  in  much  the  same  way 
that  the  Federal  tax  on  gasoline  is  earmarked  for  specific  purposes. 

Social  security  taxes  when  received  by  the  Government  are  not  set 
aside  for  the  person  who  paid  them  nor  credited  to  an  account  in  his 
name.  Instead,  they  are  paid  out  immediately  to  someone  who  is 
already  drawing  benefits.  Social  security  taxes  are  imposed  for  the 
benefit  of  those  already  on  the  rolls,  not  for  the  benefit  of  those  who 
pay  them.  Correspondingly,  when  a  person  is  drawing  benefits,  they 
are  not  a  return  of  money  he  and  his  employers  paid  in  earlier  but 
taxes  collected  for  his  benefit  from  those  still  working  and  their 
employers. 

The  fact  that  social  security  is  on  a  pay-as-you-go  basis  is  under- 
stood so  widely  and  thoroughly  here  in  Congress  and  at  the  Social 
Security  headquarters  in  Baltimore,  that  it  is  not  realized  how  widely 
and  thoroughly  it  is  misunderstood  outside  in  the  real  world.  Much 
confusion  and  concern  about  the  future  of  social  security  would  be 
dispelled  if  the  public  understood  that  the  purpose  of  social  security 
taxes  is  to  provide  benefits  now  to  those  who  already  have  retired  or 
otherwise  qualified  for  benefits,  and  that  the  source  of  funds  for 
benefits  is  taxation  of  those  still  working  and  their  employers. 

Once  this  is  understood,  it  is  clear  that  whether  one  will  get  his 
social  security  benefits  when  he  qualifies  is  simply  a  question  of  whether 
enough  taxes  will  be  levied  and  collected  at  that  time.  The  availability 
of  funds  to  pay  benefits  has  almost  no  relation  to  what  was  paid  in 
or  to  the  trust  funds.  The  trust  funds  simply  represent  working 
balances  needed  because  income  and  outgo  are  not  equal  day-by-day, 
week-by-week,  month -by-month,  or  even  year-by-year.  How  large 
the  trust  funds  need  to  be  depends  on  how  great  are  the  short-run 
imbalances  between  income  and  outgo,  and  how  long  it  would  take 
Congress  to  enact  remedial  legislation  to  correct  a  long-run  imbalance. 

Once  the  pay-as-you-go  nature  of  the  System  is  understood,  it  is 
easy  to  see  that  the  short-run  and  long-run  financial  problems  of 
of  social  security  are  entirely  different. 

For  the  rest  of  this  century,  the  main  problem  is  that  the  present 
level  of  taxes  is  insufficient  to  cover  the  present  level  of  benefits.  An 
important  part  of  the  deficiency  results  from  the  method  used  to 
adjust  benefits  for  inflation.  The  adjustment  is  made  in  a  way  that 
under  current  conditions  will  overadjust  benefits  as  prices  rise.  This 
can  be  corrected  in  a  straightforward  way,  which  we  recommend. 

Beginning  in  the  early  part  of  the  next  century,  the  problem  will 
be  that  there  will  be  many  more  old  people  in  proportion  to  people 
still  working.  Whereas  there  are  now  30  people  to  be  supported  by 
each  100  working  people,  there  will  eventually  be  45  to  be  supported 
by  each  100.  The  "baby  boom"  of  1940-65  will  result  in  a  retirement 
boom  from  2005  to  2030.  The  "bu-th  dearth"  since  1965  means  that 
beginning  about  1985  and  lasting  until  at  least  1995 — and  as  much 
longer  as  the  birth  dearth  continues  after  1975 — there  will  be  a  drop 
in  the  ratio  of  working  people  to  retired  people.  Thus,  if  benefits 
are  maintained,  taxes  will  have  to  rise  about  50  percent. 

The  Council  recommended,  as  have  previous  councils,  that  social 
security  benefits  should  continue  to  be  related  to  earnings.  It  recom- 
mended a  simplified  and,  I  believe,  generally  improved  formula  for 
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relating  benefits  to  earnings.  This  formula  need  not  change  the  level 
of  benefits. 

The  Council  also  recommended,  again  like  earlier  councils,  that 
benefits  should  continue  to  be  financed  entirely  from  a  tax  on  earnings 
rather  than  partly  from  general  taxes.  As  with  earlier  councils,  a 
minority  dissented  from  this  recommendation  and  favored  the  use  of 
general  taxes  for  part  of  the  benefits. 

In  order  to  protect  the  principle  of  financing  earnings-related  bene- 
fits by  earnings-related  taxes,  the  Council  recommended  that  some 
present  benefits  which  are  not  related  to  earnings  not  be  financed  from 
payroll  taxes.  Of  the  several  benefits  that  would  be  removed  from  pay- 
roll-tax financing  under  this  recommendation,  the  most  significant 
is  medicare.  The  1.8-percent  payroll  tax  now  collected  for  medicare 
would,  if  released  for  earnings-related  social  security  benefits,  be  suffi- 
cient, after  correcting  the  method  of  adjusting  benefits  for  inflation, 
to  balance  income  and  outgo  for  some  time  to  come. 

The  final  point  on  which  I  wish  to  comment  is  the  Council's  rec- 
ommendation that,  as  a  foundation  for  the  next  council's  work,  there 
should  be  a  comprehensive  study  by  a  non-Government  body  of  such 
fundamental  issues  as  full  reserve  funding  versus  current  cost  financ- 
ing; the  effects  of  social  security  on  productivity,  capital  formation, 
and  private  savings;  the  relationship  between  private  pensions  and 
social  security;  the  appropriate  size  of  the  trust  funds;  and  other  basic 
issues. 

No  council  of  this  kind  can  carry  out  that  type  of  research.  Indeed, 
research  is  not  properly  a  function  of  such  a  council.  Instead,  a  council 
ought  to  be  able  to  draw,  to  the  extent  that  it  finds  appropriate,  on  a 
body  of  research  relevant  to  the  policy  issues  with  which  councils 
should  deal. 

Another  reason  for  such  a  study  is  that  the  Social  Security  System 
has  never  so  far  as  I  know  been  subjected  to  a  totally  independent, 
detailed  scrutiny  of  all  of  its  actuarial,  statistical,  and  technical  as- 
sumptions and  procedures.  The  trustees'  reports  and  the  reports  of 
advisory  councils  have  relied  ultimately  on  the  data  and  analyses 
of  present  or  former  members  of  the  social  security  staff.  No  one  else 
is  competent  enough,  and  the  trustees  and  councils  do  not  have  enough 
time  for  completely  fresh  people  to  develop  competence  comparable 
with  that  of  those  who  have  had  long  experience  with  social  security. 

This  is  not  to  impugn  in  the  slightest  the  competence,  integrity,  and 
dedication  of  the  social  security  staff.  On  the  contrary,  the  Council  had 
the  highest  respect  for,  confidence  in,  and  even  admiration  for  the 
staff.  But  a  review  or  audit  needs  to  be  independent,  for  truly  inde- 
pendent reviews  and  audits  have  a  value  that  simply  cannot  be  at- 
tained without  total  independence. 

The  situation  is  in  some  ways  like  that  with  data  on  the  Russian 
economy  20  years  ago.  There  were  numerous  American  experts 
working  at  different  institutions  and  reaching  generally  consistent 
conclusions.  The  then-Chairman  of  the  Council  of  Economic  Advisors 
noticed,  however,  that  all  the  experts  had  been  trained  alike  and  had 
been  closely  associated.  He  therefore  arranged  for  a  foundation  grant 
to  a  private  institution  which  had  never  studied  the  Russian  economy, 
in  order  to  bring  in  an  outstanding  economist  who  had  never  studied 
the  Russian  economy  and  to  start  from  scratch  to  study  the  Russian 
economy.  The  resulting  findings,  while  they  took  more  time  than 
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would  have  been  needed  by  those  already  in  the  field,  brought  about 
important  revisions  in  our  understanding  of  the  Russian  economy. 

In  the  next  few  years  Congress  and  the  public  will  focus  more 
attention  on  social  security  than  it  has  ever  received  before.  It  is 
important  that  completely  independent  evaluations  and  analyses  be 
available,  and  this  is  by  no  stretch  of  the  imagination  a  reflection  on 
the  present  small  group  of  social  security  experts.  In  addition,  many 
basic  issues  should  be  studied  that  are  outside  the  scope  and  compe- 
tence of  the  Social  Security  Administration.  The  System  is  now  40 
years  old,  and  personally  I  attach  great  urgency  to  an  independent, 
detailed,  thorough,  objective,  nongovernmental  review.  Every  effort 
should  be  made  to  have  it  completed  in  time  for  the  1978  Advisory 
Council  to  use  its  findings. 

Thank  you. 

Mr.  Burke.  Thank  you,  Mr.  Wallis. 

Now  I  believe  what  we  should  do  is  have  all  the  members  of  the 
panel  make  their  statements  and  then,  after  they  complete  their 
statements,    the  subcommittee  will  have   questions. 

We  will  now  hear  from  J.  W.  Van  Gorkom. 

STATEMENT  OE  J.  W.  VAN  GORKOM 

Mr.  Van  Gorkom.  Well,  I  am  not  going  to  read  my  statement.  I 
think  you  can  do  that  in  your  spare  time. 

Mr.  Burke.  Without  objection,  your  entire  statement  will  appear 
in  the  record. 

You  may  summarize  your  position. 

[The  statement  follows:] 

Statement  of  J.  W.  Van  Gorkom 

Social  Security  is  divided  into  Medicare  and  Old  Age  Survivors  and  Disability 
Insurance  (OASDI).  I  shall  confine  my  remarks  to  OASDI. 

One  cannot  really  understand  OASDI  unless  he  realizes  that  it  is  only  one  part 
of  a  three-part  system  to  replace  wages  lost  by  retirement,  death  or  disability.  The 
three  parts  are: 

1.  A  fully  contributory  plan  (OASDI). 

2.  Private  means  (individual  savings  and  private  pensions). 

3.  Noncontributory  plans  based  on  demonstrated  need  (an  example  is  Supple- 
mental Security  Income). 

AH  three  are  necessary  if  the  job  is  to  be  done  adequately,  efficiently  and  with  the 
least  harm  to  the  capital  forming  process  in  our  country.  Each  has  its  special  part 
to  play. 

The  most  important  single  criterion  of  a  wage-replacement  system  is  the 
"replacement  ratio."  This  is  simply  the  relationship  between  a  worker's  monthly 
benefit  and  the  wage  he  earned  just  before  he  retired,  died  or  was  disabled.  At 
present,  OASDI  produces  replacement  ratios  ranging  from  about  60%  for  the 
lowest  paid  worker  to  about  30%  for  the  highest  paid  worker. 

Are  these  ratios  adequate?  Actually  no  definitive  work  has  ever  been  done  on 
that  question  for  the  simple  reason  that  until  now  the  basic  philosophy  has  been 
"more  is  better,"  and  this  could  very  well  have  been  true.  Today  the  question  is 
somewhat  academic  because  the  ratios  are  limited  by  the  financial  capacity  of  the 
system.  Some  argue  strenuously  that  low-paid  workers  cannot  absorb  a  further 
increase  in  the  OASDI  tax  and  this  would  then  limit  the  benefits  that  can  be  paid. 
That  is  probably  only  a  temporary  problem  for  the  low-paid  worker,  created  by 
the  recent  phenomenon  of  price  rises  exceeding  wage  increases  by  a  substantial 
margin. 

The  important  fact  is  that  the  inability  of  OASDI  to  provide  higher  replacement 
ratios  does  not  represent  a  failure  of  OASDI.  That  system  is  a  fully  contributory 
system  and  no  such  system  can  provide  unlimited  benefits.  They  must  necessarily 
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be  limited  by  the  ability  of  the  contributors  to  support  the  benefits.  If  higher 
amounts  are  required  for  some  beneficiaries  and  the  tax  cannot  be  increased,  the 
additional  benefits  should  come  from  one  of  the  other  two  parts  of  the  system. 
That  is  exactly  why  they  exist:  to  supplement  the  contributory  part  of  the 
system. 

Even  at  replacement  ratios  between  60%  and  30%,  OASDI  wiU  stiU  provide 
adequate  benefits  for  many  millions  of  people.  Other  millions  will  have  private 
means  to  supplement  their  Social  Security  benefits.  If  there  are  still  others  who 
require  additional  benefits  for  survival,  then  they  can  be  provided  from  non- 
contributory  plans.  There  is  absolutely  no  reason  to  convert  the  contributory 
element  (OASDI)  into  a  noncontributory  element  by,  for  example,  using  general 
revenues  in  OASDI.  It  was  realized  from  the  beginning  that  OASDI  could  not  do 
the  job  by  itself,  and  that  supplemental,  noncontributory  systems  would  have  to 
exist  alongside  OASDI  and  private  means  as  the  three  basic  parts  of  the  nation's 
support  system. 

With  these  preliminary  background  remarks,  I  should  like  to  address  myself 
to  just  four  aspects  of  the  system : 

I — Modifying  the  benefit  formula  of  OASDI  so  as  to  stabilize  replacement 
ratios. 

II — Basic  causes  of  the  financial  deficit. 

Ill — Financing  the  deficit  from  within  the  system. 

IV — Financing  the  system  bj^  the  use  of  general  revenues. 

I MODIFYING  THE  BENEFIT  FORMULA  TO  STABILIZE  REPLACEMENT  RATIOS 

The  Present  OASDI  system  contains  an  unintended  flaw  which  should  be 
corrected  as  soon  as  possible.  This  flaw  can  cause  replacement  ratios  to  fluctuate 
widely,  either  up  or  down,  depending  on  future  movements  of  wages  and  prices. 
Since  replacement  ratios  are  an  important  criterion  of  a  wage  replacement  system, 
uncontrolled  changes  therein  are  very  undesirable.  The  Advisory  Council  made  its 
strongest  recommendation  that  the  method  of  computing  benefits  be  changed  so  as 
to  eliminate  this  flaw.  That  recommendation  is  virtually  uncontested  and  is  as 
close  to  noncontroversial  as  any  aspect  of  this  subject  can  be. 

The  flaw  and  its  proposed  correction  is  described  in  detail  in  the  Report  of  the 
Advisory  Council  on  Social  Security,  beginning  on  page  129  and  ending  on  page 
135.  It  is  not  necessary  to  repeat  that  explanation  here. 

I  would  strongly  urge  Congress  to  adopt  the  proposed  change  as  early  as  pos- 
sible. The  modification  required  is  complex  and  there  are  several  ways  in  which  it 
can  be  accomplished.  The  Congress  and  its  staff  will  have  to  work  for  several 
months  with  the  Social  Security  Administration  and  perhaps  with  outside  con- 
sultants in  order  to  arrive  at  the  best  method  for  correcting  the  flaw,  but  the 
Advisory  Council  has  done  sufficient  work  with  independent  experts  to  assure  itself 
that  the  task  can  be  done.  Most  important,  the  correction  can  be  approached  in  a 
completely  nonpartisan  way,  because  it  is  a  technical  correction  that  is  in  the  best 
interests  of  everyone. 

II BASIC    CAUSES    OF    THE    FINANCIAL    DEFICIT 

The  recently  issued  1975  report  of  the  Trustees  of  Social  Security  forecasts 
an  average  deficit  of  5.3%  over  the  next  75  years.  This  deficit  occurs  unevenly, 
being  1.26%  for  the  first  25  years,  4.10%  for  the  next  25  years  and  10.19%  for 
the  last  25  years.  Before  discussing  how  this  deficit  can  be  covered,  we  need  to 
understand  the  two  basic  reasons  for  this  deficit,  and  they  are  described  briefly 
below. 

Until  1972  whenever  Congress  voted  an  increase  in  OASDI  benefits,  it  usually 
voted  an  increase  in  the  tax  rate  to  cover  the  cost  of  the  higher  benefits.  In  1972, 
Congress  voted  to  increase  benefits  automatically  whenever  the  price  level  rose  by 
3%  or  more.  It  did  not,  however,  provide  for  automatic  tax  increases,  although  it 
did  provide  that  the  amount  of  wages  subject  to  tax  would  also  rise  automatically 
each  year  in  the  same  proportion  as  the  average  wages  rose.  For  the  20  years 
prior  to  1972,  wages  had  risen  at  a  compounded  rate  of  about  4.5%  whereas 
prices  had  risen  at  a  compounded  rate  of  2.3%.  Congress  reasoned  that  as  future 
price  rises  caused  increases  in  the  benefits,  the  accompanying  wage  increases, 
based  on  the  traditional  relationship  between  wages  and  prices,  would  cause 
sufficient  increases  in  the  tax  collected  to  cover  the  higher  benefits. 

That  reasoning  was  sound  so  long  as  wages  rose  about  twice  as  fast  as  prices. 
In  the  past  two  years,  however,  the  historical  relationship  between  wages  and 
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prices  has  been  greatly  distorted.  Furthermore,  it  is  now  estimated  that  the  ratio 
existing  prior  to  1972  will  not  return  and  that  over  the  next  75  years  wages  will 
rise  at  a  rate  of  6%  while  prices  rise  at  a  4%  rate.  With  that  kind  of  relationship 
between  wages  and  prices,  costs  of  the  Social  Security  System  will  rise  faster 
than  its  income,  and  this  will  result  in  a  deficit  of  about  1.25%  for  the  next  25 
years.  In  other  words,  the  increase  in  benefits  due  to  4%  inflation  will  exceed  the 
higher  taxes  resulting  from  the  6%  wage  rises  and  the  higher  maximum  amounts 
of  covered  wages. 

There  are  two  factors  which  will  actually  tend  to  hold  the  deficit  down  during 
this  first  25  years.  One  is  the  fact  that  the  work  force  has  been  growing  in  recent 
years  and  will  continue  to  grow  for  some  years  to  come  as  the  large  group  of  "war 
babies"  enter  the  work  force  and  begin  to  contribute  to  the  cost  of  the  system  in 
the  form  of  Social  Security  taxes  on  their  wages.  There  is  also  the  fact  that  during 
the  depression  a  smaller  number  of  people  were  born  than  usual  and  there  will  be 
roughly  a  10-year  period  during  which  the  number  of  beneficiaries  is  growing  at 
a  lower  than  ordinary  rate. 

Adding  substantially  to  the  deficit  after  the  year  2005  will  be  a  change  in  the 
demography  of  the  country.  The  total  fertility  rate  rose  rapidly  after  the  war  to 
a  peak  of  3.77  in  the  year  1957  and  then  declined  gradually.  This  produced  a 
bumper  crop  of  "war  babies"  who  will  begin  to  draw  retirement  benefits  after  the 
year  2005.  Since  1970,  however,  the  birth  rate  has  dropped  precipitously  and  is 
now  below  the  replacement  rate  of  2.1.  It  is  expected  to  decline  even  further 
before  returning  gradually  to  the  2.1  level  where  it  will  level  out.  This  means 
that  there  will  be  relatively  few  workers  entering  the  work  force  after  the  year 
2005,  when  the  number  of  persons  drawing  benefits  is  growing  rapidly.  This  will 
significantly  change  the  ratio  of  workers  to  beneficiaries.  Today  there  are  30 
beneficiaries  for  every  100  workers,  but  by  the  year  2030  it  is  now  estimated  that 
there  will  be  50  beneficiaries  for  every  100  workers.  This  is  bound  to  further 
increase  the  tax  load  on  the  workers  and,  added  to  the  economic  factors  discussed 
above,  will  produce  a  very  substantial  deficit,  estimated  at  10.19%  of  covered 
wages,  in  the  third  25-year  period  covered  by  the  Trustees'  report. 

Ill FINANCING  THE  DEFICIT  FROM  WITHIN  THE  SYSTEM 

The  deficit  can  be  financed  either  from  within  the  system  or  from  outside  by  an 
infusion  of  general  revenues.  Each  method  requires  analysis. 

The  most  common  method  of  financing  from  within  is  by  an  increase  in  the  tax 
rate.  The  Advisory  Council  proposed  a  1%  tax  increase  and  that  would  do  the 
job  for  a  decade  or  so,  and  a  raise  of  1.25%  would  cover  us  until  the  end  of  the 
century,  based  on  current  forecasts  of  the  Trustees.  (Only  one-half  of  the  increase 
would  be  borne  by  the  worker,  of  course,  and  the  other  half  by  his  employer.) 
This  is  the  proper  method  and  it  is  consistent  with  the  basic  principles  of  Social 
Security,  viz. :  That  it  be  a  system  which  is  paid  for  by  the  beneficiaries  and  that 
benefits,  therefore,  be  paid  as  a  matter  of  right  without  having  to  establish  need. 

The  basic  objection  to  a  tax  increase  arises  from  the  fact  that  for  some  persons 
in  the  lowest  wage  brackets,  the  tax  is  becoming  burdensome.  It  must  be  realized, 
however,  that  these  are  extraordinary  times.  In  the  past  year  wages  have  actually 
lagged  behind  price  rises  by  a  wide  margin,  thereby  squeezing  the  worker.  As  this 
abnormal  situation  is  corrected,  however,  the  ability  of  the  worker  to  pay  the 
y2%  increase  in  his  tax  should  improve  substantially.  The  long-term  forecast 
projects  a  compounded  annual  growth  in  real  wages  (wage  increases  minus  in- 
flation) of  2%  and  that  should  permit  even  the  low-paid  worker  to  pay  an  addi 
tional  y2%  in  his  OASDI  tax. 

It  has  also  been  suggested  that  much  of  the  short-term  deficit  be  financed  by 
raising  the  amount  of  wages  subject  to  tax  from  $14,100  per  year  to  some  ar- 
bitrarily higher  amount.  There  is  one  major  objection  to  such  a  plan,  in  that  it 
would  hinder  the  capital  formation  process  in  this  country.  Many  persons  who 
make  over  $14,100  per  year  can  be  expected  to  save  a  part  of  the  excess.  To  the 
extent  that  this  excess  is  made  subject  to  OASDI  taxes,  it  will  reduce  the  amount 
available  for  saving  and  thereby  impede  the  formation  of  capital  at  a  time  when 
it  is  critically  needed.  Mr.  Martin  Feldstein,  of  Harvard,  has  developed  this 
point  at  great  length  and  will  testify  before  you  tomorrow. 

It  is  recognized  that  the  $14,100  is,  itself,  an  arbitrary  amount  and  that  it  is 
estimated  to  rise  automatically  under  the  present  law  to  $19,000  by  1979.  This 
increase,  however,  will  be  gradual  and  will  be  largely  absorbed  by  increases  in 
prices  forecast  for  that  same  period,  meaning  that  the  $19,000  will  stand  in  the 
same  position  in  1979  that  the  $14,100  does  today,  insofar  as  savings  is  concerned. 
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The  best  that  can  be  said  for  the  idea  of  arbitrarily  raising  the  maximum  covered 
wage  now  is  that  it  is  better  than  an  infusion  of  general  revenues. 

There  is  one  other  thought  that  should  be  kept  in  mind.  Today  the  work  force 
is  growing  constantly  as  the  "war  babies"  move  into  the  labor  market.  This  has 
led  to  heavy  pressure  to  reduce  the  retirement  age  so  as  to  "make  room"  for  the 
new  workers.  Obviously,  any  such  reduction  would  substantially  increase  the 
deficit  and  exacerbate  the  serious  financial  problem  already  faced  by  OASDI. 
These  pressures  must  be  resisted. 

Furthermore,  when  examining  the  long-term  deficit,  we  must  realize  that  after 
the  year  2005  the  current  trends  will  be  reversed.  Then  the  number  of  persons 
retiring  will  exceed  those  entering  the  work  force  and  this  will  create  a  very 
large  part  of  the  future  deficit  by  increasing  the  number  of  beneficiaries  to  the 
number  of  workers.  The  tax  rate  required  by  2030  will  be  50%  to  100%  higher 
than  it  is  today  and  the  problem  far  more  severe. 

At  that  time  and  under  those  circumstances,  the  Congress  should  certainly  be 
willing  to  consider  a  modest  increase  in  the  retirement  age  to  67  or  68.  While 
such  an  increase  may  be  unthinkable  today,  economic  and  demographic  factors 
may  make  it  mandatory  then.  Another  40  years  of  improved  health  care  and 
longevity  will  also  be  moving  in  the  same  direction. 

IV FINANCING  THE  SYSTEM  BY  THE  USE  OP  GENERAL  REVENUES 

The  most  controversial  proposal  for  financing  OASDI  involves  the  use  of 
general  revenues.  A  majority  of  the  Advisory  Council  voted  against  any  such 
action  and  I  joined  with  that  majority.  My  primary  objection  is  based  on  the 
fact  that  such  action  is  unnecessary  to  the  goal  that  its  proponents  seek  to  attain. 
Alternatives  are  easily  available  that  would  not  require  such  a  fundamental 
modification  of  OASDI. 

Social  Security  is  only  one  part  of  the  wage  replacement  system.  It  cannot 
do  the  entire  job  itself  nor  did  the  Congress  ever  expect  it  to  do  so.  From  the 
very  beginning  there  were  three  elements  to  the  program.  It  is  important  to  under- 
stand all  three  if  one  is  to  understand  why  an  infusion  of  general  funds  into  the 
Social  Security  system  is  both  undesirable  and  completely  unnecessary  to  the 
goal  we  seek. 

Social  Security,  the  first  element  in  the  system,  has  certain  important  charac- 
teristics. It  provides  benefits  based  on  wages  and  it  requires  the  beneficiaries  to 
pay  for  such  benefits  by  a  tax  on  wages.  It  is  a  contributory  plan.  This  means  that 
benefits  are  received  as  a  matter  of  right,  because  they  are  "paid  for."  The  worker 
does  not  have  to  prove  need  to  receive  his  benefits.  True,  the  benefits  are  not 
exactly  related  to  wages  because  society  has  seen  fit  to  weight  the  benefits  in 
certain  ways  so  as  to  accomplish  specific  social  goals.  But  the  relationship  is  real 
enough  to  produce  a  sense  of  responsibility  for  the  success  of  the  system  on  the 
part  of  the  workers  who  pay  the  taxes  that  sustain  it,  and  this  is  an  important 
factor  in  its  strength  and  survival. 

The  second  element  in  the  system  is  "private  means."  This  refers  to  individual 
savings  which  are  invested  in  stocks,  bonds,  savings  accounts,  etc.  It  also  includes 
private  pensions  which  have  grown  enormously  in  recent  years.  These  private 
means  supplement  OASDI  and  are  very  important  to  the  nation,  because  they 
provide  the  invested  capital  that  fuels  the  economy.  We  all  know  that  adequate 
capital  formation  is  a  major  concern  of  the  country  today. 

But  even  OASDI  and  private  means  are  not  sufficient  to  provide  adequate 
benefits  for  all  persons.  The  third  element  in  the  system  is  composed  of  programs 
measured  by  need.  These  are  noncontributory  plans.  An  excellent  example  of  this 
element  is  the  Supplemental  Security  Income  program,  which  is  funded  from 
general  revenues  and  which  guarantees  a  minimum  of  $144  to  every  individual  over 
65  and  $216  to  any  couple  over  65.  If  it  is  deemed  necessary  to  infuse  general 
revenues  into  the  system,  then  they  should  be  used  in  this  third  part  of  the  system 
and  not  within  the  Social  Security  system. 

If  general  revenues  are  pumped  into  the  Social  Security  system  it  will  tend  to 
destroy  the  relationship  between  the  wages  of  the  worker  and  his  benefits.  It  will 
distort  the  relationship  between  the  taxes  he  pays  and  the  benefits  he  receives. 
It  will  diminish  the  contributory  nature  of  the  system.  This  will  cause  him  to 
lose  the  sense  of  responsibility  for  the  system  which  he  now  feels. 

It  is  also  true  that  if  general  revenues  are  employed  within  OASDI,  it  will 
eventually  lead  to  a  needs  test  for  benefits,  and  this  would  undermine  another 
important  characteristic  of  the  system.  To  understand  this  point  it  is  necessary 
to  analyze  why  general  revenues  are  sought  and  how  they  would  be  used. 
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Normally  any  increase  in  OASDI  benefits  would  be  funded  by  an  increase  in  the 
tax  rate.  Most  of  the  current  workers  can  pay  the  increase,  but  some  of  the  lowest 
paid  workers  are  finding  the  tax  a  burden  at  this  particular  time.  On  the  other 
side,  many  workers  receive  an  adequate  benefit  from  OASDI,  and  others  are 
able  to  supplement  their  benefits  with  private  means.  There  is  a  small  group, 
however,  who  do  not  receive  an  adequate  benefit  and  who  have  insufficient  private 
means.  In  order  to  help  these  persons  and  avoid  a  tax  increase,  it  has  been  urged 
that  general  revenues  be  employed. 

But  how  do  you  use  such  general  revenues  within  the  Social  Security  system? 
There  are  three  possible  methods: 

First,  we  can  use  the  general  revenues  to  increase  the  benefits  of  all  participants 
in  OASDI.  This  means,  however,  that  even  those  workers  who  are  already  receiv- 
ing adequate  benefits  will  now  receive  additional  benefits.  It  also  results  in  the 
maximum  cost  because  it  covers  everyone  in  the  system.  Since  our  goal  is  just  to 
help  those  whose  benefits  are  inadequate,  this  is  not  a  sound  approach. 

The  next  alternative  is  to  increase  only  the  minimum  benefit  so  as  to  help 
those  at  the  end  of  the  economic  scale.  This  would  be  sound  were  it  not  for  the 
fact  that  there  are  large  numbers  of  persons  drawing  minimum  benefits  who 
are  also  receiving  substantial  pensions  from  work  not  covered  by  OASDI.  An 
example  is  the  person  who  has  worked  for  the  government  for  30  years  and  has 
earned  a  large  pension,  and  who  then  works  in  another  job  that  is  covered  by 
OASDI  for  just  the  short  period  necessary  to  qualify  for  the  minimum  benefit. 
This  is  not  an  isolated  example;  it  is  a  widespread  tactic,  deliberately  employed. 
A  study  in  1968  established  that  over  40%  of  persons  receiving  government 
pensions  also  received  some  OASDI  benefits,  and  that  percent  has  probably 
risen  since  then. 

There  are  also  persons  drawing  minimum  benefits  who  have  substantial  private 
means.  They  have  been  only  sporadically  in  the  work  force  and  their  minimum 
benefit  reflects  that  fact ;  it  does  not  mean  they  are  economically  deprived.  Raising 
the  minimum  benefit  would  also  help  them,  when  such  help  is  not  our  goal. 

The  third  alternative  is  to  use  general  funds  in  OASDI  but  only  for  those 
persons  who  can  demonstrate  a  need  for  such  assistance.  In  this  way  the  funds 
can  be  directed  to  the  persons  who  really  need  help.  Only  this  method  will  confine 
the  aid  to  the  needy  and  avoid  windfall  benefits  to  those  who  are  not.  Only  this 
method  will  attain  the  goal  at  minimum  cost. 

But  this  requires  the  use  of  a  needs  test,  and  a  needs  test  is  contrary  to  the 
basic  concept  of  OASDI.  If  introduced,  it  will  convert  the  contributory  system 
to  a  noncontributory  system.  It  will  destroy  one  of  the  most  important  and 
desirable  characteristics  of  OASDI:  payment  of  benefits  as  a  matter  of  right. 
Even  this  would  be  acceptable  if  there  were  no  other  way  to  accomplish  the 
objective.  But  there  is  another  way,  and  it  is  consistent  with  the  total  program. 
We  should  simply  provide  such  general  revenues  through  a  needs-tested  program 
outside  of  the  OASDI  system.  Some  such  programs  already  exist  and  they  could 
be  expanded  or  new  ones  created.  Why  make  a  basic  change  in  the  OASDI  system 
when  such  a  simple  alternative  is  readily  available?  My  proposal  would  ac- 
complish the  goal  at  minimum  cost,  would  avoid  windfall  benefits  to  the  unde- 
serving and  would  leave  the  OASDI  system  unimpaired  to  do  its  own  special 
job  and  make  its  own  special  contribution  to  the  total  system  of  wage  replacement. 

Mr.  Van  GoRKOiNi.  We  are  going  to  make  this  as  meaningful  as  pos- 
sible for  members  of  the  committee  here,  and  I  think,  therefore, 
answer  any  questions  you  have. 

I  would  like  to  make  a  few  comments  with  regard  to  the  financing. 

The  report  of  the  Advisory  Council  contains  a  report  of  the  Sub- 
committee on  Finance,  which  starts  at  page  113.  For  those  of  you 
who  are  not  thoroughly  familiar  with  the  financing  of  Social  Security, 
I  would  recommend  that  you  take  the  time  to  read  it. 

We  have  gone  into  great  detail  to  explain  for  the  first  time  how  the 
system  really  works.  Those  of  us  in  the  Council  for  the  first  time  were 
surprised  to  learn  some  of  the  things  that  make  up  Social  Security, 
particularly  the  retirement  and  disability  benefits  and  how  it  works, 
and  were  also  appalled  at  the  fact  that  the  public  is  so  grossly  misin- 
formed, as  Mr.  Wallis  has  said. 
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We  think  a  system  this  important  to  the  general  public,  with  over 
90  percent  of  the  workers  involved  covered,  and  over  31  million  bene- 
ficiaries, ought  to  be  clearly  understood  by  the  public.  Many  of  them 
worry  needlessly  about  it,  as  Mr.  Wallis  has  said,  because  they 
don't  understand  it. 

So  we  have  taken  the  trouble  this  time  in  the  Advisory  Council's 
report  on  financing  to  not  only  come  to  grips  with  the  problems,  or 
attempt  to  do  so,  but  also  to  give  some  preliminary  explanations  so 
we  have  in  one  place  a  clear  and  fairly  lucid,  I  think,  explanation  of  how 
the  system  works. 

We  would  hope  that  it  gets  more  publicity  than  some  rather  wild 
statements  by  certain  members  of  the  media. 

Social  Security,  of  course,  is  composed  of  both  Medicare  and  what 
we  call  OASDI,  the  Old  Age  Survivors  and  Disability  Insurance.  To 
most  people  that  is  what  Social  Security  is,  the  Retirement  and 
Disability  program,  and  that  is  what  I  am  going  to  be  emphasizing. 

The  only  recommendation  made  by  the  Council  with  regard  to 
Medicare  was  that  Medicare  should  be  financed  by  general  revenues, 
and  I  will  talk  a  little  bit  about  that  at  the  end,  but  primarily  now_  I 
would  like  to  talk  about  the  retirement  and  disability  aspects  of  it. 
I  think  it  is  important  to  understand  certainly  one  basic  fact  about 
the  OASDI  system,  and  that  is  it  was  never  intended  to  do  the  entire 
job  of  providing  wage  replacement  for  the  retired  and  the  disabled. 
From  the  very  beginning  it  was  intended  to  be  one  part  of  a  3-tier 
system,  and  a  most  important  part,  OASDI — it  was  the  contributory 
aspect  of  the  plan. 

The  second  part,  of  course,  was  private  means.  That  is  not  only 
private  savings  that  are  invested  in  stocks,  bonds,  and  so  forth,  but 
also  private  pensions  which  have  become  very  important,  and  this 
has  become  an  important  aspect. 

Lastly,  the  third  tier  is  what  we  call  needs  tested  systems,  sometimes 
loosely  referred  to  as  welfare,  but  they  were  programs  to  support 
those  at  the  very  bottom  of  the  scale  who  didn't  have  either  enough 
from  OASDI  or  private  means. 

Now,  all  three  of  those  are  very  important  to  the  total  plan  of  pro- 
viding a  retirement  wage,  and  help  to  the  disabled.  They  each  have 
their  own  different  job  to  do,  and  the  system  would  not  be  whole  and 
complete,  it  would  be  less  efficient,  it  would  be  crippled  if  any  one  of 
them  were  eliminated  or  reduced  in  importance. 

The  first  and  most  important  recommendation  that  the  Advisory 
Council  made  was  to  make  a  rather  basic  change  in  the  benefit  formula. 
It's  a  complex  subject,  and  I  am  not  going  to  go  into  it  at  length, 
except  as  long  as  you  wish  to  and  in  as  much  detail  after  the  basic 
presentation  has  been  made.  But  it  was  the  one  recommendation  I 
think  that  was  unanimous  and  to  which  there  is  no  objection,  so  far  as 
I  know.  There  is  a  flaw  in  the  system  at  the  present  time,  a  fla\v  that 
was  not  intended  and  which  did  not  readily  appear  until  the  intro- 
duction of  the  automatic  benefit  increases  of  1972  and  the  sharp 
changes  made  in  the  relationship  between  wages  and  prices. 

This  flaw  causes  benefit  replacement  ratios  to  fluctuate.  A  replace- 
ment ratio  is  a  good  index  of  how  well  a  system  of  this  type  works.  It 
is  the  relationship  between  a  retired  or  disabled  person's  monthly 
benefit  to  his  wage  just  before  he  retired  or  was  disabled. 


Ill 

Now,  the  replacement  ratio  is  an  important  criterion  of  a  system 
like  this,  and  it  should  be  stable.  The  Council  takes  no  position  as  to 
what  that  ratio  should  be,  but  whatever  ratio  is  selected  by  Congress, 
it  should  be  stable  over  the  years. 

Under  the  present  system  the  ratios  can  vary  very  widely,  they  can 
double  or  they  can  be  cut  in  half,  depending  on  what  happens  to  wages 
and  prices,  factors  over  which  neither  the  Congress  nor  anyone  else 
has  much  control.  So  it  was  the  unanimous  recommendation  of  the 
Council  that  this  flaw  be  eliminated.  It  can  be  done  in  such  a  way  as  to 
not  reduce  anybody's  current  benefits,  and  it  can  be  done  in  any  one 
of  several  ways. 

Therefore,  Congress  will  have  to  have  the  advice  of  the  people  in  the 
Social  Security  Adimnistration,  and  also,  if  they  wish,  outside  con- 
sultants. 

The  Subcommittee  on  Finance  had  the  advice  of  five  economists  and 
actuaries,  two  of  the  actuaries  having  spent  a  good  part  of  their  life 
in  the  Social  Security  System. 

They  have  all  concluded  that  this  can  be  done  without  hardship  to 
anybody,  and  that  it  should  be  done  in  order  to  make  the  system 
better.  It  is  noncontroversial,  and  I  would  strongly  recommend  it. 

Now,  as  you  are  well  aware,  the  trustees  of  the  Social  Security  Sys- 
tem, OASDI,  have  just  put  out  their  annual  report  in  which  they  esti- 
mate a  long-term  75-year  deficit  which  would  average  5.3  percent. 

I  think  it  is  worthwhile  to  take  just  a  minute  or  two  to  explain  why 
such  a  deficit  occurs.  It  was  customary  on  the  part  of  the  Congress  for 
many  years  to  increase  the  benefits  from  time  to  time  to  keep  pace 
with  inflation  and  for  other  reasons,  and  usually  when  they  did  they 
would  also  increase  the  taxes. 

In  1972  the  law  took  a  sharp  change  in  the  sense  that  Congress 
decided  that  thereafter  the  benefits  would  go  up  automatically.  At 
the  time  that  that  law  was  passed,  they  did  not  introduce  an  auto- 
matic tax  increase,  and  for  a  very  good  reason.  For  20  years  prior 
to  that  time  the  wages  had  been  rising  on  an  average  about  twice 
as  fast  as  prices.  With  that  kind  of  relationship  between  wages  and 
prices,  it  wasn't  necessary  to  increase  the  tax,  because,  as  the  cost 
of  living  increased  the  benefits,  the  increased  wages  that  naturally 
followed  would  create  the  larger  amount  of  tax  revenue  to  support 
the  higher  benefits. 

But  what  has  happened,  very  simply,  since  then,  as  you  all  know, 
is  that  this  historical  relationship  between  wages  and  price  increases 
has  been  blown  out  of  the  water.  It  has  changed  very  drastically. 

Now,  of  course,  over  the  life  of  the  Social  Security  System,  generally 
figured  in  75-year  increments,  what  happens  for  a  couple  of  years 
isn't  significant.  But  there  are  certain  factors  in  the  world  today  and 
in  our  economy  which  have  led  the  economists  who  advise  Social 
Security  to  assume,  and  this  was  also  confirmed  by  other  bodies, 
that  the  long-term  projection  of  wages  and  prices  will  be  6-percent 
increase  in  wages  and  4-percent  increase  in  prices. 

If  that  continues  over  the  75-year  period  on  an  average,  the  cost 
will  consistently  outrun  the  income.  Not  by  any  horrendous  amount 
so  that  the  system  is  going  to  collapse  immediately,  but  it  will  mean 
an  increase  in  the  tax  rate  in  order  to  maintain  the  integrity  of  the 
system. 
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Now,  that  deficit  is  only  estimated  to  be  Iji  percent  for  the  next 
25  years,  not  a  very  big  amount.  And  it  coincides  closely  with  the 
recommendation  of  the  Council  that  the  tax  rate  be  increased  now 
by  1  percent. 

After  you  get  beyond  the  year  2005  another  element  enters,  and 
that  is  one  to  which  Mr,  Wallis  has  already  referred,  and  that  is  the 
demographic  change.  After  2005  the  relationship  between  the  number 
of  workers  and  the  number  of  people  drawing  benefits  changes  quite 
drastically  for  a  system  of  this  type,  and  that  greatly  increases  the 
cost,  so  that  when  you  get  out  50  years  from  now  the  estimated  deficit 
will  be  10  percent  for  the  last  25  years. 

To  put  these  in  context,  when  we  say  a  10-percent  deficit,  we  mean 
10  percent  of  the  total  wages  covered  by  the  Social  Security  System, 
and  today  that  figure  is  just  over  $600  bilHon.  So  a  10-percent  deficit 
is  $60  billion  per  year. 

At  today's  rates,  given  the  inflation  and  wage  increases  forecasted  by 
the  Social  Security  System  and  others,  the  increase  in  the  third 
25-year  period  would  be  over  $400  billion  per  year.  So  it's  a  signif- 
icant amount,  caused  by  the  demographic  and  economic  forecasts. 

To  finance  the  deficit,  the  Council  looked  at  a  variety  of  things. 
There  are  two  ways  to  finance  it,  from  within  the  system  and  from 
without. 

Let's  talk,  of  course,  just  briefly  about  financing  it  from  within 
the  system,   the  most  obvious  one  being  an  increase  in  tax  rate. 

The  Council  recommended  an  increase  of  1  percent  of  the  tax 
rate.  That  on  the  basis  of  present  projections  would  be  enough  to 
carry  the  present  system  and  maintain  its  integrity  for  at  least  10 
years. 

If  it  was  set  at  1}^  percent,  that  would  carry  it  25  years,  on  the 
basis  of  current  estimates. 

There  has  been,  of  course,  a  good  deal  of  publicity  on  the  fact  that 
people  in  the  lowest  wage  brackets  are  having  difficulty  paying  the 
social  security  tax,  because  for  some  of  them  it  has  become  a  bigger 
burden  than  the  income  tax. 

It's  fair  to  say,  however,  that  this  is  a  temporary  problem,  the  reason 
being,  of  course,  that  for  the  last  12  months  or  so  prices  have  actually 
outrun  wages,  which  is  a  very  unusual  thing,  although  it  occurs  from 
time  to  time  in  the  business  cycle.  But  on  a  long-term  basis  it  is 
estimated  that  real  wages,  that  is  wage  increases  minus  the  inflation 
rate,  will  average  2  percent  increase  per  year,  on  a  compounded 
annual  basis. 

With  that  kind  of  a  forecast,  of  course,  on  any  long-term  basis 
it's  quite  feasible  for  even  the  low-paid  worker  to  increase  his  wage 
tax  by  one-half  of  1  percent.  Because,  you  see,  the  1  percent  increase 
recommended  by  the  Council  is  borne  50-50,  50  percent  by  the  worker 
and  50  percent  by  the  employer.  So  that's  only  a  one-half  percent 
increase  for  the  worker. 

So  it's  our  opinion,  it's  the  opinion  of  the  majority,  I  should  say, 
of  the  Council,  that  the  increase  in  the  tax  is  a  double  thing;  it's 
not  an  unreasonable  long-term  burden  on  the  low-paid  individual, 
although  it  may  be  for  a  short  period. 

Another  concept  considered  by  the  Council  and  for  a  time  accepted 
and  later  rejected  was  the  raising  of  the  maximum  amount  subject 
to  social  security  tax.  At  the  present  time  that  stands  at  $14,100. 
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Wages  beyond  that  point  are  not  subject  to  the  tax,  and  of  course  no 
benefits  accrue  for  those  wages.  It  has  been  suggested  by  a  large 
number  of  people  from  varying  groups  to  increase  that  arbitrarily 
to  $24,000,  $30,000,  unlimited  numbers. 

It  has  also  been  recommended  that  perhaps  that  should  be  paid  only 
by  the  employer,  not  the  employee;  variations  of  this  concept  have 
been  proposed. 

The  majority,  again,  of  the  Council  rejected  this  concept  for  one 
very  basic  reason.  To  increase  the  maximum  amount  subject  to  tax 
would  interfere  with  or  reduce  capital  formation  in  this  country. 
The  reasoning  is  very  simple.  People  who  make  above  $14,000  per 
year  can  be  expected  to  save  some  portion  of  the  amount  above  14,000, 
that  is,  a  large  number  of  them  will  save  some  part  of  it.  If  a  part  of 
it  is  taken  from  them  in  social  security  tax,  they  will  not  save  that 
amount,  and  thereby  the  total  capital  foundation  of  the  country 
will  be  reduced. 

Professor  Feldstein  from  Harvard  is  going  to  talk  to  you  tomorrow 
on  this  whole  subject  of  capital  formation.  He  submitted  a  paper  to 
you,  and  he  will  go  into  greater  detail,  so  I  will  not. 

I  will  have  to  say,  first,  I  am  not  qualified ;  and  it's  a  highly  complex 
subject,  not  thoroughly  understood  even  by  economists,  except  they 
do  agree,  many  of  them,  that  increases  in  the  social  security  tax  do 
reduce  capital  formation  in  the  country. 

The  Council  also  recommended  that  the  Congress  consider  at 
some  time  down  the  road  starting  in  the  next  century  increasing  the 
retirement  age. 

Today  such  a  concept,  of  course,  is  unthinkable,  because  today  we 
have  the  working  force  being  increased  constantly  and  therefore 
really  a  lot  of  pressure  being  brought  to  bear  to  reduce  the  retirement 
age.  But  you  must  realize  that  in  the  beginning  of  the  next  century 
this  phenomenon  will  reverse  itself,  and  the  wage  force,  working 
force,  will  be  going  down,  and  the  number  of  beneficiaries  in  relation 
to  the  workers  will  be  going  up,  and  therefore  a  modest  increase  in 
retirement  age  would  help  balance  the  budget  at  that  time  if  it's 
needed. 

Now,  probably  the  most  controversial  item  with  regard  to  financing 
of  social  security,  and  particularly  the  OASDI  system,  is  the  recom- 
mendation that  general  revenues  be  introduced,  that  is,  that  the 
system  no  longer  be  financed  by  simply  a  tax  on  wages. 

The  majority  of  the  Council  opposed  this  recommendation,  and  a 
minority  supported  it.  The  arguments  are  not  readily  apparent,  but 
basically  they  stem  from  this  analysis.  As  I  said  earlier,  social  security 
is  a  3-tier  system,  and  one  part  of  it  is  OASDI. 

The  OASDI  system  has  certain  basic  characteristics  that  have 
served  it  very  well  and  have  been  responsible  for  its  strength  and 
survival  over  the  years.  One  is  of  course  that  it  is  contributory;  the 
costs  of  this  system  are  paid  by  the  workers. 

Now,  the  payment  by  the  worker  and  what  he  gets  out  of  it  are 
not  directly  related,  because  the  benefits,  as  you  probably  know,  are 
weighted  in  favor  of  the  low-paid  employee  for  social  reasons.  But 
there  is  enough  of  a  relationship  so  that  the  worker  today  realizes  that 
he  is  paying  for  his  social  security  benefits,  and  those  benefits  then  are 
received  as  a  matter  of  right,  they  are  not  a  question  of  demonstrated 
need.  They  are  received  as  a  matter  of  right,  and  that  is  also  a  very 
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important  element.  It  has  made  the  worker  feel  responsible  for  the 
maintenance  and  support  of  this  system. 

The  second  part  is,  of  course,  private  resources.  This  second  part  of 
the  total  plan  for  wage  replacement  is  very  important  to  this  country, 
because  that  is  the  main  source  of  capital  formation  in  this  country. 
We  do  not  want  to  discourage  people  from  saving  money  for  their 
retirement  or  for  other  reasons.  This  has  been  a  very  important  part 
of  the  total  support  system  after  retirement  or  disability. 

It  was  recognized,  of  course,  and  it  is  today  that  some  people  will 
not  get  enough  from  the  OASDI  system,  nor  will  they  get  enough 
from  private  means,  because  in  some  instances  they  have  little  or 
none,  and  therefore  there  has  always  been  this  third  tier,  the  "needs 
tested"  programs. 

The  most  important  example  is  the  supplementary  security  income 
plan,  which  says  in  essence  anybody  over  65  who  doesn't  get  at  least 
$142,  I  believe  it  is,  per  month,  will  get  it  from  the  SSI  program.  In 
other  words,  if  OASDI  and  private  means  are  not  adequate  to  meet 
a  particular  individual's  needs,  we  will  have  to  have  another  system 
over  here  side  by  side. 

Now,  the  argument  of  the  majority  of  the  Council  is  very  simple: 
If  there  are  people  who  need  additional  amounts  for  support  in  old 
age  and  under  disability  circumstances,  and  if  that  support  cannot 
be  obtained  by  increasing  the  tax  rates  of  the  social  security  system, 
and  general  revenues  are  required,  very  well,  use  general  revenues, 
but  use  them  through  the  needs  tested  programs. 

There  is  no  need  to  change  the  contributory  part  of  the  total  plan, 
OASDI,  and  turn  it  into  at  least  a  partially  noncontributory  plan, 
when  we  already  have  a  mechanism  in  existence  to  handle  this  problem. 

There  is  another  basic  reason,  and  that  is  if  general  revenues  are 
introduced  into  the  OASDI,  into  the  social  security  system,  it  will 
eventually  lead  to  a  needs  test  in  social  security.  Today  it  isn't;  you 
get  your  social  security  benefits  as  a  matter  of  right,  regardless  of  what 
your  income  or  circumstances  are.  If  you  introduce  general  revenues, 
you  will  eventually  have  a  needs  test  in  social  security. 

The  reason  is  not  readily  apparent,  but  what  you  have  to  say  is 
why  do  we  want  to  introduce  general  revenues?  Well,  the  answer  I 
think  is  fairly  clear :  because  we  know  that  there  are  some  people 
in  our  society  who  do  not  get  enough  from  social  security  and  who  do 
not  have  enough  of  private  means,  and  therefore  we  want  to  help 
them.  Secondly,  we  know  that  there  is  some  objection  to  increasing 
the  tax  rate. 

Well,  if  you  take  general  revenues  in  the  social  security,  how  will 
you  use  them?  There  are  only  three  ways  to  do  it. 

One,  you  can  say  we  will  increase  the  total  benefits  structure  so  that 
everybody  gets  more,  and  that  will  raise  the  people  at  the  bottom 
to  the  point  where  they  get  enough. 

That  is  obviously  the  most  expensive  way  to  do  it,  because  it  means 
raising  the  benefits  structure  for  everybody  and  it  means  a  large 
amount  of  general  revenues  have  to  be  infused.  It  also  means,  of  course, 
that  people  who  already  have  adequate  benefits  \vill  get  additional 
benefits. 

Probably  the  better  way  would  be,  let's  increase  the  minimum 
benefit,  then  everybody  will  get  at  least  a  minimum,  and  the  general 
revenues  can  be  used  for  that. 
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The  problem  that  the  Council  found  with  that  was  something  that 
none  of  us  had  realized  until  we  got  on  the  Council,  and  that  is  there 
are  many,  many  people  who  draw  minimum  benefits  under  social 
security  who  are  not  economically  deprived  in  any  sense  of  the  word. 

One  of  the  most  common  examples  is  the  very  large  number  of 
Government  employees,  not  only  Federal,  but  State  and  local  as  well, 
who  work  under  governmental  systems  that  are  not  covered  by  social 
security  for  25  or  30  years  and  earn  a  very  adequate  pension,  and  then 
leave  or  moonlight  and  work  for  a  short  period  of  time  to  obtain  the 
benefit  of  a  minimum  pension  offered  by  social  security. 

A  survey  made  as  long  ago  as  1968  indicates  that  over  40  percent  of 
Government  employees  who  were  receiving  Government  pensions 
also  receive  benefits  under  social  security.  This  is  not  an  isolated 
incident. 

It  also  means  that  there  are  a  number  of  people  drawing  minimum 
benefits  under  social  security  who  have  private  means.  The  reason 
they  have  minimum  benefits  is  not  because  they  worked  in  low-paid 
jobs  but  because  they  have  only  worked  sporadically. 

All  of  this  gets  back  to  the  fact  if  you  are  going  to  infuse  general 
revenues  into  social  security,  the  only  way  to  do  it  as  cheaply  as 
possible  and  help  the  people  you  really  want  to  help  is  to  have  a 
needs  test;  say  we  will  give  additional  social  security  benefits  to  those 
people  who  cannot  get  enough  out  of  their  benefits  structure  or  have 
private  means. 

But  if  you  introduce  a  needs  test  you  will  have  basically  altered  the 
OASDI  system,  which  has  always  been  based  on  a  right  to  receive 
benefits  rather  than  on  demonstrated  need.  For  that  reason,  since 
we  already  have  other  structures  in  existence  which  are  based  on 
need  and  which  can  be  used  to  answer  the  very  problem  that  is  raised 
by  those  who  seek  general  revenues,  we  don't  see  any  reason  to  change 
the  contributory  aspect  of  the  system. 

I  have  probably  talked  too  long,  I'm  sorry. 

Mr.  Burke.  Thank  you  very  much. 

We  will  now  hear  from  Mr.  Danstedt. 

STATEMENT  OF  RUDOLPH  T.  DANSTEDT 

Mr.  Danstedt.  Mr.  Chairman,  I  was  just  thinking  as  we  are  talking 
here  that  I  have  appeared  before  the  Ways  and  Means  Committee 
many  times  in  Washington,  and  I  am  not  too  happy  about  it  that  I 
am  not  talking  about  increased  benefits  at  some  point,  but  in  a  sense 
trying  to  defend  what  we  have  and  trying  to  find  some  way  to  improve 

it.  .    •  J  T 

You  will  notice  if  you  look  at  my  material,  and  I  sent  it  m,  and  1 
am  going  to  talk  to  it  but  I  don't  want  to  read  from  it. 

Mr.  Burke.  Without  objection,  your  entire  statement  will  appear 
in  the  record. 

Mr.  Danstedt.  Thank  you. 

[The  statement  follows :] 
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Statement  of  Rudolph  T.  Danstedt 

Mr.  Chairman  and  members  of  the  committee,  I  am  Rudolph  T.  Danstedt, 
Assistant  to  the  President  of  the  National  Council  of  Senior  Citizens  and  a  public 
member  of  the  1974-75  Advisory  Council  on  Social  Security. 

I  was  the  only  member  of  the  Advisory  Council  to  file  not  only  a  Supplementary 
Statement,  but  a  Dissent  to  the  action  taken  by  the  majority  of  the  Council  to 
finance  the  deficit  in  the  cash  benefits  side  of  the  Social  Security  program  from 
the  contributions  made  for  hospital  insurance,  and  to  substitute  for  these  funds 
payments  from  the  general  revenues.  I  also  objected  to  the  circumstances  under 
which  and  the  haste  with  which  the  majority  of  the  Cou'  cil  proposed  what  I  hold 
is  a  destructive  action. 

We  actually  didn't  get  down  to  considering  what  we  ought  to  do  about  the 
cash  benefits  deficit  over  the  next  twenty-five  years  until  the  next  to  the  last 
session,  where  the  majority  approved  a  raise  in  the  wage  base  to  $24,000,  but 
then,  at  the  last  session  this  earlier  action  was  rejected,  and,  on  the  evening  of 
the  last  day,  at  what  amounted  to  a  "buzz"  session — not  an  official  meeting  of 
the  Council — and  in  what  was  a  sort  of  fiscal  shell  game— the  pea  was  found  under 
the  hospital  insurance  shell. 

It  was  argued  that  contributions  to  hospital  insurance  are  not  wage  related 
and  that  benefits  bear  no  relation  to  the  contributions  made.  Therefore  it  was 
held  that  there  is  no  real  reason  for  funding  such  costs  by  a  tax  on  wages.  Hospital 
expenditures,  it  was  claimed,  would  seem  to  be  more  properly  funded  by  the 
general  revenues.  Under  the  pressure  of  time,  this  proposal  to  use  the  hospital 
insurance  contributions  to  finance  the  deficit  on  the  cash  side  of  the  program  was 
approved  by  the  majority. 

It  hardly  needs  to  be  argued  with  the  knowledgeable  members  of  this  Com- 
mittee that  the  hospital  insurance  program  is  just  as  much  social  insurance  as 
the  cash  benefit  program.  Payroll  contributions  to  hospital  insurance  constitute 
a  contract  between  the  worker  and  his  government  that  when  he  retires  and/or 
is  disabled,  his  income  falls  and  the  incidence  of  illness  rises,  his  costs  of  hospital 
care  will  be  substantially  provided  for.  Financing  hospital  insurance  exclusively 
from  the  general  revenues  destroys  the  right  to  such  hospital  insurance  payments, 
opens  the  door  to  the  application  of  a  means  test  and  equates  the  program  with 
Medicaid. 

The  Council's  proposal  to  use  the  general  revenues  for  financing  the  hospital 
program  got  promptly  vetoed  by  the  Administration.  When  the  Report  was 
scheduled  to  be  presented  to  HEW  Secretary  Weinberger  on  Friday,  March  7, 
1975,  although  the  Secretary  was  not  present,  his  presence  was  felt  in  the  press 
statement  he  issued  which  read  in  part: 

"The  only  recommendation  of  the  Advisory  Council  I  must  oppose  now  is  the 
one  which  calls  for  the  introduction  of  substantial  amounts  of  general  revenue 
financing  into  the  social  security  system.  I  think  such  a  step  would  be  inappro- 
priate for  a  program  whose  strength  has  depended  so  heavily  on  support  by  working 
people  and  their  employers.  We  should  find  other  ways  to  solve  the  financing 
problems  in  social  security." 

Later  on  the  same  day  a  statement  by  the  President  indicated  that  such  a 
shift  (i.e.,  the  use  of  general  revenue  funds  for  financing  hospital  insurance)  would 
depart  from  the  "earned  right  principle"  that  he  strongly  supports  as  a  basic 
feature  of  social  security. 

Social  Security  was  in  the  news  when  the  Advisory  Council  began  its  delibera- 
tions and  now  again,  about  two  months  after  we  have  concluded  our  activities,  is 
in  the  news  again  with  the  Report  of  the  Social  Security  Trustees,  which  projects 
a  long-term  deficit  in  the  Social  Security  system  of  5.3% — in  contrast  to  the  pro- 
jection made  in  the  previous  report  of  the  Board  of  Trustees  of  3%. 

As  other  witnesses  have  testified,  we  were  all  concerned  on  the  Advisory  Council 
about  the  impact  double-digit  inflation  is  having  on  the  cost  of  the  Social  Security 
system  and  the  unintended  effect  of  the  1972  Cost  of  Living  formula,  which  my 
organization,  the  National  Council  of  Senior  Citizens,  supported.  In  my  Supple- 
mentary Statement  and  Dissent,  I  supported  the  Council's  recommendation, 
which  has  been  outlined  in  substantial  detail  by  the  previous  witnesses,  that  the 
method  of  computing  social  security  benefits  be  changed  to  a  system  guaranteeing 
that  the  protection  for  current  workers  is  kept  up  to  date  automatically  at  least 
as  high  as  future  increases  in  the  level  of  earnings  and  that,  as  in  the  present  sys- 
tem benefits  once  payable  would  be  kept  up  to  date  with  increases  in  prices.  I  sup- 
port this  recommendation,  however,  with  the  understanding  that  the  "wage  re- 
placement ratios"  established  under  the  new  system  will  be  those  pertaining  under 
present  law  after  the  updating  of  benefits  in  June  of  1975. 
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I  made  a  series  of  proposals  in  my  Supplementary  Statement  and  Dissent,  that 
against  the  fertility,  wage  and  cost  of  living  assumptions  then  available  to  us,  are, 
in  my  judgment,  realistic,  solid  and  fiscally  responsible.  I  am  pleased  that  these 
recommendations  have  in  general  outline,  found  the  approval  of  both  the  AFL- 
CIO  and  the  UAW — representatives  of  a  substantial  section  of  the  workers  who 
are  called  upon  to  pay  social  security  taxes. 

I  have  reviewed  the  projections  of  the  Trustees  with  respect  to  the  funding 
status  of  the  social  security  system  and  the  kinds  of  recommendations  the  Admin- 
istration appears  to  be  considering  with  respect  to  meeting  short-term  financing 
problems,  and  find  no  reason  for  fundamentally  changing  the  recommendations 
that  I  presented — except  that  there  seems  a  good  probability  that  we  may  have  to 
move  into  general  revenue  financing  somewhat  sooner  in  this  century  than  the 
earlier  set  of  assumptions  would  have  required.  With  the  introductory  caveat  that 
I  object  to  any  increase  in  the  payroll  tax,  the  following  are  recommendations  that 
I  presented  in  my  Supplementary  Statement  and  Dissent: 

1.  Beginning  in  calendar  year  1977  the  maximum  amount  counted  for  the  com- 
putation of  benefits  and  for  contributions — the  wage  base — should  be  raised  above 
the  approximately  $16,800  that  can  be  expected  to  be  in  effect  in  1977  under 
present  law.  The  economic  impact  of  such  an  increase  would  not  be  felt  until  the 
fall  of  1977  because  it  is  not  until  then  that  any  significant  number  of  workers 
would  have  earnings  that  exceed  the  $16,800  figure  that  would  be  in  effect  in  any 
event.  The  exact  amount  of  the  increase  in  the  earnings  base  should  be  deter- 
mined by  whether  it  is  to  be  done  in  one  step  or  in  several  steps.  One  alternative  is 
to  increase  the  amount  to  $24,000  in  1977  and  have  it  rise  automatically  from  this 
figure  as  wages  increase.  Another  possibility  is  to  provide  for  more  gradual  in- 
creases, that  is,  a  lesser  increase  for  1977,  compensated  for  by  larger  increases  later. 
It  is  of  interest  to  note  that  the  AFL-CIO  Executive  Council  has  endorsed  moving 
the  wage  base  up  to  $28,000  over  a  period  of  years. 

2.  A  tax  on  the  employer's  full  payroll.  A  maximum  on  the  benefit  and  con- 
tribution base  for  individual  workers  is  appropriate  since  the  amount  that  people 
pay  and  the  amount  that  is  credited  to  their  record  foi  benefit  purposes  should 
be  tied  together,  and  it  would  seem  unreasonable  under  social  insurance  to  com- 
pute benefits  on  the  very  high  salaries  earned  by  the  top  2%  or  3%  of  the  wage- 
earning  portion  of  the  population.  There  is  no  similar  need  for  a  limitation  on 
employer's  payroll.  The  tax  on  employer's  payroll  is  less  now  than  contemplated 
in  the  original  Social  Security  Act.  There  was  then  provided  an  ultimate  combined 
employer  tax  rate  for  social  security  and  unemployment  compensation  totalling 
6%.  Because  of  the  lower  proportion  of  wages  now  covered  under  the  experience 
rating  of  unemployment  compensation  and  the  increased  tax  deductible  advan- 
tages now  available  through  corporate  tax  laws,  the  tax  burden  on  employers  is 
now  significantly  less  than  provided  by  the  original  law. 

3.  That  since  the  hospital  insurance  program,  because  of  the  rise  in  the  wage 
base,  will  be  over  financed,  the  1978  scheduled  increase  of  0.2%  of  payroll  to 
employees  and  the  like  amount  on  employers,  be  allocated  to  the  cash  benefit 
program. 

i.  That  there  be  restored  to  the  Social  Security  law  tne  provision  for  general 
revenue  financing  that  existed  fiom  1944-50  which  reads:  "There  is  also  author- 
ized to  be  appropriated  sums  as  may  be  lequired  to  finance  the  benefits  and 
payments  provided  for  in  this  title." 

These  first  three  recommendations,  according  to  the  best  estimates  I  have  been 
able  to  obtain,  will  solve  the  short-run  financing  problem  of  the  cash  benefit  pro- 
gram and  carry  the  cash  benefit  program  on  a  self-sufficient  basis  well  into  1980's. 
Then,  depending  on  what  happens  to  the  wage  and  cost  of  living  rates,  a  limited 
contribution  may  be  required  from  the  general  revenues  in  the  last  decade  of  this 
century. 

Finally,  with  respect  to  the  twenty-first  century,  my  statement  sees  no  need  to 
provide,  on  the  basis  of  a  highly  speculative  set  of  assumptions  concerning  the 
movement  of  wages  and  prices,  a  set  of  contribution  rates  in  the  next  century  that 
are  any  higher  than  those  required  to  support  the  program  over  the  next  few 
decades,  and  have  recommended  that  it  would  be  more  reasonable  now  to  provide 
specifically  for  contribution  income  to  finance  the  present  program  over  such  a 
period,  and  at  the  same  time  to  restore  to  the  social  security  law  the  provision  for 
general  revenue  financing  that  was  contained  in  the  law  from  1944  to  1950. 

My  statement  further  holds  that  the  predicted  change  in  the  age  composition  of 
the  population  does  not  present  any  major  increase  in  the  burden  of  supporting 
non-workers.  The  very  assumptions  that  lead  to  an  increasing  proportion  of  older 
people  to  those  of  working  age  leads  to  a  smaller  number  of  children  per  person  of 
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working  age.  Taking  the  two  non-working  parts  of  the  population  together — the 
retired  aged  and  children — there  is  little  change  in  the  ratio  of  dependents  to 
workers.  Thus  the  resources  now  required  for  the  upbringing  and  education  of 
children  can  under  these  population  assumptions  be  directed  toward  providing 
for  older  people,  at  least  in  part,  without  any  increased  burden  on  current  workers. 
Under  such  circumstances  there  is  little  doubt  also  but  that  labor  force  participa- 
tion of  older  people  would  increase.  Cost  savings  to  social  security  would,  of 
course,  result  from  such  increased  labor  force  participation  by  older  people.  It 
is  not  necessary  to  change  the  legal  age  at  which  an  individual  becomes  eligible  for 
benefits,  as  discussed  in  the  Council.  With  greater  opportunity  for  employment, 
the  cost  savings  will  come  about  automatically.  The  proposal  to  change  the  legal 
age  of  entitlement  not  only  violates  the  agreement  between  the  social  security 
payee  and  his  government,  but  penalizes  the  person  who  chooses  to  retire  or  has  to 
retire  because  of  health  or  employment  circumstances. 

It  is  also  possible  that  costs  in  the  next  century  measured  as  a  percentage  of 
covered  payroll  will  be  smaller  than  indicated  by  current  estimates  because  of 
greater  labor  force  participation  by  women.  With  smaller  families  such  a  result 
would  seem  to  be  quite  likely.  Most  fundamental,  of  course,  is  the  long-range 
trend  of  productivity  increases.  Although  as  indicated  earlier,  the  long-range 
actuarial  deficit  of  the  system  is  3%  of  payroll  with  an  assumption  of  5%  increases 
in  wages  and  3%  increases  in  prices  and  a  6%  of  payroll  deficit  on  a  long-range 
assumption  of  a  6%  increase  in  wages  and  a  4%  increase  in  prices,  an  assumption 
of  a  5%  increase  in  wages  and  a  2%  increase  in  prices  shows  the  present  program 
to  be  fully  financed!  Thus,  whether  or  not  there  really  is  a  long-range  financing 
problem  for  social  security  depends  on  a  highly  speculative  set  of  assumptions 
about  fertility  rates,  labor  force  participation  rates,  and  long-range  movement  of 
wages  and  prices  and  the  productivity  of  the  labor  force. 

However,  I  have  come  out  of  ttiis  experience  of  serving  on  this  Citizens  Board  of 
Review  subscribing  fully  to  the  conviction  contained  in  the  title  of  the  recently 
issued  White  Paper,  endorsed  by  jive  former  HEW  Secretaries  and  three  former 
Social  Security  Commissioners,  "Social  Security:  A  Sound  and  Durable  Institution 
of  Great  Value,"  I  agree  fully  with  ttie  authors  of  tnis  White  Paper  that  (1)  the 
short-term  financial  problems  of  the  Social  Security  system  are  clearly  manageable 
without  radical  change,  and  (2)  any  long-range  problems  in  the  financing  of  social 
security  can  and  will  be  met  in  a  way  to  fully  redeem  the  promises  made  to  social 
security  contributors. 

Mr.  Danstedt,  I  was  the  only  member  to  file  a  dissent,  and  I  dis- 
sented for  two  reasons. 

I  found  I  first  objected  very  strongly  to  the  proposal  of  the  majority 
to  use  the  hospital  insurance  funds  to  fund  a  deficit  in  the  OSADI 
System.  I  would  use  exactly  the  same  argument  Mr.  Van  Gorkom  has, 
if  you  begin  financing  social  security  under  general  revenues  it  isn't 
going  to  be  long  before  it  becomes  a  medicaid  system  and  subjected 
to  some  kind  of  means  test. 

When  I  paid  over  the  years  my  medicare  tax  and  I  did  this  under  the 
assumption  that  I  had  a  right  to  medicare  without  any  needs  test  of 
any  sort.  I  think  it  is  just  as  much  a  right  as  is  true  also  of  the  tax 
that  is  paid  for  the  cash  benefits.  In  other  words,  I  don't  differentiate 
between  the  tax  you  pay  for  OASDI  and  the  tax  you  pay  for  hospital 
insurance ;  you  are  paying  against  the  assumption  in  your  latter  days 
when  you  become  65  years  of  age  and  your  income  is  down  and  your 
health  conditions  are  worse,  that  you  are  going  to  be  taken  care  of 
substantially  by  the  medicare  program. 

Second,  I  filed  a  dissent  because,  although  I  enjoyed  the  opportu- 
nity of  working  with  this  very  unusual  group  of  the  Advisory  Council, 
I  felt  we  kind  of  lost  our  grip  a  little  bit  in  the  last  few  sessions.  I 
think  we  were  against  a  time  pressure  and  we  began  operating  too 
hastily  and  without  due  consideration  of  all  the  matters. 

At  one  point  we  were  for  a  $24,000  a  year  wage  base.  Now,  some  of  us 
wanted  that  not  to  be  financed  by  an  increase  in  taxes,  but  then  by 
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the  time  we  came  around  to  the  next  meeting  that  had  been  washed 
out  and  we  really  didn't  have  any  financial  proposals  at  that  particular 
point. 

So  there  was  a  little  informal  session  of  the  group  in  the  evening — it 
was  not  a  formal  meeting  of  the  Advisory  Council — and  we  played  a 
kind  of  a  shell  game.  We  looked  at  the  different  shells,  picked  up  a  pea 
and  found  hospital  insurance  and  decided  that  would  be  the  method 
to  finance  the  deficit  in  the  cash  side  of  the  system. 

As  I  indicated  before,  I  think  this  is  going  to  lead  us  down  the 
track,  if  we  move  in  this  direction,  towards  some  kind  of  a  medicaid 
system. 

And  I  got  some  encouragement  also  when  the  council  reported  on 
March  7,  by  the  fact  that  both  the  Secretary  of  HEW  Mr.  Weinberger 
and  the  President  objected  also  to  use  of  the  general  revenues  for 
financing  medicare;  not  with  the  same  reasons  I  did,  but  they  object 
generally  to  the  use  of  the  general  revenues.  So  I  felt  in  a  sense  I  was 
justified  at  that  point  in  having  taken  this  position. 

However,  I  also  felt  very  strongly  that  as  a  dissenter  I  had  an  obli- 
gation to  come  up  with  an  alternative  program  of  some  sort.  I  am  free 
to  confess  I  have  gotten  a  lot  of  help  on  this.  I  consulted  left  and  right 
with  the  social  security  authorities  and  got  their  wisdom  with  respect 
to  this. 

If  we  establish  the  caveat  first  that  we  don't  want  any  increase  in 
the  taxes,  what  can  we  then  do  to  meet  the  short-range  deficit,  which 
I  recall  under  our  estimates  at  the  time  was  1  percent,  and  now  the 
short-range  deficit  I  think  under  the  new  report  of  the  trustees  is  on 
the  order  of  2  percent,  and  the  long-range  deficit  in  the  previous 
projection  of  3  percent  we  now  find  is  5.3  percent — what  can  we  do  to 
deal  with  that  both  in  the  short  range  as  well  as  in  the  long  range? 

So  I  certainly  went  along  with  the  decoupling  proposal,  and  as  a 
matter  of  fact  we  had  unanimous  endorsement  by  the  Advisory 
Council  to  which  Mr.  Van  Gorkom  so  ably  addressed  himself,  and  I 
for  one  certainly  hope  we  move  in  that  direction. 

I  don't  know  what  it  is  going  to  mean  in  terms  of  the  new  report 
of  the  trustees,  but  I  think  it  is  on  the  order  of  2  percent,  something 
like  that. 

I  felt,  however,  after  having  done  that,  there  were  a  number  of 
other  steps  we  have  to  take.  I  have  evaluated  this  as  far  as  I  have  been 
able  to  do  in  relationship  to  the  new  trustees'  report,  and  I  think  the 
recommendations  which  I  have  made  are  still  essentially  valid, 
although  some  of  the  time  schedules  might  have  to  be  moved  ahead 
a  little  bit. 

I  recommended  that  we  increase  the  wage  base  first  to  $24,000; 
then  gradually  move  it  up  to  $28,000.  Then  I  was  rather  pleased  to 
discover  the  AFL-CIO  Executive  Council  had  made  about  the  same 
decision  in  February  after  we  had  completed  our  report. 

Now,  this  I  know,  this  concern  expressed  about  what  this  is  going 
to  do  to  savings  and  capital  formation  and  all  the  rest  of  the  sort  of 
thing,  I  can  say  one  thing :  I  wish  during  my  working  life  that  my  whole 
salary  had  been  taxed  for  social  security;  I  would  have  a  better  social 
security  payment  than  I  have  now. 

So  if  you  move  some  guy  up  to  $24,000  or  $28,000  he  is  going  to  have 
a  much  better  social  security  payment  than  he  would  get  just  letting 
the  thing  escalate  along  with  the  rise  of  the  cost  of  living. 
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So  I  don't  get  too  concerned  about  this  is  going  to  somehow  interfere 
with  capital  formation,  and  someone  who  has  never  earned  any  big 
money  but  comfortable  living — I  never  accumulated  any  capital,  a 
little  bit  of  insurance,  but  still  I  look  back,  if  my  whole  salary  had 
been  taxed  I  would  be  much  better  off  in  terms  of  my  social  security 
payment  than  I  am  now. 

Then  I  further  recommended  that  we  ought  to  tax  the  employer's 
full  payroll.  This  will  not  produce  a  lot  of  money,  but  it  is  in  the 
right  direction. 

Third,  I  made  recommendation,  since  the  hospital  insurance 
program  will  be  overfinanced  because  of  the  rise  in  the  wage  base, 
we  could  afford  to  take  maybe  two-tenths,  four-tenths  of  hospital 
insurance  program  and  apply  it  to  the  cash  deficit. 

Now,  this  is  quite  unlike  what  was  recommended  by  the  majority. 
We  are  not  recommending  any  general  revenue  be  put  in,  but  plan  an 
over-financing  of  the  hospital  insurance  program  because  of  the  rise 
of  tax  base. 

Finally,  we  recommended  that  this  Congress  needs  to  begin  thinking 
sometime  in  maybe  the  next  decade  ahead  about  restoring  to  the 
Social  Security  Act  the  authority  to  use  the  general  revenues.  That 
authority  did  exist,  I  think,  for  a  period  of  4  or  5  years,  but  it  has 
not  been  in  the  Social  Security  Act  for  a  long  time. 

As  you  begin  looking  ahead  even  in  the  short  term,  sometime  toward 
in  the  1980's,  maybe  1990's,  unless  you  want  to  bring  about,  as  the 
Administration  wants  to  do,  a  very  substantial  increase  in  the  tax 
rate,  you  are  going  to  have  to  find  money  someplace,  and  it  makes  a 
good  deal  of  sense  for  us  to  begin  doing  what  was  originally  planned 
for  in  the  social  security  system,  use  of  the  general  revenues. 

And  I  would  love  to  have  it  debated,  an  argument  on  whether  you 
find  a  formulation  and  produce  it  one-third  from  the  employee's 
wages,  one-third  from  the  employer,  one-third  from  the  general 
revenue,  and  to  have  a  real  debate  on  whether  that  is  really  going  to 
affect  significantly  the  employee's  attitude  that  he  still  has  a  right  to 
the  system. 

I  would  grant  if  you  get  to  the  point  where  general  revenues 
predominate,  then  I  think  there  are  some  problems  around,  but  no 
one  has  talked  about  that  it  has  not  even  been  considered.  The 
eventual  formulation  would  be  one-third,  one-third,  one-third,  and  I 
am  not  convinced,  and  I  think  if  you  get  some  other  authorities 
together  you  ^\^ll  find  also  that  it  is  a  debatable  point  as  to  whether 
you  are  at  all  threatening  the  right  to  the  benefits  you  have  earned 
because  you  use  general  revenue. 

I  could  go  on  and  develop  this  still  further.  Maybe  later  we  might 
have  a  chance  to  have  a  talk  going  back  and  forth  up  front  here. 

I  think  under  tw^o  formulations  with  the  introduction  of  the  general 
revenues  maybe  late  in  the  1980's,  and  not  to  a  very  significant  amount 
at  that  particular  point,  that  we  will  carry  the  system  through  this 
century  without  an  awful  lot  of  trouble  from  a  practical  standpoint. 

I  just  finally  want  to  close,  Mr.  Chairman,  with  this  kind  of  a 
comment:  You  know,  you  have  to  look  to  the  21st  century,  too,  and 
it  has  been  very  appropriately  pointed  out  here  we  are  going  to  have  a 
lot  more  retirees  than  we  have  now,  because  some  of  the  j^ounger 
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crowd  around  now  were  very  busy  having  children  in  the  post-World 
War  II  period,  and  they  are  going  to  retire. 

I  cannot  for  1  minute  believe  that  the  social  security  system  in 
the  U.S.  Government  is  going  to  default  on  those  people  with  respect 
to  the  retirement  benefits.  I  don't,  and  no  one  can  convince  me  other- 
mse  on  that. 

I  saw  a  cartoon  in  the  Baltimore  Sun  here  2  or  3  weeks  ago,  showing 
a  young  child  speaking  to  an  older  person,  "Grandpa,  will  I  be  able  to 
have  social  security  benefits  when  I  become  as  old  as  you?" 

I  am  a  grandfather,  and  I  can  tell  mj?-  grandchildren,  some  of  the 
young  people  around  here,  they  are  going  to  get  their  social  security 
benefits  because  there  is  a  commitment  to  social  security  on  the  part 
of  the  people  of  the  United  States  and  the  Government  that  we  are 
not  going  to  deny. 

A  second  factor  is  going  to  operate  in  this  kind  of  a  situation.  If  we 
hold  to  zero  population  growth — since  this  will  mean  smaller  families, 
and  if  we  have  smaller  families  it  is  going  to  mean  that  we  are  going 
to  have  to  spend  less  money  on  education,  other  child  care  costs,  and 
so  forth — there  will  be  more  resources  available  for  the  grandfathers 
of  these  children  at  that  particular  point. 

Also,  I  am  sure  that  with  smaller  families,  with  so  many  women 
we  now  have  in  the  labor  force,  even  more  going  to  go  into  the  labor 
force,  from  a  practical  standpoint  that  is  going  to  build  up  the  base 
from  which  you  pay  for  your  social  securitj^  retirement  benefits. 

And  thirdly,  I  think  there  is  no  question  in  my  mind  but  a  very 
desirable  development  will  come  about  with  respect  to  older  people 
and  I  have  worked  with  a  lot  of  them.  I  can  tell  you  that  you  talk 
about  retirement  as  the  golden  years,  but  I  have  run  across  a  lot  of 
older  people  who  really  don't  want  to  retire  but  they  have  to,  either 
under  union  contracts  or  under  the  requirements  of  their  employer. 
They  don't  want  to. 

You  give  them  a  chance  if  they  continue  working  they  would  grab 
it  and  love  it  from  a  practical  standpoint,  and  I  think  we  are  going  to 
get  to  the  point  where  we  are  going  to  need  to  continue  to  use  the 
services  of  older  people,  and  they  ought  to  have  a  choice  as  to  whether 
they  retire  or  not. 

But  if  they  want  to  work,  the  opportunity  should  be  there.  Society 
needs  them.  It  won't  have  to  provide  make-believe  opportunities, 
substitute  roles  for  employment  that  we  now  think  is  so  necessary  for 
old  people.  They  can  have  a  real  part  to  play  in  society  in  America. 

So  I  wind  up,  Mr.  Chairman  and  members  of  the  committee,  by 
saying  that  I  endorse  very  strongly  the  statement  of  the  white  paper 
put  out  by  a  group  of  social  security  experts,  which  I  am  sure  you  have 
all  seen,  four  former  Secretaries  of  HEW  and  three  former  Social 
Security  Commissioners,  in  which  they  see  problems  ahead  but  they 
have  no  reservations  but  the  Congress  and  the  people  can  find  ways 
to  solve  those  problems  to  guarantee  that  the  grandfathers  of,  the 
2015's  are  going  to  have  the  social  security  protection. 

Thank  you  very  much. 

Mr.  Burke.  Thank  you,  Mr.  Danstedt. 

The  next  panelist  is  J.  Henry  Smith. 
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STATEMENT  OF  J.  HENRY  SMITH 

Mr.  Smith.  Gentlemen,  much  of  what  I  have  prepared  has  been 
covered  I  think  quite  well  today. 

I  did  undertake  in  the  first  part  of  this  paper  to  take  note  of  the 
wide  differences  in  cost  estimates. 

Mr.  Burke.  If  you  wish,  your  entire  statement  will  appear  in  the 
record  and  you  can  summarize. 

Mr.  Smith.  Thank  you. 

[The  statement  follows:] 

Statement  of  J.  Henry  Smith 

I  am  J.  Henry  Smith,  recently  retired  Chairman  of  the  Board  of  The  Equitable 
Life  Assurance  Society  of  the  United  States  and  a  member  of  the  1974  Advisory 
Council  on  Social  Security. 

I  am  grateful  for  the  opportunity  to  testify  on  the  financing  of  the  OASDI 
system  because  I  feel  that  the  matter  needs  to  be  placed  in  peispective  before  the 
public,  and  because  early  action  by  the  Congress  is  definitely  needed. 

Recent  studies  and  published  reports  and  comments  have  found  a  sensitive 
ear  among  the  public.  In  many  cases  undue  alarm  has  been  generated.  Future 
cost  estimates  are  most  complex,  and  their  implications  are  not  easily  understood. 
The  differences  in  predictions  that  have  appeared  are  disconcerting  and  may  tend 
to  throw  doubt  on  the  soundness  or  manageability  of  the  system. 

Somewhat  in  defense  of  my  fellow  actuaries  who  are  called  upon  to  make  the 
future  estimates,  may  I  say  that  it  is  inescapable  that  the  results  will  vary  widely. 
A  long-term  projection  of  costs  rests  on  a  large  number  of  economic  and  demo- 
graphic assumptions  as  to  future  trends,  the  predictability  of  which  is  often  quite 
low.  The  mere  listing  of  the  factors  that  must  be  taken  into  account  suggests  the 
dimensions  of  the  forecasting  problem.  They  include:  Birth  Rates,  Death  Rates 
for  Different  Groupings,  Rates  of  Disablement,  Rates  of  Termination  of  Disa- 
bility, Survivorship  of  Dependent  Beneficiaries,  Trend  of  Wage  Rates,  Trend  of 
Cost  of  Living,  Composition  of  Labor  Force,  Unemployment  Rates,  Migration, 
Interest  Earnings  on  Trust  Fund,  Adniinistrative  Costs  as  Affected  by  Inflation. 

Some  of  the  most  influential  of  these  factors  have  low  degrees  of  predictability, 
especially  rates  of  birth,  and  trends  in  wages  and  cost  of  living.  And,  of  course, 
the  need  to  project  fai  into  the  future  (because  of  the  long-term  com- 
mitments involved)  seriously  decreases  the  validity  of  the  assumptions.  Over 
long  periods  small  differences  in  assumptions  can  accumulate  to  large  differences 
in  results.  It  must  be  expected,  therefore,  that  different  estimates,  especially  if 
separated  by  even  a  few  months  of  time,  will  turn  out  differently — even  to  the 
extent  of  a  40%  difference  (recently  appearing)  in  the  percentage  of  payroll 
required  to  support  the  plan  in  the  57th  year. 

In  spite  of  these  uncertainities,  however,  it  is  important  to  make  projections 
because  we  need  to  be  prepared  for  reasonable  possibiUties.  Projections  should 
be  updated  frequently  in  order  to  keep  Congress  and  the  public  informed  of 
changing  trends.  In  this  respect,  as  a  technical  point,  I  personally  favor  having 
each  computation  bring  out  alternative  estimates  based  on  variations  of  the 
underlying  assumptions — something  like  the  high  and  low  future  cost  estimates 
for  OASDI  that  used  to  be  prepared  for  Congress.  Showing  such  a  range  is  more 
consistent  with  the  degree  of  reliability  involved  and  would  also  help  the  public 
understand  the  true  nature  of  the  predictions. 

Regardless  of  the  variations,  however,  it  is  quite  meaningful  that  all  of  the 
recent  estimates  indicate  a  substantial  deficiency  in  the  present  provisions  for 
funding  the  system.  Fortunately,  however,  the  bulk  of  the  deficiency  (whatever 
estiniate  is  considered)  lies  well  in  the  future.  The  estimates  of  near  term  deficiency, 
which  are  much  more  reliable,  are  much  more  consistent  and  manageable.  They  are 
significant,  however,  and  it  now  seems  clear  that  the  current  actual  costs,  plus 
the  short  range  costs  hkely  to  materialize  in  the  next  several  years,  are  such  that 
Congress  should  take  early  action  to  shore  up  the  funding  of  the  plan.  As  an 
importantly  related  matter  it  should  also  deal  with  the  problem  recently  brought 
forward  in  several  quarters  concerning  the  erratic,  inconsistent,  and  seemingly 
capricious  results  obtained  by  applying  the  present  benefit  formula  under  varying 
conditions. 
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In  framing  recommendations  for  changing  the  financing,  one  ought  to  have  an 
eye  on  deficits  that  may  arise  40  or  50  years  hence,  but  the  principal  focus  for 
Congressional  action  surely  will  be  the  needs  of  the  next  10  to  20  years.  If  the 
latter  are  met,  part  of  the  long-term  future  needs  will  be  taken  care  of,  and  the 
rest  can  be  met  gradually  in  the  future  as  more  reliable  estimates  of  the  on-coming 
needs  become  practical. 

So  it  seems  to  me  that  two  recommendations  for  early  action  by  Congress  are  in 
order: 

1.  A  small  increase  should  be  made  in  the  FICA  tax  rate  (the  Social  Security 
contribution  rate)  to  offset  expected  deficits  over  the  next  10  to  15  years,  and  to 
replenish  the  social  security  trust  fund  to  some  extent; 

2.  The  mechanics  of  the  benefit  formula  for  determining  the  Principal  In- 
surance Amount  (PIA)  should  be  revised  to  make  its  results  more  stable  and 
consistent  in  relation  to  wages.  The  formula  should  be  "decoupled"  as  the  current 
argot  has  it. 

The  second  of  these  recommendations,  i.e.  for  "decoupling"  is  explained  and 
dealt  with  at  some  length  in  the  report  of  the  Advisory  Council  on  Social  Security. 
It  is  complex  but  seems  to  be  non-controversial;  it  is  in  the  nature  of  overcoming  a 
flaw  in  the  technicalities  of  the  benefit  provision.  For  support  of  this  recommenda- 
tion I  will  rely  on  the  report  of  the  Council  without  further  argument  here.  Suffice 
it  to  say  that  the  present  coupled  mechanism  contributes  substantially  to  the 
expected  long-range  deficit  as  computed  for  the  present  law. 

The  recommendation  of  a  small  change  in  the  tax  rate  is  a  realistic,  straight- 
forward approach  to  funding.  It  has  the  full  weight  of  precedent  behind  it — 
Congress  has  increased  the  rate  again  and  again  as  the  cost  of  the  plan  was  raised. 
Of  course,  no  one  wants  to  increase  taxes  today,  but  with  the  very  large  increase 
in  benefits  that  has  occurred  in  recent  years  and  the  further  increases  that  will 
probably  come  about  in  the  future,  it  seems  only  proper  and  consistent  to  adjust 
the  tax  rate  correspondingly. 

To  be  more  specific,  I  would  recommend  an  increase  in  the  tax  rate  in  the 
neighborhood  of  one-half  of  one  percent  of  wages,  applying  both  to  employer 
and  employee,  effective,  say,  January  1,  1976,  or  even  at  a  date  somewhat  later 
than  that  if  Congress  feels  it  important  to  delay  the  increase  until  economic 
conditions  improve.  The  exact  figure  to  be  used  ought  to  be  determined  after 
careful  review  of  the  1975  report  of  the  trustees  of  the  trust  fund  which,  as  I  write 
this,  I  have  not  had  an  opportunity  to  study  fully;  but  it  is  my  behef  that  a  tax 
increase  in  the  neighborhood  of  0.5%  is  the  order  of  magnitude  required  for  meet- 
ing the  expected  deficit  over  the  next  decade  or  so. 

Alternative  ways  of  meeting  the  deficit  include  deliberalizing  benefits  or  condi- 
tions or  eligibility;  resorting  to  general  revenues  for  funding;  increasing  the 
maximum  earnings  base  for  FICA  taxes  and  OASDI  benefit  calculations;  and 
wholly  or  partly  diverting  FICA  taxes  paid  for  Medicare  to  OASDI  and  making 
up  any  deficiencies  thus  created  for  Medicare  by  resorting  to  the  general  treasury. 

The  majority  of  the  Advisory  Council  on  Social  Security  voted  to  recommend 
the  last  mentioned  device,  but  a  substantial  minority  of  us  dissented.  Our  main 
objections  were  that  it  is  simply  a  camouflaged  way  of  resorting  to  general  reve- 
nues, and  it  would  interfere  with  the  orderly  funding  of  the  Medicare  system. 
Furthermore,  shifting  Medicare  financing  to  general  treasury  revenues  would 
threaten  to  turn  it  into  a  welfare,  means  tested,  system  instead  of  a  social  insurance 
program. 

Of  course,  if  we  could  be  sure  that  the  portion  of  the  FICA  tax  now  allocated 
to  Medicare  is,  and  will  continue  to  be,  excessive,  some  degree  of  diversion  of 
it  to  OASDI  would  be  in  order.  Whatever  Medicare  surplus  now  exists,  however, 
seems  almost  certain  to  be  temporary.  The  trend  of  health  care  costs  has  been 
sharply  upward  lately,  and  those  of  us  active  in  health  insurance  who  have  had 
to  cope  with  sharply  rising  health  costs  see  little  hope  that  we  can  avoid  repeating 
the  history  of  emergence  of  actual  costs  in  excess  of  all  estimates. 

Any  proposal  to  cure  the  OASDI  deficit  by  deliberalizing  benefits  or  conditions 
of  eligibility  seems  politically  unlikely.  However,  as  suggested  in  the  report  of 
the  Advisory  Council  consideration  should  be  given  sometime  in  the  future  to 
increasing  the  normal  retirement  age  after  it  becomes  clearer  how  the  balance 
between  labor  needs  and  work  force  will  develop  over  the  years. 

The  alternative  of  shifting  some  of  OASDI  costs  to  general  treasury  revenues 
seems  to  me  unsatisfactory.  This  is  an  old  idea  that  has  been  debated  many 
times  over  the  years  by  the  Ways  and  Means  Committee.  Its  repeated  rejection 
stems,  I  beheve,  from  two  strong  arguments.  First,  the  maintenance  of  a  contin- 
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uous  equation  between  benefits  as  related  to  wages  and  the  special  tax  on  wages 
is  logical  (especially  under  a  pay-as-you-go  system)  and  provides  needed  discipline 
and  understanding  by  the  public;  and  also  it  helps  to  account  for  the  widespread 
public  acceptance  of  the  system.  Second,  injection  of  general  revenues  would  tend 
to  turn  the  plan  away  from  respected  insurance  principles  toward  a  welfare  system 
which  might  easily  be  construed  to  require  means  tests  and  other  regrettable 
features  of  philanthiopic  doles. 

The  other  alternative  of  collecting  more  OASDI  tax  by  raising  the  maximum 
taxable  earnings  base  to  some  figure  higher  than  the  present  $14,100  will  require 
serious  consideration  by  Congress.  I  believe  it  would  be  a  very  unsatisfactory 
move  for  the  following  reasons: 

1.  Social  Security  from  the  beginning  was  intended  to  be  only  one  of  three 
layers,  the  middle  layer,  of  the  country's  income  maintenance  system.  The  basic 
layer  is  the  public  assistance  program  and  the  top  layer  is  that  of  private  savings, 
pensions  and  investment.  All  have  their  proper  place  and  should  remain  well 
defined  and  contained.  Raising  the  maximum  earnings  base  would  cause  Social 
Security  to  impinge  on  the  top  layer  of  private  initiative  and  savings.  It  would 
extend  coverage  to  a  level  of  income  where  enforced,  formulated  disposal  of 
income  seems  inappropriate  under  our  general  philosophy  of  individual  initiative. 

2.  By  thus  eroding  the  top  layer  of  private  savings  and  investment  the  move 
would  tend  to  reduce  capital  formation  and  that  would  be  a  serious  deterrent  to 
orderly  economic  development  of  this  country.  On  every  side  we  learn  of  current 
and  future  demands  for  capital  that  seem  insatiable.  Private  savings  and  pension 
plans  accumulate  capital;  the  OASDI  system  does  not  do  so  appreciably. 

3.  Instead  of  spreading  out  the  needed  tax  thinly  over  all  of  those  benefitting 
from  the  liberalizations  of  the  plan,  it  would  concentrate  the  whole  cost  unfairly 
on  a  relatively  small  group,  most  of  whom  are  already  very  hard  pressed  workers. 
If  the  maximum  were  raised  to  $18,100,  a  person  earning  that  amount  would  be 
called  upon  to  pay  almost  $200  more  a  year  in  FICA  tax  and  his  employer  would 
match  that  increase.  This  is  a  serious  drain,  and  we  are  not  talking  about  affluent 
people  but  those  whose  income  are  at  the  level  of,  say,  a  carpenter  or  a  New  York 
City  policeman,  people  on  whom  the  sharply  progressive  income  tax  is  already 
burdensome.  If  the  maximum  were  raised,  as  some  recommend,  to  $24,000  the 
tax  increase  for  a  person  earning  that  amount  would  be  almost  $1,000  a  year. 
split  between  the  employer  and  employee.  That  amounts  to  a  70%  increase  in 
FICA  tax. 

4.  A  change  of  this  type  could  well  be  considered  by  a  large  portion  of  the 
electorate  to  exaggerate  what  some  consider  the  inequity  of  the  present  plan. 
The  increase  in  tax  would  not  be  balanced  by  an  increase  in  benefits  for  those 
paying  the  higher  tax,  at  least  not  for  a  long  time.  There  would  be  quite  a  lag 
before  benefits  for  those  whose  taxes  were  increased  would  be  correspondingly 
raised,  and  even  then  it  must  be  remembered  that  the  benefit  system  is  very 
heavily  weighted  in  favor  of  low  income  people.  The  troublesome  question  of  "will 
I  get  my  money's  worth?"  would  be  aggravated. 

For  all  these  reasons  I  believe  that  the  appropriate  alternative  is  to  raise  the 
FICA  tax  by  a  small  amount  at  an  early  date.  To  do  otherwise  would  do  violence 
to  the  principles  and  basic  philosophy  of  the  system. 

Mr.  Smith.  I  did  undertake  in  the  first  part  of  the  statement  to 
take  note  of  the  wide  differences  that  have  appeared  in  long-range  cost 
estimates  for  the  plan,  differences  which  come  about  ^\dth  changing 
economic  circumstances,  and  assumptions  different  at  times  and  at 
times  fairly  close  together.  We  have  had  mde  differences  in  the 
expected  cost,  long-range  cost  of  the  system. 

I  thought  it  might  be  useful  to  insert  here  some  explanation  of 
why  the  actuaries  end  up  vnih  such  widely  differing  numbers. 

I  have  listed,  for  example,  some  of  the  factors  which  have  to  be 
taken  into  account  in  developing  costs,  and  as  you  may  see  from  page 
2,  or  page  1,  the  bottom  of  page  1  of  this  statement,  there  are  quite  a 
number  of  very  important  and  difficult-to-predict  forces  that  influence 
the  long-range  cost  elements. 

On  the  other  hand,  the  short-range  cost  elements,  cost  projections, 
are  more  dependable  and  more  consistent,  and  I  think  Congress  should 
focus  on  them  at  this  time. 
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My  statement  suggests  and  recommends  that  this  matter  of  chang- 
ing the  benefit  formula  to  ehminate  the  flaw  which  Mr.  Van  Gorkom 
discussed  should  be  attacked  by  Congress  promptly. 

As  for  the  financing  aspects,  the  problem  of  meeting  the  short- 
range  deficit,  I  lean  in  the  direction  of  increasing  the  social  security 
tax  rate  by  a  small  amount  sometime  in  the  relatively  near  future, 
not  necessarily  right  away  but  with  a  few  months'  time,  let's  say,  or 
perhaps  a  year's  time. 

I  would  pick  up  the  arguments  for  that  beginning  on  page  4  of  my 
statement,  if  you  care  to  follow  what  I  read. 

The  recommendation  of  a  small  change  in  the  tax  rate  is  a  realistic, 
straightforward  approach  to  funding.  It  has  the  full  weight  of  precedent 
behind  it — Congress  has  increased  the  rate  again  and  again  as  the 
cost  of  the  plan  was  raised. 

Of  course,  no  one  wants  to  increase  taxes  today,  but  with  the  very 
large  increase  in  benefits  that  has  occurred  in  recent  years  and  the 
further  increases  that  will  probably  come  about  in  the  future,  it  seems 
only  proper  and  consistent  to  adjust  the  tax  rate  correspondingly. 

To  be  more  specific,  I  would  recommend  an  increase  in  the  tax  rate 
in  the  neighborhood  of  one-half  of  1  percent  of  wages,  applying  equally 
both  to  employer  payroll  and  employee  wages,  effective,  say,  Jan- 
uary 1,  1976,  or  even  at  some  later  date  than  that  if  Congress  feels  it 
important  to  delay  the  increase  until  economic  conditions  improve. 

Alternative  ways  of  meeting  the  deficit  include  deliberalizing 
benefits  or  conditions  or  eligibiUty;  resorting  to  general  revenues  for 
funding;  increasing  the  maximum  earnings  base  for  FICA  taxes  and 
OASDI  benefit  calcualtions;  and  wholly  or  partly  diverting  FICA 
taxes  paid  for  Medicare  to  OASDI  and  making  up  any  deficiencies 
thus  created  for  Medicare  by  resorting  to  the  general  treasury. 

The  majority  of  the  Advisory  Council  on  Social  Security  voted  to 
recommend  the  last-mentioned  device,  but  a  substantial  minority 
dissented,  as  just  recently  discussed  by  Mr.  Danstedt,  and  I  concur 
in  his  position  in  opposition  to  that  recommendation. 

Of  course,  if  we  could  be  sure  that  the  portion  of  the  tax  now  allo- 
cated to  Medicare  is,  and  will  continue  to  be,  excessive,  then  some 
degree  of  diversion  of  it  to  OASDI  would  be  in  order.  Whatever  Medi- 
care surplus  now  exists,  however,  seems  almost  certain  to  be  temporary. 

The  trend  of  health  care  costs  has  been  sharply  upward,  and  those 
of  us  who  are  active  in  health  insurance  who  have  to  cope  with  sharply 
rising  health  costs  see  little  hope  that  we  can  avoid  repeating  the 
history  of  emergence  of  actual  costs  in  excess  of  all  estimates. 

Any  proposal  to  cure  the  deficit  by  deliberalizing  benefits  or  condi- 
tions of  eligibility  seems  politically  unlikely.  However,  we  could,  as 
suggested  in  the  Council  report,  later  look  at  the  question  of  whether 
the  normal  retirement  age  should  be  changed.  But  I  think  that  is 
something  for  the  future. 

The  alternative  of  shifting  some  of  OASDI  costs  to  general  treasury 
revenues  seems  to  me  to  be  unsatisfactory.  This  is  an  old  idea  that  has 
been  debated  many  times  over  the  years  by  the  Ways  and  Means 
Committee. 

Its  repeated  rejection  stems,  I  believe,  from  two  strong  arguments: 

First,  the  maintenance  of  a  continuous  equation  between  benefits 

as  related  to  wages  and  the  special  tax  on  wages  is  logical,  especially 

under  a  pay-as-you-go  system,  and  it  provides  needed  discipline  and 
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understanding  by  the  public.  It  also  helps  to  account  for  the  widespread 
public  acceptance  of  the  system. 

Second,  injection  of  general  revenues  would  tend  to  turn  the  plan 
away  from  respected  insurance  principles  toward  a  welfare  system 
which  might  easily  be  construed  to  require  some  major  means  tests. 
The  other  alternative  of  collecting  more  OASDI  tax  by  raising  the 
maximum  taxable  wage  base  again  to  some  figure  higher  than  the 
present  $14,100  will  require  serious  consideration  by  Congress.  I 
believe  it  would  be  a  very  unsatisfactory  move  for  the  following 
reasons : 

First,  social  security  from  the  beginning  was  intended  to  be  only  one 
of  three  layers,  as  discussed  by  Mr.  Van  Gorkum  a  short  time  ago.  All 
of  the  layers  have  their  proper  place  and  should  be  well  defined  and 
contained.  Raising  the  maximum  earnings  base  would  cause  social 
security  to  impinge  on  the  top  layer  of  private  initiative  and  saving. 
It  would  extend  coverage  to  a  level  of  income  where  enforced,  formu- 
lated disposal  of  income  seems  inappropriate  under  our  general 
philosophy  of  individual  initiative. 

Two,  by  thus  eroding  the  top  layer  of  private  savings  and  invest- 
ment, the  move  would  tend  to  reduce  capital  formation  and  that  would 
be  a  serious  deterrent  to  orderly  economic  development  of  this  country. 

On  every  side  we  learn  of  current  and  future  demands  for  capital 
that  seem  insatiable.  Private  savings  and  pension  plans  accumulate 
capital;  the  OASDI  system  does  not  do  so  appreciably. 

Third,  instead  of  spreading  out  the  needed  tax  thinly  over  all  of 
those  benefiting  from  the  liberaHzation  of  the  plan,  it  would  concen- 
trate the  whole  additional  cost  unfairly  on  a  relatively  small  group, 
most  of  whom  are  already  very  hardpressed  workers. 

If  the  maximum  were  raised  to  $18,100,  for  example,  a  person 
earning  that  amount  would  be  called  upon  to  pay  almost  $200  more 
a  year  in  FICA  tax  and  his  employer  would  match  that  increase. 
This  is  a  serious  drain,  and  we  are  not  talking  about  affluent  people 
but  those  whose  incomes  are  at  the  level  of,  say,  a  carpenter  or  a  New 
York  City  policeman,  people  on  whom  the  sharply  progressive  income 
tax  is  already  burdensome. 

If  the  maximum  were  raised,  as  some  recommend,  to  $24,000, 
the  tax  increase  for  a  person  earning  that  amount  would  be  almost 

Mr.  Burke.  Sir,  May  I  interrupt  you?  There  is  a  rollcall  vote  on 
the  floor.  We  will  have  to  go  and  vote.  If  the  panel  will  just  wait,  we 
will  be  back  in  a  few  mintues. 

[A  recess  was  taken.] 

Mr.  Burke.  The  subcommittee  will  come  to  order. 

We  are  sorry  for  the  interruption,  Mr.  Smith,  but  we  wiU  now 
continue. 

Mr.  Smith.  It  is  remarkable  how  fast  you  can  get  back  these  days. 

Mr.  Burke.  We  now  have  electronic  voting.  It  doesn't  give  you 
much  time  to  make  up  your  mind. 

Mr.  Steiger.  It  is  one-third  thinking,  one-third  punching,  and 
one-third  walking  that  makes  the  system  work. 

Mr.  Smith.  Shall  I  continue,  sir? 

Mr.  Burke.  Yes. 

Mr.  Smith.  I  was  giving  my  reasons  for  recommending  against 
the  change  in  the  maximum  wage  base,  and  I  was  down  at  the  bottom 
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of  page  7  of  my  statement;  the  last  sentence  there,  or  next  to  the  last 
sentence. 

If  the  maximum  were  raised,  as  some  recommend,  to  $24,000, 
the  tax  increase  for  a  person  earning  that  amount  would  be  almost 
$1,000  a  year,  split  between  the  employer  and  employee.  That  amounts 
to  a  70  percent  increase  in  FICA  tax. 

Four,  a  change  of  this  type  could  well  be  considered  by  a  large 
portion  of  the  electorate  to  exaggerate  what  some  consider  the 
inequity  of  the  present  plan.  The  increase  in  tax  would  not  be  balanced 
by  an  increase  in  benefits  for  those  paying  the  higher  tax,  at  least 
not  for  a  long  time. 

There  would  be  quite  a  lag  before  benefits  for  those  persons  whose 
taxes  were  increased  would  be  correspondingly  raised,  and  even  then 
it  must  be  remembered  that  the  benefit  system  is  very  heavily  weighted 
in  favor  of  low-income  people.  The  troublesome  question  of  "Will  I 
get  my  money's  worth?"  would  be  aggravated. 

For  all  these  reasons  I  believe  that  the  appropriate  alternative  is  to 
raise  the  FICA  tax  by  a  small  amount  at  an  early  date.  To  do  other- 
wise would  do  violence  to  the  basic  values  of  the  system. 

Incidentally,  I  would  like  to  endorse  the  independent  research  idea 
which  Mr.  Wallis  put  forward  in  his  testimony.  I  do  believe  that  there 
are  major  issues  in  this  field  which  have  not  been  adequately  plumbed 
and  which  should  be  given  full  and  careful,  competent  study  before 
another  Social  Security  Advisory  Council  is  asked  to  give  its  views  on 
things.  I  believe  that  is  a  very  worthwhile  idea. 

Mr.  Burke.  Mr.  Steiger. 

Mr.  Steiger.  Mr.  Chairman,  I  want  to  compliment  all  of  the 
members  of  the  Advisory  Council,  and  I  want  to  especially  compU- 
ment  Chancellor  Wallis,  who  has  a  knack,  it  seems  to  me,  for  finding 
himself  in  different  positions  on  councils  and  positions  on  advisory 
councils  of  various  kinds,  and  has  come  through  remarkably  unscathed 
and  is  doing  an  exceptionally  fine  job. 

If  I  can,  let  me  go  to  some  things  you  didn't  touch  on  in  your  pre- 
pared statements  and  just  see  if  I  can  get  a  better  understanding. 

In  the  fourth  chapter  on  the  retirement  test  you  deal  with 

Mr.  Danstedt.  What  page  is  that? 

Mr.  Steiger.  Page  21.  You  deal  with  six  issues.  I  came  away  from 
reading  that  section  of  the  Advisory  Council's  report  frankly  not  very 
persuaded,  at  least  in  what  you  presented  to  us,  with  why  you  don't 
think  some  changes  are  needed  or  should  be  undertaken. 

If  I  can,  can  I  go  then  to  at  least  three  of  the  provisions,  that  is  to 
say,  section  6  on  taxes  on  earnings  after  65,  why  you  don't  think  we 
ought  to  eliminate  the  tax  on  those  receiving  benefits;  secondly,  to  the 
question  of  liberalizing  the  provisions  of  the  retirement  test;  and 
thirdly,  the  monthly  pressure  of  retirement  versus  annual. 

If  I  could.  Chancellor,  perhaps  if  you  want  to  or  whoever  wants  to 
answer,  I  really  am  not  satisfied  with  the  recommendations  that  you 
make  and  I  am  not  persuaded  by  your  reasoning.  If  you  can  help  me, 
I  would  be  grateful. 

Mr.  Wallis.  Thank  you  very  much. 

I  would  like  to  make  one  general  comment  which  is  suggested  by 
this  question.  There  are,  of  course,  quite  a  number  of  topics  covered 
in  the  report  which  none  of  us  have  touched  on.  We  have  focused  on 
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those  that  are  primarily  financial,  and  certainly  there  is  nothing  in 
the  report,  or  practically  nothing,  that  doesn't  have  some  financial 
implications  for  the  system. 

Now,  with  respect  to  the  retirement  test,  that  would  have  some 
financial  implications.  I  would  say  I  also  am  not  satisfied  with  that 
section,  and  I  think  it  is  probably  true — I  would  have  to  check  my 
memory  or  the  minutes,  but  I  think  it  is  probably  true — that  nobody 
on  the  Council  is  satisfied  with  that  section. 

That  was  the  one  section  where  we  had  an  extreme  range  of  views; 
from  those  who  felt  the  retirement  test  ought  to  be  abolished  com- 
pletely— once  a  person  gets  to  be  65  he  should  get  his  social  security 
benefits  whether  he  hadearnings  or  not — to  those  who  felt  he  shouldn't 
get  a  penny,  and  that  we  already  go  too  far  in  exempting  $2,520.  The 
Council  simply  worked  around  until  we  found  an  intermediate  posi- 
tion. As  I  remember 

Rudy,  was  it  unanimous?  It  was  close  to  being  unanimous. 

Mr.  Danstedt.  It  wasn't  enthusiastic. 

Mr.  Wallis.  No,  I  think  not  unanimous.  But  you  are  used  to  that 
in  the  Congress,  you  always  have  to  give  up  something  to  come  to  an 
agreement.  This  was  a  case  where  the  Council  took  one  of  those  prac- 
tical positions;  maybe  we  should  have  left  it  for  Congress  to  do  the 
compromising  and  each  of  us  stated  his  own  views. 

I  personally  am  not  satisfied  with  it  at  all,  but  other  people  were 
dissatisfied  in  exactly  the  opposite  direction. 

Mr.  Danstedt.  I  am  willing  to  stick  my  neck  out.  I  guess  you  could 
call  me  the  conservative  on  this.  I  thought  the  present  amount  that 
we  get,  which  is  not  a  large  amount  of  money,  does  a  pretty  good  job. 
I  have  seen  some  tables  somewhere  and  supplied  by  the  Social  Security 
Administration  which  indicate  that  you  can  actually  move  up  to  earn- 
ing $8,000  or  $9,000  a  year  before  you  lose  all  your  social  security 
benefits,  and  that  is  one  factor  that  needs  to  be  considered. 

And  second,  at  least  I  and  several  others  were  not  convinced  that 
this  retirement  test  would  do  the  average  person  much  good,  would 
primarily  benefit  professionals  who  were  able  to  continue  on  working 
after  65. 

Mr.  Steiger.  Go  ahead. 

Mr.  Van  Gorkom.  It  is  without  question  the  most  troublesome 
question  that  we  had,  because  the  basic  principle  of  paying  on  the 
basis  of  right  has  been  compromised  already.  In  other  words,  the  idea 
is,  well,  you  pay  for  social  security;  therefore,  when  you  are  65  you 
should  get  it. 

But  the  basic  underlying  more  specific  philosophy  was  it  is  a  wage 
replacement  program  and  therefore  if  you  continue  to  work  and  gain 
wages  you  should  not  get  your  benefits. 

The  trouble  with  that  aspect  is  you  can  say,  well,  here  is  a  man  who 
could  continue  to  work  but  chooses  not  to  work,  and  yet  he  gets  the 
benefit.  So  yet  it  isn't  really  based  on  your  loss  of  ability,  it  is  based  on 
your  decision  not  to  work. 

Second,  it  was  compromised  further  when  they  decided  to  let 
people  make  as  much  money  as  they  wanted  to  after  age  72.  Now,  the 
compromise  comes  about  in  this  case.  First,  it  would  be  very  expen- 
sive if  you  were  to  eliminate  it.  The  cost,  as  I  recall,  was  somewhere 
between  $6  bilUon  and  $10  bilUon  a  year,  to  ehminate  it  entirely. 
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Mr.  Jacobs.  Will  the  gentleman  yield  on  that  point? 

Last  January,  the  Social  Security  Administrator  said  $4  billion. 

Mr.  Van  Gorkom.  $4  billion. 

Mr.  Smith.  It  was  a  later  figure. 

Mr.  Wallis.  $4  or  $5  billion. 

Mr.  Van  Gorkom.  All  right,  $4  billion  or  $5  billion,  that  was  a 
consideration. 

Second,  we  knew  that  OASDI  faced  a  very  sharp  financial  prob- 
lem, facing  a  3-percent  deficit  and  now  facing  a  5.3-percent  deficit, 
and  we  knew  financing  would  be  very  important.  Therefore,  we  felt— 
and  as  Mr.  Danstedt  said,  then  who  is  going  to  be  benefited  by  this, 
and  the  answer  is,  under  the  present  law  you  can  make  $2,500  before 
you  lose  your  benefits.  Let's  say  you  are  getting  a  benefit  of  $2,400, 
which  would  be  $200  a  month,  which  would  be  a  very  reasonable 
benefit.  So  your  income  from  social  security  is  going  to  be  $2,400. 
You  can  also  make  $2,500  without  losing  any  benefits,  so  it  is  only 
somebody  who  is  going  to  make  over  $5,000  a  year,  who  would  be 
hurt  by  this  restriction. 

And  while  we  felt  that  the  retirement  test  was  illogical  in  many 
ways,  we  felt — well,  look,  we  are  only  going  to  have  so  much  money, 
and  if  it  is  going  to  cost  $4  billion  to  eliminate  the  retirement  test, 
and  those  people  affected  by  it  are  generally  getting  along  better 
than  people  at  the  bottom  of  the  totem  pole,  that  was  just  another 
compromise,  that  is  all  it  is. 

Mr.  Archer.  While  you  are  on  that,  though,  if  you  assume  that  the 
amount  of  earnings  would  be  related  to  the  degree  of  productivity, 
in  the  system,  to  say  that  the  only  people  who  would  benefit  out  of  it 
would  be  the  ones  who  could  produce  the  most,  who  would  make  the 
greatest  economic  contribution,  then  are  we  not  shutting  off  this 
economic  productivity  which  this  country  desperately  needs? 

Mr.  Van  Gorkom.  Well,  we  are  certainly  all  disturbed  by  the 
fact  that  the  plan  does  discourage  people  from  working;  that  is  a 
definite  fact  that  we  are  all  unhappy  about,   as  Mr.   Wallis  said. 

As  you  say,  it  is  perfectly  true  we  shouldn't  have  a  system  that  dis- 
courages people  from  working  if  they  want  to  work,  and  this  system 
does,  and  that  is  what  bothers  us. 

Mr.  Danstedt.  Also,  I  might  add  in  today's  labor  market,  who  is 
going  to  hire  someone  over  55  unless  he  has  got  some  unusual  skills? 

Mr.  Archer.  Well,  that  is  all  the  more  reason,  though,  if  a  person 
has  an  unusual  skill  and  experience  and  capabiHty  to  implement  in 
society,  it  ought  to  be  implemented. 

Mr.  Danstedt.  There  is  nothing  to  stop  him  from  doing  it.  He  can 
go  ahead  and  work  anyhow. 

Mr.  Archer.  Well,  but  he  has  got  the  disincentive  that  he  is  going 
to  lose  his  social  security  benefits. 

Mr.  Danstedt.  But  they  are  lost. 

Mr.  Archer.  Don't  we  have  to  look  at  our  overall  Nation  and 
overall  economy,  rather  than  just  segment  to  social  security?  Either 
we  are  going  to  build  a  bigger  pie  for  everybody  to  share  in,  or  we  are 
not  going  to  have  as  much  for  everybody,  and  anybody  who  doesn't 
work  because  of  the  fact  that  he  is  going  to  be  penaHzed  by  losing  his 
social  security  benefits  is  shrinking  the  pie  rather  than  expanding  the 
pie  of  economic  productive  effort  that  we  all  share  in. 
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Mr.  Wallis.  That  is  an  argument  which  we  weighed  heavily.  It 
was  brought  up.  It  wasn't  put  that  well,  but  I  think  a  number  of  us  did 
weigh  that  very  heavily. 

I  was  one  who  preferred  to  see  the  whole  thing  abolished. 

Mr.  Steiger.  Can  I  ask  just  one  more  question,  Mr.  Chairman, 
before  my  time  runs  out? 

Mr.  Burke.  Yes. 

Mr.  Archer.  Sorry. 

Mr.  Steiger.  No  problem. 

Chancellor,  in  your  statement,  you  go  at  this  question  of  a  totally 
independent  nongovernmental  body  studying,  obviously,  exceedingly 
complex  issues  in  the  social  security  system.  Is  this  the  recommenda- 
tion of  the  Council,  or  is  this  your  personal  recommendation,  No.  1? 
And  secondly,  is  it  your  recommendation,  no  matter  from  whence 
it  flows,  that  Congress  ought  to  establish  this  kind  of  body 
this  year  in  order  to  give  that  kind  of  independent  group  enough  time 
to  develop  what  it  needs  prior  to  the  time  the  next  Advisory  Council 
is  appointed? 

Mr.  Wallis.  Well,  first,  it  is  the  recommendation  of  the  Council. 
On  page  roman  xvi  of  our  report,  it  is  summarized,  in  the  very  last 
paragraph.  It  says  that  further  study  is  needed.  Then,  it  says,  in  addi- 
tion, that  a  general  study  of  social  security  should  be  made  by  a  full- 
time,  nongovernmental  body,  covering  such  matters  as — and  then  my 
statement  copies  the  rest  of  that  sentence.  And  it  is  expanded  on  fur- 
ther in  another  chapter,  but  I  am  afraid  I  can't  find  it  immediately.  I 
think  it  is  a  chapter  I — yes;  it  is  on  page  5  in  the  second  paragraph. 

With  the  convergence  of  so  many  unprecedented  developments,  it  is  not  too 
dramatic  to  say  that  the  social  security  program  is  at  a  juncture  of  decisive 
importance.  Major  aspects  of  social  security  that  deserve  attention,  but  that  the 
Council  did  not  have  time  to  analyze  thoroughly,  include:  full  reserve  funding 
versus  current  cost  financing;  the  effects  of  social  security  on  productivity, 
capital  formation,  and  private  savings ;  the  relationship  between  private  pensions 
and  social  security;  and  the  appropriate  size  of  the  trust  funds.  To  lay  the  ground- 
work for  the  next  Advisory  Council  on  Social  Security,  a  comprehensive  study 
of  these  and  related  issues  should  be  conducted  by  a  full-time,  nongovernment 
body,  such  as  a  research  organization  experienced  and  qualified  in  the  public 
policy  field.  These  studies  should  be  under  the  general  guidance  of  a  board  com- 
posed on  much  the  same  criteria  as  the  law  specifies  for  Advisory  Councils  on 
Social  Security. 

As  to  whether  Congress  should  be  urged  to  act  promptly  on  that.  I 
don't  know  whether  Congress  should  act  on  that  at  all,  or  whether 
somebody  should  try  to  persuade  a  private  foundation,  as  was  the 
case  with  the  Russian  study,  to  finance  such  a  study. 

Mr,  Burke.  Could  I  interrupt  you? 

Mr.  Kelley,  what  about  the  study  that  is  going  on  right  now? 

Mr.  Kelley.  We  have  a  study  that  is  just  being  initiated  right  now. 
The  Senate  Finance  and  Ways  and  Means  Committees  have  contracted 
through  the  Library  of  Congress  to  have  a  group  of  actuaries  and 
economists  work  with  the  Social  Security  Administration  in  putting 
together  information  that  has  never  existed  up  to  now,  which  will 
help  us,  I  think,  to  come  up  with  better  approaches  to  the  long-range 
financing  situation. 

Mr.  CoNABLE.  That  certainly  wouldn't  be  the  study  requirements 
that  you  are  recommending,  because  that  is  being  put  together  with 
the  Social  Security  Administration  itself. 
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Mr.  Kelley.  I  thiok,  perhaps,  we  won't  have  any  definitive  results 
for  about  a  year  or  so.  This  shouldn't  hold  up  action  on  the  short 
ranee,  but  it  will  be  of  great  assistance  in  attacking  the  long-range 
problems. 

Mr.  Steiger.  My  reason  for  raising  this  is,  it  is  not  clear  to  me  in 
your  statement,  as  whether  or  not  you  thought,  in  fact,  this  is  some- 
thing that  ought  to  be  mandated.  I  must  admit,  I  am  not  quite  sure 
how  we  do  that  to  get  somebody  who  is  independent  in  the  sense  that 
you  did  with  the  Russian  studies, 

Mr.  Wallis.  Yes.  We  said  it  ought  to  be  done  and  did  not  say  how 
it  should  be  done. 

I  don't  think  that  it  is  something  Congress  can  do.  How  can  Congress 
do  it?  This  sould  be  a  nongovernmental  study.  Well,  of  course. 
Congress  could  appropriate  a  big  chunk  of  money  the  way  a  private 
foundation  does,  but  even  appropriating  the  funds  gets  to  be  com- 
plicated. So,  I  think  it  is  not  possible. 

I  agree  with  the  study  that  Mr.  Kelley  describes.  It  is  a  very  useful 
thing  to  do,  and  I  wish  it  had  been  done  before  our  Advisory  Council 
went  to  work.  I  am  sure  the  next  Council  will  benefit  from  it,  but  it 
does  not  meet  what  has  been  suggested  here. 

Mr.  Smith.  Incidentally,  one  of  the  items  I  think  should  be  listed 
for  study — it  was  hoped  would  be  studied,  but  never  got  around  to — 
is  the  problem  of  disabihty  benefits,  benefits  to  those  who  become 
disabled. 

The  Ways  and  Means  Committee  has  been,  in  the  past,  concerned, 
and  properly  so,  with  the  fact  that  experience  in  that  part  of  benefits 
has  been  running  ahead  of  income.  And  further,  not  only  has  it 

Mr.  CoNABLE.  Soared,  recently. 

Mr.  Smith.  Yes;  not  only  benefits  going  up,  but  complications  of 
administering  that  kind  of  benefit  have  been  rather  horrendous, 
and  the  courts  are  rather  badly  overwhelmed  with  cases.  A  lot  of 
thought  is  needed  on  that  whole  phase  of  the  system — it  needs  very 
careful  study.  We  didn't  get  to  it. 

Mr.  Steiger.  Thank  you,  Mr.  Chairman. 

Mr.  Burke.  Did  you  wish  to  comment,  Mr.  Danstedt? 

Mr.  Danstedt.  If  I  may  comment  on  that,  certainly  anybody  going 
through  this  process  recognizes  a  study  requires  a  great  deal  more 
depth  than  we  had  time  to  do.  However,  I  have  an  instinctive  reac- 
tion to  turning  this  study  over  to  some  outside  private  group. 

I  would  rather  see  the  next  Social  Security  Advisory  Council  so 
engineered  and  handled  that  it  itself  could  plan  to  commission  some 
of  these  studies  in  appropriate  areas,  you  see,  because  it  has  funds 
available  to  it.  And  I  would  like  to  see  the  whole  thing  tied  together. 

I  mean,  I  think,  the  importance  of  the  Advisory  Council,  from  my 
experience,  is  as  kind  of  a  citizens  body  of  review,  that,  you  know, 
has  some  control  over  the  study,  to  have  some  control  over  the  rec- 
ommendations "to  come  out  and  all  that. 

And  I  have  an  instinctive  concern  about  turning  it  over  to  any  one, 
outside  group,  at  this  point. 

Mr.  Van  Gorkom.  Mr.  Chairman? 

Mr.  Burke.  Yes. 

Mr.  Van  Gorkom.  The  problem,  of  course,  I  thmk  the  thing  that 
needs  to  come  out  of  all  of  this  is  that  the  Advisory  Council  felt  very 
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definitely  that  the  Advisory  Council  mechanism  is  not  adequate  to 
this  job. 

The  problems  which  we  ran  into  are  so  broad  that  even  the  normal 
time  of  18  months  is  not  enough  to  address  itself  in  a  definitive  way  to 
some  of  these  very  basic  problems  that  Mr.  Wallis  has  raised.  We  only 
met  for  10  months.  And  that  is  the  reason — the  Advisory  Council  does 
not  meet  long  enough.  It  is  not  in  existence  long  enough,  really,  to 
tackle  these  problems. 

Of  course,  it  doesn't  have  the  authority  to  do  so.  I  suppose  the 
authority  could  be  expanded,  but  if  you  are  going  to  turn  this  over  to 
Advisory  Council,  I  think  the  Advisory  Council  should  be  substantially 
longer  in  term.  These  problems  are  very  basic  to  the  whole  future  of 
social  security,  and  they  take  a  lot  more  time  than  an  advisory  council 
would  ever  have. 

Mr.  Burke.  Actually,  the  law,  I  think,  called  for  the  members  of 
the  Advisory  Council  to  be  appointed  before  January,  and  they 
weren't  appointed  until  April. 

Mr.  Van  Gorkom.  We  were  appointed  a  year  from  January.  We 
were  appointed  over  12  months  late. 

Mr.  CoNABLE.  They  wouldn't  have  been  appointed  then  if  this 
committee  hadn't  really  leaned  on  the  administration. 

Mr.  Van  Gorkom.  Well,  we  appreciate  that.  We  all  got  so  interested 
in  that,  but  realized  in  order  to  do  a  really  good  job  the  Advisory 
Committee  has  to  have  answers  to  some  of  these. 

Mr.  Burke.  It  has  to  have  more  time,  no  doubt  about  that. 

Mr.  Van  Gorkom.  Yes. 

Mr.  Burke.  Mr.  Cotter. 

Mr.  Cotter.  Thank  you,  Mr.  Chairman. 

Mr.  Wallis,  to  get  back  to  the  line  of  questioning  first  pursued  by 
Mr.  Archer,  where  you  suggest  that  this  independent  group  studied 
such  fundamental  issues  as  "full  reserve  funding  versus  current  cost 
financing,"  I  presume  you  mean  to  put  the  fund  on  an  actuarial  basis, 
such  as  private  pension  plans? 

Mr.  Wallis.  That  doesn't  mean  me,  personally,  but  there  are 
people  advocating  that.  There  ought  to  be  studies.  It  doesn't  strike 
me — maybe  if  I  saw  a  good  piece  of  research  on  it,  maybe 

Mr.  CoNABLE.  How  much  would  that  have  to  be? 

Mr.  Cotter.  That  is  what  I  was  going  to  pursue. 

Mr.  Van  Gorkom.  Mr.  Feldstein,  in  his  paper,  estimated  $2.4 
trillion. 

Mr.  Cotter.  Trillion? 

Mr.  Van  Gorkom.  That  is  the  total  actuarial  obligation  today. 

Mr.  Cotter.  That  is  to  put  it  on  an  actuarily  sound  basis  as  of 
today? 

Mr.  Conable.  Will  the  gentleman  yield? 

We  better  wait  until  the  national  debt  amounts  to  that,  if  we 
don't  want  to  have  social  security  own  all  the  corporations  in  the 
country. 

Mr.  Van  Gorkom.  That  is  exactly  what  it  would  be. 

Mr.  Burke.  That  is  in  75  years,  isn't  it? 

Mr.  Wallis.  That  is  far  in  excess  of  the  value  of  all  the  stocks  on 
the  U.S.  Stock  Exchange. 

Mr.  Cotter.  What  do  you  actually  mean  by  "full  reserve  funding"? 
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Mr.  Wallis.  Well,  in  particular,  as  I  say,  I  don't  see  any  sense  to 
it,  but  it  is  advocated.  In  particular  the  Wall  Street  Journal  is  always 
running  editorials  saying  that  we  ought  to  do  that. 

Mr.  Cotter.  Well,  it  is  out  of  the  question. 

Mr.  Burke.  Well,  where  would  they  invest  the  funds? 

Mr.  Wallis.  Don't  ask  me.  But  it  is  something  people  advocate 
and  ought  to  be  investigated. 

Mr.  Cotter.  You  don't  agree  with  them? 

Mr.  Wallis.  I  agree 

Mr.  Burke.  What  effect  would  it  have  on  the  savings  institutions 
of  this  country — what  effect  would  it  have  if  they  tied  up  all  that 
money  in  the  social  security  trust  fund? 

Mr.  Smith.  It  would  kill  them. 

Mr.  Wallis.  Well,  apart  from  whether  it  would  have  been  a  good 
idea  in  1935,  it  is  not  1935  anymore,  and  as  somebody  indicated  over 
here,  even  if  it  would  have  been  a  good  idea  then,  it  is  too  late  now. 

Mr.  Cotter.  Yes;  we  are  beyond  that. 

Mr.  Wallis.  But  we  are  talking  here,  really,  about  some  thorough 
research  and  investigation.  There  are  people  who  are  able  to  get  their 
voices  heard  and  who  advocate  full  funding,  and  it  is  one  of  the  things 
that  ought  to  be  studied. 

Mr.  Cotter.  You  just  want  the  air  cleared  on  the  thing?  I  mean,  in 
your  opinion,  it  is  completely  unrealistic? 

Mr.  Wallis.  I  personally  would  be  willing  to  predict  how  such  a 
study  will  come  out;  yes.  But  Mr.  Feldstein,  I  suppose,  will  predict 
the  opposite  when  he  is  here  tomorrow.  And  I  suppose  some  other 
people  will. 

Mr.  Van  Gorkom.  And  he  is  not  a  small  voice.  He  is  a  very  re- 
spected individual,  so  you  can't  just  brush  it  off. 

I  think,  what  Mr.  Wallis  means,  when  the  next  council  comes  to 
sit  down  to  the  table,  if  the  basic  principles  have  been  established  and 
agreed  upon,  it  would  make  their  work  much  more  meaningful,  I 
think,  if  they  didn't  have  to  try  to  come  to  grips  with  these  things  at 
the  same  time  they  are  laboring  with  the  retirement  test. 

Mr.  Cotter.  One  other  test,  Mr.  Danstedt,  I  know  you  are  opposed 
to  loosening  up  of  the  retirement  test. 

Mr.  Danstedt.  Yes. 

Mr.  Cotter.  Does  this  represent  the  position  of  the  national 
council? 

Mr.  Danstedt.  Yes. 

Mr.  Cotter.  It  does? 

Mr.  Danstedt.  National  council;  yes. 

Mr.  Cotter.  That  is  interesting,  because  every  group  I  go  before — 
senior  citizens,  ARPA — asks  one  question:  "What  are  you  going  to  do 
for  us;  you  have  got  to  do  something,"  and  I  mean  there  are  more 
bills  before  us  loosening  up. 

Mr.  Danstedt.  This  is  a  solid  position  that  we  have  that  has  been 
considered  at  our  regular  constitutional  assemblies,  and  there  has 
never  been  any  really  serious  debate  on  the  whole  thing. 

As  a  matter  of  fact,  there  are  even  some  segments  of  our  member- 
ship, the  UAW  crowd  in  particular,  who  think  the  retirement  test  too 
high  now,  and  it  is  encouraging  a  lot  of  scab  labor,  they  think. 
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Mr.  Cotter.  That  is  interesting,  because  wherever  I  go  before 
senior  citizens  groups,  this  is  the  one  thing  they  want  eHminated. 

Mr.  Wallis.  This  brings  out  another  example  of  the  need  for  basic 
research.  As  I  indicated  earUer,  we  all  agreed  that  the  retirement  test 
has  some  disincentive  effects  on  work,  reduces  output  of  work;  but 
nobody  knows  how  much,  and  this  would  be  one  thing  for  a  good 
research  study  to  try  to  estimate.  The  effect  could  be  very  trivial  or  it 
could  be  very  great. 

The  most  we  can  say  is,  it  stands  to  reason  that  it  must  have  some 
effect;  but  there  is  no  way  to  know  how  important  that  effect  is,  so, 
therefore,  we  don't  know  how  heavily  to  weigh  it. 

Mr.  Danstedt.  The  fact  that  it  operates  in  these  things  is  not  too 
logical.  There  is  a  lot  of  griping  about  people  having  income  from 
investments — you  see — don't  continue  to  still  draw  their  social 
security  payments,  you  see.  But  then,  there  is  a  lack  of  understanding 
of  the  whole  social  security  system  as  a  retirement  system,  and  they 
object  to  that. 

Well,  I  think  this  enters  the  picture — why  should  these  people  be 
able  to  hold  on  to  their  income  from  investments,  but  we  can't  hold 
on  to  our  income  from  jobs? 

Mr.  Cotter.  That  is  a  logical  argument. 

Mr.  Danstedt.  Well,  not  in  terms  of  the  purpose  of  the  social 
security. 

Mr.  Cotter.  No;  not  as  far  as  that  is  concerned,  certainly. 

Mr.  Jacobs.  Will  the  gentleman  yield? 

Mr.  Cotter.  Yes. 

Mr.  Jacobs.  If  there  is  creeping  into  the  social  security  program  a 
theory  of  a  means  test  at  the  lower  end  and  if  anyone  approves  of 
that,  what  is  so  heinous  about  letting  the  same  thing  creep  in  at  the 
other  end? 

If  a  person  has  a  half-billion  dollars  a  year  unearned  income,  why 
should  that  person,  having  paid  his  fair  share  of  taxes,  as  I  did,  to 
educate  the  neighbors  children — why  should  that  be? 

Mr.  Danstedt.  Well,  I  am  unaware  of  the  fact  that  there  is  any 
income  test  creeping  into  social  security  at  this  point. 

Mr.  Jacobs.  Well,  I  would  like  to  discuss  this  with  you. 

Mr.  Danstedt.  Only  in  relation 

Mr.  Van  Gorkom.  General  revenues. 

Mr.  Jacobs.  You  say  bottom  end,  if  you  are  having  supplemental 
SSI,  why  the  logic  at  the  other  end? 

Mr.  Danstedt.  Well,  except  SSI  wasn't  constructed  as  retirement 
system,  national  welfare  system. 

Mr.  Jacobs.  Do  you  get  me? 

Mr.  Danstedt.  Yes;  I  get  you. 

Mr.  Pickle.  Well,  Mr.  Chairman,  isn't  the  problem  now  the  people 
and  the  Congress,  or  both,  have  come  to  view  the  social  security 
program  now  as  a  needs  test? 

Mr.  Van  Gorkom.  No. 

Mr.  Pickle.  We  don't  make  payments  so  much  on  amount  of 
earnings,  but  because  people  come  to  think  that  they  need  more 
benefits,  they  need  more  money,  and  it  is  really  just  sort  of  a  need 
matter  now,  almost  welfare,  instead  of  retirement. 

Now,  you  don't  agree  with  that? 
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Mr.  Jacobs.  Well,  he  does  agree  with  that. 

Mr.  Pickle.  Well,  that  alone,  but  really  the  public  has  come  to 
view  it  as  part  of  the  needs. 

Mr.  Van  Gorkom.  They  know  that  up  until  now  they  don't  get 
more  benefits  unless  they  pay  more  taxes,  that  relationship  has  been 
drilled  into  their  minds  over  40  years.  And  so,  to  date,  you  cannot 
say  that. 

They  feel,  people  who  have  been  hurt,  particularly  at  the  low  scale 
by  cost  of  living,  how  it  is  ruining  their  wage  increases,  feel  the  pinch 
very  much,  and  the  retired  people  always  do. 

Mr.  Pickle.  People  say  that  they  want  social  security  benefits 
raised  because  they  need  more  money.  They  don't  relate  it  to  what 
they  have  earned.  They  just  need  more  money. 

Mr.  Van  Gorkom.  No;  but  they  know  that  in  the  past,  when  they 
got  more  benefits,  the  tax  would  go  up,  too. 

Mr.  Pickle.  They  may  know,  but  they  don't  admit  it. 

Mr  Van  Gorkom.  Already  required  and  not  being  taxed 

Mr.  Burke.  Mr.  Conable. 

Mr.  Conable.  Thank  you,  Mr.  Chairman. 

It  must  be  a  frustrating  thing  to  just  scratch  the  surface  with 
your  council  when  you  do  start,  and  I  am  asking  a  couple  of  explora- 
tory questions,  whether  you  considered  this  or  have  any  general 
thoughts  on  it. 

First  of  all,  with  respect  to  the  general  treatment  of  men  and  women, 
there  is  a  lot  of  feeling  among  working  women  that  this  program  was 
designed  in  1935  when  very  few  women  were  in  the  work  force  and 
the  emphasis  was  put  on  the  family  unit;  therefore,  the  working 
woman  is  seriously  discriminated  against  in  that  most  of  her  contribu- 
tions if  she  is  a  comparatively  intermittent  worker  go  right  down  the 
drain  as  far  as  her  benefits  are  concerned,  because  she  is  likely  to  draw 
on  derivative  basis,  based  on  her  husband's  earnings. 

Is  there  any  serious  thought  that  the  whole  system  should  be  re- 
structured to  refiect  the  current  state  of  the  work  force,  rather  than 
the  state  of  the  work  force  in  1935  when  because  of  the  depression 
women  were  largely  excluded  from  productive  jobs? 

I  notice  that  there  is  a  statement  here  under  the  item  "Treatment  of 
men  and  women,"  and  I  think  the  last  sentence,  other  provisions  of 
the  social  security  program  which  are  the  same  for  men  and  women, 
but  which  are  criticized  because  they  appear  to  have  different  average 
effects  on  men  and  women,  should  not  be  changed.  Is  that  intended 
to  brush  off  this  question,  or  was  that  seriously  considered? 

The  second  question  I  would  like  to  ask,  and  you  can  answer  either 
one  to  any  degree  that  you  want,  is,  do  you  see  any  possible  move  to 
tax  social  security  benefits  under  the  income  tax  system  if  our  pensions, 
the  social  security  pensions  expand  quite  sharply  as  a  result  of  the 
expansion  of  the  wage  base?  We  have  had  some  feeling  in  the  past,  that 
if  people  are  paying  a  payroll  tax  on  the  basis  of  a  very  large  wage  base 
that  they  should  not  expect  their  pension  benefits  to  be  totally  income 
tax  exempt  thereafter,  and  that  this  is  a  different  way  to  approach 
the  problem  of  need.  That  would  perhaps  be  more  acceptable  than 
weighing  it  in  such  a  way  that  you  say  to  the  average  workingman, 
"Sucker,  you  have  been  just  paying  another  tax  instead  of  investing 
in  your  retirement." 
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Mr.  Wallis.  Well,  let  me  try  to  start  answering  those  questions, 
and  maybe  some  of  the  other  Council  members  here  would  like  to 
add  to  my  answers. 

First,  your  reference  to  it  being  frustrating  to  be  on  the  Council. 
Well,  it  is  in  a  way;  if  you  thought  you  were  going  to  answer  all  the 
questions  of  social  security,  you  would  certainly  go  away  frustrated. 
I  didn't  start  with  any  such  hopes  or  expectations.  I  certainly  hoped 
that  we  could  make  some  contribution,  and  I  must  say  that  I  enjoyed 
very  much  working  with  the  people  on  the  Council. 

You  know,  the  Council  was  specified  to  represent  different  groups, 
and  we  got  more  diversity  than  we  would  have  gotten  on  the  Council 
if  it  hadn't  been  for  that.  I  think  that  all  these  different  groups  devel- 
oped a  high  respect  for  each  other's  points  of  view  that  they  might 
not  have  had  if  they  hadn't  come  to  know  each  other  personally. 
I  did.  I  think,  also,  we  did  make  some  recommendations  that  if 
adopted  will  be  extremely  important  to  the  social  security  system, 
and  specifically  the  one  about  correcting  the  automatic  adjustments 
for  inflation. 

The  way  that  stands  at  present,  it  could  really  blow  the  system 
sky  high.  It  has  removed  the  replacement  ratio  completely  from  the 
control  of  Congress  or  anyone  else,  or  from  the  possibility  of  pre- 
dicting what  the  replacement  ratio  will  be,  much  less  controlling  it. 
I  think  that  the  recommendation  we  have  made  is  a  very  sound  one, 
and  it  is  basically  simple.  It  is  pretty  hard  to  explain  it  to  the  public, 
but  still  it  is  a  simple  one  and  a  workable  one  and  sound. 

As  has  been  pointed  out  before,  it  is  essentially  noncontroversial, 
and  I  think  probably  has  a  pretty  good  chance  of  adoption  under 
those  circumstances,  so  if  that  happens  I  will  be  satisfied  that  we 
did   something  big   and   important  for   the   social   security  system. 

Now,  as  to  the  question  of  treatment  of  men  and  women  under 
social  security,  I  personally  am  less  satisfied  with  that  part  of  the 
work  of  the  Council  than  with  any  other  part  of  our  work.  There 
are  a  lot  of  things  that  happened  there  to  make  that  frustrating. 
We  had  a  subcommittee  on  the  subject.  The  reports  that  they  brought 
in  were  not  ones  that  the  Council  could  get  its  teeth  into,  or  could 
adopt  verbatim  as  we  did  the  report  of  the  Finance  Subcommittee. 
There  was  not  unanimity  in  the  subcommittee. 

The  problem  there  has  been  growing  for  a  long  time.  The  system 
is  built  on  the  assumption  that  families  consist  of  a  husband,  a  wife, 
and  children,  and  that  the  husband  earns  all  the  income;  that  it  is 
always  the  same  husband  and  wife  together  all  through  life.  Well, 
of  course,  now  many  people  changed  husbands  and  wives,  some  of 
them,  quite  a  few  times.  Often  there  are  living  arrangements  different 
from  the  traditional  family.  Something  like  90  percent  of  women 
participate  in  the  labor  force  at  some  time  during  their  careers,  over 
50  percent  in  any  one  year,  and  over  40  percent  at  any  one  time. 

Mr.  CoNABLE.  According  to — as  before 

Mr.  Wallis.  That  is  a  totally  different  problem.  There  were  various 
suggestions  made  by  the  subcommittee.  The  subcommittee,  we  felt, 
could  not  possibly  digest  them  in  the  time  available  and  come  up 
with  anything  really  sound. 

For  example,  there  was  a  proposal  that  all  secondary  benefits  be 
abolished.  No  woman — or  man — would  get  any  benefits  by  virtue 
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of  being  married  to  somebody  qualified  for  social  security.  It  was 
argued  that  unless  you  go  that  far  you  will  never  get  the  problem  out 
of  the  way.  Well,  maybe  that  is  right.  The  Council  just  didn't  have 
a  chance  to  work  that  through.  As  I  say,  that  would  be  pretty  radical. 

Mr.  CoNABLE.  Never  get  that  through  Congress,  anyway.  I  mean, 
not  that  something  shouldn't  be  done. 

Mr.  Wallis.  Yes;  or  through  the  Council,  unless  you  have  pretty 
well  overwhelming  evidence.  So  all  I  am  saying  is  that  is  one  of  the 
completely  unfinished  agenda  of  this  Council,  that  the  next  one  is 
going  to  have  to  work  on. 

On  the  question  of  proposing  that  social  security  benefits  be  subject 
to  the  income  tax,  that  was  discussed,  but  not  very  much.  I  personally 
think  that  definitely  ought  to  be  done,  and  if  it  were  done  it  would 
reduce  some  of  the  other  problems,  like  that  of  people  who  have  a 
very  large  amount  of  investment  income  and  get  social  security,  and 
the  problem  of  the  retirement  test.  Since  wealthy  people  are  taxed 
in  the  71 -percent  bracket,  the  amount  of  money  they  would  pocket 
by  drawing  social  security  wouldn't  be  as  important  as  at  present. 

There  are  a  number  of  other  excellent  points — Mr.  Van  Gorkom 
referred  to  Government  employees  and  others  who  qualify  for  pen- 
sions, and  then  qualify  for  the  minmum  social  security  pension, 
getting  the  ballooning  that  is  put  in  on  the  assumption  that  if  you 
are  at  the  minimum  you  are  poor.  I  think  the  estimates  were  that 
35  percent  of  those  receiving  minimum  payments  were  not  in  any 
sense  poor.  If  they  were  being  taxed  under  the  income  tax,  some  of 
the  inequity  would  be  taken  care  of.  However,  I  am  just  speaking  of 
my  own  impressions  on  this  issue.  It  was  not  really  seriously  dis- 
cussed as  far  as  I  recall  by  any  of  the  others. 

Mr.  Smith.  I  would  like  to  add  a  point  there.  I  think  this  is  an 
important  question  which  ought  to  be  faced.  It  would  be  extremely 
difficult  politically,  I  think,  to  make  an  important  change  there, 
but  in  the  long  run  this  could  be  the  solution  to  a  lot  of  problems  and 
certainly  has  a  great  deal  of  rationality  behind  it. 

Mr.  CoNABLE.  If  you  did  it,  sir,  you  would  certainly  have  to  greatly 
increase  the  exemptions  for  people  over  65  to  compensate  to  some 
degree  for  it. 

Mr.  Smith.  Well,  perhaps. 

Mr.  CoNABLE.  It  still  would  be  a  very  difficult  thing  to  do  polit- 
ically; you  are  right  about  that. 

Mr.  Smith.  Yes.  For  instance,  someone  said  it  would  solve  a 
lot  of  problems  to  cut  out  income  test.  Such  trouble  is  partly  due 
to  the  fact  benefit  is  nontaxed.  If  it  were  taxed,  then  you  could  say 
people  who  were  going  to  draw  benefits  while  working  will  be  taxed 
for  their  total  income,  whether  by  earnings  or  by  investments  or 
unearned  income.  This  is  one  of  the  things  I  think  a  study  ought  to 
be  made  on  and  the  Council  could  very  well  have  on  its  agenda. 

Mr.  Burke.  Would  you  exempt  the  social  security  tax,  exempt  it 
from  the  income  tax? 

Mr.  CoNABLE.  At  the  other  end? 

Mr.  Burke.  At  the  other  end;  as  is  done  under  the  Keogh  plan, 
exempt  it  up  to  $7,500  a  year? 

Mr.  Smith.  Yes;  I  think  that  is  a  logical  suggestion,  too,  to  be 
considered. 
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Mr.  Wallis.  We  haven't  gone  into  that. 

Mr.  Smith.  That  is  my  own  view. 

Mr.  Wallis.  We  started  to  go  into  a  question  like  that,  whether 
their  benefits  when  they  are  paid  out  would  have  to  be  regarded  to  a 
certain  extent  a  return  of  the  beneficiary's  funds,  as  they  are  under 
private  pension  plans.  It  was  pointed  out  that  this  would  really  get  you 
into  infmitely  complicated  accounting.  The  system  already  is  beyond 
the  comprehension  of  most  beneficiaries,  and  it  would  be  beyond  the 
comprehension  of  even  the  Social  Security  Administrators  by  that 
time. 

I  personally  do  not  think  it  would  be  necessary  to  do  either  of  those 
two  things. 

Mr.  Danstedt.  Mr.  Chairman,  sometimes  we  are  discussing  this 
matter  at  the  Council  and  we  were  feeling  that  the  talk  had  almost 
dissolved  social  security,  that  the  persons  on  social  security  were 
afiluent  and  semiaffluent.  I  don't  have  the  figures  on  hand,  but  if  I 
recall  correctly  this  is  the  order  of  magnitude. 

Social  security  is  the  only  income  for  about  50  percent  of  the  people 
who  receive  social  security,  and  I  don't  know  what  the  highest  is  now 
for  a  couple,  but  I  don't  think  it  is  much  over  $4,000,  if  you  come 
right  down  to  it.  The  average  benefit,  for  example,  I  think,  for  an 
individual,  is  not  too  far  above  the  poverty  level,  nor  is  the  average 
benefit  for  a  couple  too  far  above  the  poverty  level.  So  it  seems  to  me, 
you  know,  when  you  are  talking  about  excluding  their  social  security 
payment  from  Federal  taxes,  then  you  really  begin  touching  on  people 
who  are  at  the  bottom  of  the  income  scale  whoever  you  are  talking 
about. 

Mr.  Conable.  I  think  you  mean  just  the  opposite,  sir,  but  maybe  I 
am  wrong.  I  think  I  misunderstand. 

Mr.  Smith.  Those  are  the  ones  who  would  not  pay. 

Mr.  Danstedt.  Oh,  because  of  the  income  tax  law;  yes. 

Mr.  Conable.  Yes. 

Mr.  Burke.  There  would  have  to  be  limitations  on  such  an 
amendment. 

Mr.  Danstedt.  Yes;  I  can  see  it  balanced  out  in  some  way,  but 
the  only  point  I  was  making  was 

Mr.  Burke.  Because  it  is  interesting  to  note,  under  the  Keogh 
plan  $7,500  a  year  can  be  put  away  in  the  plan  and  no  income  taxes 
are  paid  on  that  $7,500,  and  interest  earned  on  it.  You  could  do  that 
for  40  years,  45  years,  but  that  5.85-percent  social  security  tax  is 
paid  without  regard  to  income  taxes. 

Mr.  Conable.  Comes  out  after  taxes. 

Mr.  Burke.  So  it  comes  out  after  taxes. 

Mr.  Jones.  Thank  you,  Mr.  Chairman. 

One  of  the  suggestions  to  finance  the  system  was  the  1 -percent 
increase  in  the  taxes.  Another  was  to  drop  medicare  from  the  trust 
fund,  and  have  it  financed  by  general  revenue.  If  you  finance  medicare 
by  general  revenues,  would  there  be  a  need  for  increase  in  the  tax? 

Mr.  Van  Gorkom.  Not  in  the  OASDI  tax,  because  of  the  amount 
of  the  reduction  in  the  medicare  positions  of  the  tax,  it  could  be  as 
much  as  you  want.  I  think  the  present  OASDI  tax  is  1.8  percent;  0.9 
percent  is  paid  by  each — 0.9  percent  is  paid  b}'^  the  employee  and  the 
same  by  his  employer.  But  I  would  like  to  make  one  thing  very  clear. 
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The  Council,  at  least  I,  and  I  think  most  of  the  members  who  voted 
for  general  revenues  to  support  the  medicare  part,  did  not  do  that  in 
order  to  bail  out  the  OASDI  system.  They  did  that  because  they  felt 
the  medicare  never  should  have  been  financed  from  wage  taxes,  it 
should  have  been  taxed  from  general  revenues  from  the  beginning. 

It  so  happens  that  it  bears  on  the  problem  that  we  are  faced  with, 
and  that  is  how  to  continue  increasing  the  OASDI  benefits  without 
raising  the  tax.  As  a  matter  of  fact,  John  Byrnes  was  on  our  Council — 
who  was  in  the  Congress  at  the  time — in  fact,  he  was  in  the  Congress 
when  Social  Security  was  passed. 

Mr.  Steiger.  No,  no,  no,  he  was  not. 

Mr.  Van  Gorkom.  When  medicare  was  passed. 

Mr.  Steiger.  He  had  been  there  a  long  time,  but  not  that  long. 

Mr.  Van  Gorkom.  When  medicare  was  passed  there  was  a  big 
argument  about  it. 

Mr.  CoNABLE.  I  don't  want  to  disillusion  you,  sir,  but  John  no 
longer  is  a  member  of  the  Ways  and  Means  Committee.  Ways  and 
Means  would  lose  medicare  if  not  taken  out  of  the  General  Treasury. 

Mr.  Van  Gorkom.  I  see;  I  am  sorry, 

Mr.  Jacobs.  It  was  taken  out? 

Mr.  Van  Gorkom.  The  answer  is,  if  you  took  it  out. 

Mr.  Jacobs.  You  could  actually  retain? 

Mr.  Van  Gorkom.  If  you  wished  to;  yes.  Or  you  could  just  take 
part  of  it  from  General  revenues  and  balance  it  out  that  way. 

Mr.  Jacobs.  Now,  did  you  discuss  the  cost-of-living  increase  as  an 
automatic  raise  in  social  security ;  and  do  you  have  any  recommenda- 
tions as  to  that,  as  to  changes  that  may  be  necessary? 

Mr.  Van  Gorkom.  Well,  there  was  discussion  as  to  that.  In  fact,  the 
Vice  Chairman  raised  the  point— that  is,  Mr.  Weber—as  to  whether 
we  could  continue  or  should  continue,  to  completely  isolate  one  seg- 
ment of  the  population  against  the  ravages  of  inflation,  where  no  other 
segment  was  so  fully  protected.  It  was  thought  maybe  it  might  at 
least  be  considered  whether  we  should  only  protect  them  for  a  part  of 
the  increase  in  inflation.  Only  raise  benefits  every  other  year,  or  in- 
crease it  by  half  the  increase  of  inflation. 

But  there  was  not  a  great  deal  of  discussion  along  those  lines 
because  it  was  generally  considered  by  the  council,  I  think,  that  any 
effort  to  reduce  benefits,  and  that  would  constitute  a  reduction  in 
benefits,  would  be  virtually  impossible. 

Mr.  Danstedt.  We  did  reach  a  decision,  didn't  we,  that  maybe  we 
ought  to  review,  there  ought  to  be  a  review  of  the  frequency  of  cost-of- 
living  adjustments,  I  recall? 

Mr.  Van  Gorkom.  And  we  had  a  computation  made  as  to  whether 
every  other  year  instead  of  every  year. 

Mr.  Danstedt.  And  also  the  element. 

Mr.  Burke.  Some  people  are  in  favor  of  shortening  up  the  period. 

Mr.  Van  Gorkom.  Yes;  and  we  talked  about  that,  too.  When  the 
inflation  goes  up  ordinarily  3  to  5  percent  a  year,  once  a  year  probably 
is  adequate.  But  when  it  goes  up  12  percent  a  year,  Mr.  Danstedt  says 
people  he  represents  found  this  very  painful  and  about  the  middle  of 
the  year  already  were  in  trouble. 

Mr.  Jacobs.  I  feel  very  strongly  about  the  earnings  limitation  either 
being  eUminated  or  substantially  increased,  and  I  was  wondering  m 
line  with  one  of  your  suggestions  about  increasing  the  retirement  age, 
would  that  be  something  at  the  very  nub  of  those  two  concepts? 
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Mr.  Van  Gorkom.  Well,  increasing  retirement  age,  of  course,  could 
certainly  reduce  the  cost  of  the  system  after  2005,  but  frankly  we  didn't 
discuss  it.  In  fact,  we  mentioned  that  Congress  should  consider  it 
after  the  year  2005  and  the  newspapers  promptly  blasted  us  out  of  our 
seats.  It  is  very  unpopular  today  because  everyone  wants  to  reduce  the 
retirement  age  today  and  all  the  pressures,  particularly  from  organized 
labor  are  very  heavily  in  that  direction.  But  any  increase  in  retirement 
age  would  definitely  reduce  costs  and  reduce  them  substantially. 

Mr.  Jacobs.  What  I  had  reference  to  was  increasing  retirement  age 
and  doing  away  with  the  earnings  limitation. 

Mr.  Van  Gorkom.  With  the  retirement  test? 

Mr.  Jacobs.  Yes,  right. 

Mr.  Van  Gorkom.  Well,  in  a  matter  of  a  few  hours  the  people  at 
Social  Security  Administration  can  give  you  the  relative  costs  of  those 
two  tradeoffs  to  see  if  they  balance  out. 

Mr.  Danstedt.  If  it  increased  in  1972  you  have  no  problem. 

Mr.  Jacobs.  I  know  that  the  $4  billion  cost  of  the  system,  if  you 
eliminate  the  earnings  test,  is  that  the  net  or  the  gross,  that  cost  to  the 
trust  fund,  because  that  would  be  offset,  the  earnings  would  be. 

Mr.  Van  Gorkom.  Yes. 

Mr.  Jacobs.  They  would  be  paying  social  security  taxes  in. 

Mr.  Van  Gorkom.  We  made  a  great  effort  to  try  and  figure  out 
what  that  offset  was,  but  the  one  economist  who  was  assigned  that 
task  ended  up  with  the  conclusion — you  can  bear  me  out,  Henry — 
that  there  were  no  hard  facts  about  it.  What  he  could  get  by  analogy, 
all  the  data  he  could  find,  and  as  much  reason  he  could  apply  to  it, 
he  concluded  that  probably  the  offset  was  quite  small. 

Mr.  Smith.  Incidentally,  I  have  a  different  recollection  from  my 
colleagues  here. 

There  was  a  $4  billion  figure  quoted  for  elimination  of  the  means 
test,  work  test.  I  believe  there  was  a  subsequent  calculation  which 
ended  up  nearer  $6  bilHon.  I  think  you  may  want  to  question  your 
social  security  people. 

Mr.  Conable.  If  the  gentleman  will  yield,  I  think  you  probably 
know  the  political  considerations  back  of  our  having  failed  to  move 
the  earned  income  limitation  up  in  the  past.  It  always  comes  down  to 
a  costing  so  much  money  to  do  it,  and  we  have  to  decide  whether  to 
give  that  degree  of  benefit  to  the  31  million  people  who  are  drawing 
and  not  working,  or  to  the  million  people  who  are  working  and  not 
drawing.  And  we  usually  decide  that  the  greater  dependence  is  on  the 
side  of  those  who  are  not  working.  And  therefore,  we  give  the  benefits 
to  those  who  are  not  working,  rather  than  those  who  can. 

And  it  is  a  dilemma  that  we  have  never  been  able  to  resolve.  We 
would  like  to  move  up  the  earned  income  ceiling,  but  in  a  closed  end 
system,  obviously,  it  is  going  to  cost  money,  and  that  means,  if  you 
spend  money  on  that,  you  can't  spend  it  on  an  across-the-board  bene- 
fit increase  or  on  other  types  of  reform  that  obviously  are  needed  in  the 
system. 

Mr.  Wallis.  What  we  should  consider  as  your  colleague  on  this 
side  of  the  table  pointed  out  is  the  increase  in  national  income  if  those 
people  work,  which,  in  turn,  would  yield  some  money  to  the  Treasury. 
Social  security  people  are  not  much  interested  in  that  kind  of  a  counter- 
balance, though,  because  it  doesn't  go  to  social  security.  It  goes  into 
the  general  fund. 
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Mr.  CoNABLE.  We  were  able  to  get  into  the  law  some  modest 
addition  to  benefits  for  every  year  worked  after  age  65.  Now,  that  was 
a  pretty  small  compromise  to  make  on  this. 

Mr.  Wallis.  Well,  it  is  a  little  more  than  that. 

Mr.  CoNABLE.  But  there  was  some  very  modest  advantage  resulting 
from  additional  contributions  beyond  age  65  that  taxpayers  may  make . 

Mr.  Jacobs.  One  last  question. 

Mr.  Van  Gorkom,  are  you  suggesting  that  medicare  ought  to  be 
scrapped  and  absorbed  into  a  national  health  program? 

Mr.  Van  Gorkom.  Well,  the  majority  of  the  Council  felt  that  that 
would  be  an  actual  result  of  the  establishment  of  a  national  health 
insurance  program.  Of  course,  we  are  not  authorities  in  that  field, 
nor  did  we  have — but  we  figured  that  regardless  of  what  we  thought, 
if  a  national  health  plan  were  adopted,  the  medicare  plan  would  be 
absorbed  into  it. 

Mr.  Jacobs.  Thank  you,  Mr.  Chairman. 

Mr.  Van  Gorkom.  That  could  be  an  erroneous  assumption,  of 
course. 

Mr.  CoNABLE.  Mr.  Chairman,  I  wonder  if  the  gentleman  from 
Arkansas  might  not  be  invited  to  approach  the  table. 

I  have  a  feeling  he  may  know  more  about  social  security  than 
anybody  else  present. 

Mr.  Burke.  He  does  know  more  than  anybody  else. 

Mr.  Mills.  I  am  just  observing. 

Mr.  Burke.  I  had  invited  him  up. 

Mr.  Archer  is  recognized. 

Mr.  Archer.  I  am  intrigued  by  your  recommendation  on  medicare 
funding  out  of  general  revenue,  from  two  standpoints. 

No.  1,  forgetting  about  national  health  insurance  because  it  may 
well  require  a  payroll  tax  in  excess  of  that  presently  in  place  and 
therefore  you  are  not  going  to  have  any  money  left  to  go  back  into 
OASDI  without  raising  taxes;  are  you  suggesting  that  medicare  be 
folded  into  medicaid? 

Mr.  Smith.  In  effect,  I  think  that  is  the  recommendation. 

Mr.  Danstedt.  That  is  from  some  trustees. 

Mr.  Archer.  So,  you  are  willing  to  accept  the  needs  test  as  it 
relates  to  medicare? 

Mr.  Smith.  Mr.  Chairman,  I  would  like  to  be  recorded  here  and 
elsewhere  as  opposed  to  that  notion,  and  I  think  that  is  a  mistake. 

Mr.  Danstedt.  I  am  recorded  that  way,  also. 

Mr.  Archer.  Well,  but  the  other  two  gentlemen  are  the  ones  who 
really  feel  strongly,  Mr.  Van  Gorkom  and  Chancellor  Wallis,  and  I 
would  like  to  get  your  comments  with  respect  to  this. 

Mr.  Wallis.  Well,  I  don't  think  we  have  much  comment  on  that. 
That  is,  we  took  the  line  that  medicare  benefits  are  not  related  to 
earnings,  and  for  that  reason  ought  not  to  be  financed  by  an  earnings 
rate  tax.  But  we  did  not  consider  whether  it  should  be  financed  out 
of  the  general  revenues,  or  should  be  financed  out  of  general  health 
insurance,  if  there  is  such  a  thing,  or  should  be  made  identical  to 
medicaid,  or  should  have  a  needs  test  applied  to  it. 

Mr.  Archer.  Well,  how  can  you  prevent  that,  though,  under  the 
very  same  logic  Mr.  Van  Gorkom  has  made,  I  think  effectively,  that 
we  should  not  have  general  revenue  going  into  OASDI?  How  can 
you  escape  a  needs  test  once  you  have  gone  to  general  revenue? 
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Mr.  Van  Gorkom.  I  personally  feel — we  did  not  discuss  in  the 
council,  but  I  personally  feel  if  you  finance  medicare  from  general 
revenues  you  very  well  may  end  up  with  a  needs  test  for  the  reasons  I 
gave  on  OASDI.  You  want  to  do  the  most  for  the  people  who  need  it 
the  most,  and  you  want  to  do  it  at  the  least  cost,  and  if  it  is  a  system 
taken  from  general  revenues  the  taxpayers  who  supply  those  general 
revenues  through  their  representatives  will  in  essence  say  we  don't 
mind  supplying  it,  but  supply  it  to  the  people  who  need  it. 

So,  I  think  there  is  very  definite  risk  if  medicare  is  financed  from 
general  revenues,  it  will  end  up  with  a  needs  test. 

Mr.  Archer.  But  you  think  that  is  a  lesser  of  evils  when  you  weigh 
all  the  problems  and  difficulties? 

Mr.  Van  Gorkom.  Well,  we  asked  ourselves  the  question,  why  is 
medicare  under  social  security  at  all? 

Mr.  Steiger.  There  is  a  very  simple  answer. 

Mr.  CoNABLE.  Jurisdiction,  again. 

Mr.  Van  Gorkom.  OK.  But  I  mean  medicare  is  a  totally  different 
system  than  OASDI  and  they  just  happen  to  involve  in  some  in- 
stances people  over  65;  they  have  that  in  common. 

Mr.  Archer.  All  right.  Now,  having  made  that  recommendation, 
what  tax  would  you  levy  to  produce  the  general  revenue? 

Mr.  Van  Gorkom.  Well,  that,  of  course,  I  don't  know.  What  tax 
would  you  levy  if  you  use  general  revenues  in  social  security,  I  can't 
say. 

Mr.  Archer.  Well,  that  is  the  same  question. 

Mr.  Van  Gorkom.  Well,  I  think  it  is  important,  because  we  ob- 
viously recognize  that  if  you  use  general  revenues  as  a  substitute  for 
medicare,  for  some  people  are  just  going  to  shift  from  one  tax  to 
another,  or  a  great  many  will.  The  only  people  who  really  benefit  are 
those  at  the  bottom  of  the  totem  pole  who  would  not  be  paying  income 
taxes. 

Mr.  Archer.  But  you  have  to  assume  raising  tax. 

Mr.  Van  Gorkom.  Of  course. 

Mr.  Burke.  I  would  like  to  make  an  observation  at  this  point.  If 
you  keep  bringing  up  this  subject  of  general  revenue,  you  might  make 
it  so  attractive  that  it  might  go  through  this  year. 

Mr.  Archer.  Mr.  Chairman,  if  we  are  sure  we  put  a  tax  on  it  at  the 
same  time  to  produce  that  general  revenue,  it  might  not  go  through 
as  fast  as  you  think. 

Mr.  Van  Gorkom.  That  is  why  our  basic  recommendation  for 
social  security  and  OASDI  is  raising  the  wage  tax,  because  the  revenue 
is  related  to  the  tax.  General  revenues  don't  come  from  a  few,  they 
come  from  all  of  us.  The.y  don't  just  appear  from  Mars  or  somewhere. 

Mr.  Archer.  Then  would  all  of  you  be  in  agreement,  that  if  we  go 
to  general  revenue  that  we  would  also  have  the  responsibility  of  placing 
a  general  tax  to  provide  that  money? 

Mr.  Danstedt.  Sure. 

Mr.  Archer.  Rather  than  merely  adding  on  to  the  deficit? 

Mr.  Wallis.  We  all  agree  to  that,  but  that  wasn't  the  kind  of  ques- 
tion the  council  dealt  with. 

Mr.  Archer.  All  right.  Now,  let  me,  if  I  may,  and  maybe  we  have 
talked  too  long  about  this  aspect  of  it,  but  I  do  think  it  is  important 
to  talk  a  little  bit  more  about  the  general  concept  of  relating  the  pay- 


143 

ments  to  the  benefits.  And  you  touched  briefly  on  the  fact  that  the 
mmimum  benefits  do  not  actually  relate  to  the  premium  that  is  paid  in. 

Would  you  feel  that  it  would  be  proper  for  our  committee  to  in- 
vestigate those  portions  of  social  security  today,  where  the  minimum 
benefit  is  perhaps  one  of  the  outstanding  examples,  that  are  in  effect 
welfare  and  do  not  relate  to  the  money  that  is  paid  in  and  then  shift 
those  portions  over  to  general  revenue? 

Mr.  Van  Gorkom.  Well,  it  goes  beyond  the  minimum  benefit.  The 
benefit  structure  itself,  as  you  know,  starts  out  by  paying  120  percent 
on  the  first  $110  of  your  average  wage,  with  the  next  bracket,  $290, 
paid  at  47  percent.  That  is  a  tremendous  discrepancy.  We  assumed  it 
was  induced  purposefully,  because  they  wanted  to  favor  the  low-paid 
people— to  provide  as  much  as  possible.  In  other  words,  to  tilt  the 
benefit  scale,  or  the  benefit,  to  be  sure  there  was  some  reasonable 
minimum  they  would  get. 

Now,  the  Council  did  take  some  action  in  this  regard,  because  it 
now  feels  that  with  SSI  in  existence  this  is  not  as  necessary  as  it  was 
before. 

We  did  vote,  for  example,  to  limit  the  benefit  scale  to  a  maximum 
of  100  percent  in  any  bracket.  The  reason  being,  we  felt  it  just  didn't 
seem  right  to  be  paying  people  more  than  they  were  making  as  a  part 
of  their  benefit  for  a  part  of  the  total  package.  And  the  reason  for 
their  feeling  in  this  area  is  that,  with  the  introduction  of  such  system 
as  SSI,  the  original  purpose  of  the  minimum  benefit  and  this  heavy 
tilting  is  reduced,  certainly. 

Mr.  Wallis.  Some  of  the  necessity  for  the  minimum  benefit  and 
the  tilting  would  be  eliminated  if  there  were  a  proper  automatic 
adjustment  for  inflation. 

Now,  some  of  the  people  come  in  mth  very  low  averages,  and  there- 
fore, they  qualify  only  for  the  minimum  benefit.  The  reason  may  be 
that  they  made  those  earnings  a  long,  long  time  ago,  when  wage  rates 
were  much  lower,  and  they  may  really  have  been  at  about  the  average 
wage  level  for  those  days.  And  those  numbers  are  what  are  recorded 
and  averaged  up  20  years  later,  say,  and  give  a  very  low  figure  ac- 
cording to  contemporary  wage  scales.  They  couldn't  live  on  the  benefit 
corresponding  to  those  average  earnings  so  you  raise  the  minimum 
benefit. 

Well,  now  we  have  proposed  that  in  calculating  monthly  earnings, 
the  earnings  should  be  indexed.  That  is,  if  a  person  earned  the  money 
in  1952,  if  he  earned  $1,000  in  1952,  you  should  multiply  that  by  the 
ratio  of  average  earnings  in  1975  to  average  earnings  in  1952.  Do  the 
same  for  each  year  and  average  those  indexed  earnings  as  the  basis  for 
benefits. 

If  you  did  that,  then,  the  fact  that  some  people  earned  their  money 
way  back  before  inflation  had  gone  as  far  would  be  allowed  for  and  you 
wouldn't  have  so  many  people  coming  in  that  had  benefits  they 
couldn't  live  on,  and  wouldn't  need  an  extra  balloon  at  the  lowest  end. 

Mr.  Archer.  Wouldn't  that  further,  though,  assist  the  category  of 
people  Mr.  Van  Gorkom  mentioned,  the  Federal  employees  who  might 
go  out  and  work  for  a  couple  of  years  and  then  become  employed  by 
the  Federal  Government  for,  say,  25  years,  and  then  come  in  and  claun 
their  benefits  based  on  an  increased  value  prior  to  the  time  that  they 
became  employed  by  the  Federal  Government? 


144 

Mr.  CoNABLE.  I  bet  it  usually  works  the  other  way  around,  though, 
that  they  work  for  the  Federal  Government  first,  and  then  go  out  and 
moonlight  enough  to  get  coverage  under  social  security. 

Mr.  Wallis.  Indexing  the  wages  would  tend  to  make  it  indifferent 
whether  you  made  your  money  early  or  late  in  life,  or  whether  you 
qualified  for  social  security  before  or  after  qualifying  for  a  civil 
service  pension. 

Mr.  Archer,  That  is  right. 

Mr.  Wallis.  Then,  after  retirement,  continue  to  allow  for  inflation 
by  adjusting  benefits  according  to  the  consumer  price  index.  At 
present,  for  earnings  prior  to  retirement  no  adjustment  is  made  at  all. 

Mr,  Archer.  Well,  if  you  index  the  earnings  prior  to  retirement  and 
you  also  index  the  benefits  after  retirement,  doesn't  that  put  you 
back  into  your  double-dip  or  flaw  situation? 

Mr.  Wallis.  No  ;  it  sounds  that  way  but  it  is  the  opposite ;  it  elimi- 
nates the  double-dip. 

Mr.  Van  Gorkom.  Of  course,  you  understand  when  we  recom- 
mended that  you  index  the  wages  you  also  have  to  change  the  benefit 
formula  because  the  indexed  wages  would  be  much  higher,  two  or 
three  times  as  high  as  the  lifetime  average,  and  therefore  the  formula 
must  be  different, 

Mr,  Conable,  You  get  away  from  the  120-percent  formula  that  is 
reasonable, 

Mr,  Van  Gorkom,  Well,  one  example  of  the  formula  would  be 
100  percent  of  the  first  $120  of  average  pay  and  then  31  percent  for 
everything  over  that.  That  is  just  an  example  but  that  is  an  order  of 
magnitude  the  way  the  formula  would  look.  With  indexed  wages  you 
would  only  have  the  two- tier  system,  100  percent  for  the  first  $120 
That,  again,  is  to  give  some  reasonable  minimum  to  everybody; 
you  still  have  that  problem.  And  then  31  percent  for  everything  over 
that,  and  that  kind  of  a  formula  would  tend  to  approximate  the 
benefits  now  being  given  under  the  more  complex  formula. 

Mr.  Archer.  Doesn't  that  conflict,  though,  with  your  general 
philosophy  of  matter  of  right,  and  your  benefits  being  related  to  the 
premium  that  you  pay  in? 

Mr.  Van  Gorkom.  Yes;  but  as  I  said  from  the  very  beginning  there 
never  has  been  a  direct  relationship  between  what  you  pay  out  and 
what  you  get.  For  example,  when  we  said  before  if  you  increase  the 
wages  covered  from  $14,000  to  $24,000,  everybody  who  got  taxed 
on  that  $24,000  would  be  getting  a  benefit  of  only  20  percent  on  that 
extra  $10,000.  It  has  always  been  tilted  very  heavily  at  the  bottom. 
And  that,  you  know,  that  is  just  a  change  in  philosophy,  if  you 
want  to. 

Mr.  Archer.  It  always  hasn't  been  the  result  of  increases  that  have 
tilted  it  and  initially  it  wasn't  tilted. 

Mr.  Van  Gorkom.  Yes;  I  think  that. 

Mr.  Archer.  When  you  say  always,  it  really  hasn't  been  always, 
has  it? 

Mr.  Van  Gorkom.  No;  I  would  have  to  correct  myself  and  say  as 
far  back  as  I  checked  it  has  always  been  heavily  tilted.  I  didn't  go 
back  to  the  beginning. 

I  guess  when  it  first  came  in,  there  were  fairly  flat  benefits,  but  I 
wouldn't  really  know. 
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Mr.  Archer.  What  would  you  feel  about  offering  to  certain  self- 
employed  groups  a  chance  again  to  voluntarily  exempt  themselves 
from  social  security?  We  have  a  disproportionate  draw  on  the  fuild 
from  the  self-employed  groups  in  relation  to  the  contribution  to  the 
fund,  because  they  pay  lower  total,  overall  tax  rates.  If  some  of  these 
groups  would  voluntarily  elect  to  leave  the  coverage,  it  would  benefit 
the  fund.  Would  that  not  be  a  smart  thing  for  us  to  consider? 

Mr.  Van  Gorkom.  I  can  only  say  our  general  philosophy  financial 
viewpoint  is  that  universal  coverage  is  the  goal  the  Council  endorsed. 
We  think  everybody  should  be  covered.  When  you  let  people  exempt 
themselves,  only  those  people  who  will  lose  will  opt  out.  And  people 
who  gain,  and  are  a  bigger  drain  on  the  Treasury  would  remain  in. 

Now,  your  point  posed  another  question,  though.  From  the  very 
beginning  the  self-employed  have  only  paid  a  tax  that  was  supposed 
to  be  one  and  a  half  times  what  the  employee's  tax  was.  That  was  a 
philosophical  decision.  I  assume  it  could  be  questioned  from  the  view- 
point of  finance,  because  the  costs  of  supporting  such  a  person  are 
just  as  high  as  it  is  to  support  a  wage  earner  who  was  employed,  and 
his  employer  pays  just  just  as  much  as  the  employee. 

But  beyond  that,  the  Congress  has  frozen  the  tax  of  the  self-em- 
ployed, so  it  isn't  even  as  high  as  it  should  be  under  the  original  law, 
and  we  have  recommended  that  that  should  be  changed;  it  should  go 
up. 

Mr.  Archer.  Oh,  you  are  recommending  that  it  be  equal  to  the 
combination  of  employer-employee  contribution? 

Mr.  Van  Gorkom.  No;  we  did  not  pass  on  that.  We  did  not  take 
up  that  subject. 

Mr.  Archer.  As  long  as  it  is  not  equal. 

Mr.  Van  Gorkom.  It  is  a  drain. 

Mr.  Archer.  And  imposes  a  bigger  drain  on  the  system  than  the 
funds  coming  in  relative  to  the  other  members  of  the  system.  It  seems 
to  me  that  it  would  be  advantageous  to  the  fund,  particularly  with  the 
financial  difficulties  that  we  see  ahead,  to  let  these  people  exempt 
themselves.  There  is  no  way  you  are  going  to  make  money  off  of  any 
of  the  self-employed  groups  that  are  in  the  fund. 

Mr.  Van  Gorkom.  Not  at  iVi  times — that  is  right.  I  assume,  again, 
that  it  is  like  the  tilting  of  the  benefit  schedule.  Apparently,  Congress 
wanted  to  give  some  benefit  to  the  self-employed. 

Mr.  Smith.  There  was  another  point  involved  originally,  I  think, 
and  that  is,  the  income  tax  on  the  total  contribution  by  the  self- 
employed.  The  self-employed  pay  whatever  they  pay  after  taxes, 
whereas  the  employee  pays  after  tax  on  ^(oths  on  half  of  it  and  the 
employer  gets 

Mr.  Archer.  But  that  doesn't  help  the  viability  of  the  social 
security  fund. 

Mr.  Smith.  No  ;  it  was  put  there,  I  think,  as  equity  to  the  individual. 
The  individual  self-employed  has  to  pay  a  total  after  tax,  whereas  the 
individual  who  is  employed  pays  a  total,  pays  his  part  after  tax  but 
the  employer  part  is  paid  before  tax.  The  individual  who  is  self-em- 
ployed is  both  an  employer  and  employee,  and  in  order  to  equalize 
the  net  tax,  they  had  a  reduced  rate 

Mr.  Van  Gorkom.  As  he  says,  that  is  the  rationale,  but  you  are 
correct — that  doesn't  help  the  social  security  system. 


146 

Mr.  CoNABLE.  It's  not  good  rationale  from  an  economic  viewpoint, 
either,  because  the  employer  gets  the  deduction  of  the  contribution 
to  the  social  security  tax  that  he  pays  in,  and  he  can  make  a  classic 
economic  argument  that  the  employee  pays  the  employer's  share  as 
well  in  the  sense  that  it  reduces  the  demand  for  his  labor  to  the  extent 
the  employer  has  to  pay  it. 

Mr.  Wallis.  Most  economists  think  the  incidence  of  the  em- 
ployer's tax  is  really  on  the  employee,  by  reducing  what  the  employer 
will  pay  the  employee,  or  influencing  whether  he  hires  the  employee 
at  all. 

Mr.  Archer.  Let  me  ask  you  one  question  that  goes  back  to  your 
original  statement,  Chancellor  Wallis,  and  that  is,  about  an  inde- 
pendent audit  or  review  which  I  think  has  a  lot  or  merit  to  it.  Do  you 
think  this  could  be  done  by  the  GAO? 

Mr.  Wallis.  No;  I  think  it  needs  to  be  done  by  a  completely  out- 
side organization  that  is  experienced  in  this  kind  of  research,  and  I 
would  hope  that  it  would  be  done  by  an  organization  that  isn't  keeping 
its  eye  on  what  the  policy  implications  of  its  findings  are;  just  simply 
find  facts  and  information  about  how  the  system  works  and  let  the 
chips  fall  where  they  may.  Then  some  latter  advisory  council  will 
have  to  worry  about  the  policy  implications. 

Mr.  Jones.  Will  the  gentleman  yield? 

Mr.  Archer.  I  will  be  glad  to  yield. 

Mr.  Jones.  Who? 

Mr.  Wallis.  What  is  that? 

Mr.  Jones.  Who? 

Mr.  Wallis.  The  next  advisory  council. 

Mr.  Jones.  No;  who  is  this  disinterested  group  you  are  talking 
about? 

Mr.  Wallis.  Oh,  I  don't  know  exactly.  The  agency  that  did  the 
Russian  study  I  mentioned  earlier  was  National  Bureau  of  Economic 
Research.  That  is  a  private  institution  which  is  the  source  of  practi- 
cally all  the  factual  information  we  have  on  the  economy — national 
income,  gross  national  product,  productivity,  money  supply,  financial 
flows — almost  anything  you  can  name.  But  I  don't  know  if  they 
would  do  a  thing  like  this. 

Mr.  Burke.  I  promised  to  recognize  Mr.  Pickle. 

Mr.  Pickle.  Thank  you,  Mr.  Chairman.  I  have  a  meeting  at  3. 
I  would  like  to  ask  a  question  or  two,  right  quick. 

Let  me  ask  you,  do  you  have  any  members  of  the  council  who  are 
under  65  years  of  age? 

Mr.  Van  Gorkom.  I  started  well  below  65. 

Mr.  Pickle.  Do  you  have  anybody  that  is  25  or  30  years  old  on  the 
council? 

Mr.  Danstedt.  No. 

Mr.  Pickle.  Do  you  have  any  women? 

Mr.  Smith.  Yes. 

Mr.  Danstedt.  Two  women.  We  don't  know  their  ages. 

Mr.  Pickle.  We  are  reaching  the  point  where  the  attitude  of  the 
young  makes  as  much  difference  as  that  of  the  old;  so  we  ought  to 
have  a  spread.  I  think  it  ought  to  be  considered. 

In  an  effort  to  try  to  reduce  some  of  these  expenditures  through 
decoupling,  have  you  made  a  study  to  show  how  the  various  groups 
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might  benefit;  that  is,  whether  it  is  low  income  or  higher  income, 
minority,  or  any  particular  group  who  would  be  benefited? 

Mr.  Wallis.  Let  me  say  a  word  about  decoupling  and  then  Mr.  Van 
Gorkom  can  expand.  The  purpose  of  decoupling  is  not  to  lower 
expenditures,  and  as  proposed  we  would  expect  it  to  keep  expendi- 
tures just  exactly  where  they  are  now,  unless  Congress  deliberately 
decides  to  change  them,  and  benefits  for  any  given  individual  would 
be  essentially  the  same  as  now.  There  might  be  some  minor  shifts 
but  nobody  needs  to  lose. 

Mr.  Pickle.  Just  keep  it? 

Mr.  Wallis.  At  present,  the  ratio  of  benefits  to  earnings  before 
retirement  is  completely  out  of  control.  Congress  always  has  controlled 
that  replacement  ratio,  but  the  automatic  adjustment  for  inflation — 
which  was  basically  a  good  idea — has  a  flaw.  Our  recommendation  for 
correcting  the  flaw  is  not  intended  to  change  anything  else  in  the 
system  either  for  the  better  or  the  worse,  simply  to  eliminate  the  flaw. 

Mr.  Pickle.  I  had  the  clear  impression  this  was  to  try  to  make 
some  savings  of  beneflt.  That  is  true  of  those  people  who  are  actually 
in  the  work  force,  isn't  it — those  who  actually  retire? 

Mr.  Van  Gorkom.  No.  Let  me  give  you  a  brief  illustration: 

A  person  retires  and  is  going  to  get  $180  benefit  per  month.  That  is 
60  percent  inflation  ratio.  A  very  important  criterion  how  this  system 
works  replacing  wages  is  assuming  wages  go  up  5  percent  and  never 
change.  If  the  inflation  rate  is  2  percent  at  the  end  of  about  40  or  50 
years  with  60  percent  inflation,  it  gets  down  to  only  45  percent;  on 
the  other  hand,  if  inflation  goes  to  4  percent  in  50  years,  that  replace- 
ment ratio  will  be  165  percent,  which  means  he  is  going  to  get  1.6 
times  as  much  as  he  was  making  before  he  quit.  So  this  wide  swing 
from  60  down  to  45  or  up  to  165  is  all  the  result  of  what  happens  to 
wages  and  prices  over  which  none  of  us  has  any  control.  And  the  whole 
purpose  of  this  is  not  to  save  money  but  to  freeze  replacement;  give 
Congress  ability  to  control  the  replacement  ratio. 

Mr.  Pickle.  I  think  the  average  is  exceeding. 

Mr.  Van  Gorkom.  Let  me  be  completely  honest  and  say  to  you  on 
the  basis  of  forecasted  increase  in  wages  and  prices  that  the  trustees 
have  forecasted  the  cost  after  about  40  or  50  years  will  be  substantially 
higher  if  we  don't  decouple  than  if  we  do.  The  reason  for  that,  we  will 
create  replacement  ratios  in  the  future  which  are  unreasonable. 

Mr.  Pickle.  All  right. 

And  another  question,  are  you  able  to  program  in  your  long-range 
projection  the  possibility  that  as  people  live  longer  and  as  fewer 
people  may  be  entering  into  the  work  force,  that  more  people  may 
choose  to  keep  on  working,  rather  than  to  draw  benefits?  Is  that  so, 
and  would  that  be  material? 

Mr.  Van  Gorkom.  Well,  that  was  the  reason,  that  would  be  very 
material  if  people  work  after  65  and  did  not  draw  benefits,  then  that 
was  our  recommendation  that  they  consider. 

Mr.  Pickle.  My  question  to  you,  do  you  think  that  might  happen? 
If  so,  what  might  it  mean  to  the  system? 

Mr.  Smith.  The  estimates  we  have  do  not  indicate  it  would  have 
a  significant  impact. 

Mr.  Pickle.  AD  right.  Now  with  respect  to  your  recommendations, 
you  come  forward  divided;  the  trustees  say  one  thing  and  you  another, 
and  you  as  a  group  are  about  as  cut  up  as  a  boardinghouse  pie. 
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With  respect  to  tax,  how  much  would  you  say  it  would  have  to 
increase?  You  said  a  small  amount;  do  you  have  a  sum? 

Mr.  Smith.  Yes;  I  recommended  it  be  raised  0.5  percent  for  em- 
ployees and  0.5  percent  for  employers. 

Mr.  Van  Gorkom.  That  was  the  recommendation  of  the  council. 

Mr.  Pickle.  Of  the  majority? 

Mr.  Danstedt.  A  minority  don't  agree  with  that. 

Mr.  Pickle.  I  understand  you  are  a  minority.  In  your  case,  then, 
how  much  would  you  raise  the  base,  if  we  went  your  amount? 

Mr.  Danstedt.  The  recommendation  I  made  was  $24,000  fairly 
shortly,  maybe  1977;  over  the  next  few  years  move  up  to  $28,000. 

Mr.  Pickle.  Now,  did  you  give  any  consideration  to  a  combination? 

Mr.  Van  Gorkom.  We  didn't;  obviously,  you  can.  I  should  add  one 
thing  about  what  Mr.  Danstedt  said. 

Mr.  Pickle.  Do  you  have  something  to  say  for  that? 

Mr.  Van  Gorkom.  Well,  this  $14,000  goes  up  every  year  anyway, 
and  as  average  wages  go  up  the  $14,000  goes  up  and  by  1977  it  is  esti- 
mated to  be  $19,000  anyway. 

Mr.  Pickle.  I  would  assume  I  am  talking  about  old  age-survivors 
under  the  law  now. 

Mr.  Van  Gorkom.  You  say  about  $10,000  increase  over  what 
would  be  in  the  normal  flow. 

Mr.  Pickle.  Now,  part  of  our  problem  stems  from  two  factors: 
one,  the  economic  conditions  we  find  ourselves  in,  and  another  reason 
which  I  will  come  to.  But  first,  if  we  were  to  have  another  embargo  or 
a  long  continuation  of  our  unemployment,  or  the  same  economic 
conditions  which  developed  a  short  time  ago,  what  kind  of  cushion  do 
we  use  to  save  the  system?  We  are  getting  on  borderhne  and  have  got 
to  have  some  reserve.  It  is  almost  just  about  breaking  even,  really. 

Now,  what  are  we  going  to  do  if  we  have  another  embargo  and 
another  crisis  hits?  Have  you  got  any  recommendation  for  that? 

Mr.  Van  Gorkom.  Well,  just  to  see  what  we  can  do.  In  1974  the 
system  did  break  even,  in  fact  added  to  its  reserves;  this  year  it  is 
scheduled  to  lose  $3  bilUon  or  $4  bilHon— $3  bilUon  or  $4  bilUon  in 
OASDI.  It  is  estimated  that  you  could  do  nothing  for  3  years  and  the 
system  would  still  be  perfectly  capable  of  meeting  all  its  obligations. 

So  you  can't  say  the  system  is  going  to  be  broke  if  you  don't  do 
something  this  year.This  year  we  recognize  high  unemployment  and 
recession.  Next  year  is  election  year  and  if  you  waited  to  1977  and  you 
made  an  increase  of  1.1  percent,  you  would  probably  be  all  right. 

Mr.  Pickle.  Within  the  last  2  years,  roughly,  what  has  the  economic 
condition  cost  this  fund? 

Mr.  Van  Gorkom.  Well,  the  last  2  years — well,  it  didn't  cost  any- 
thing last  year.  As  I  said,  the  fund  actually  increased  last  year.  This 
year  the  reduction  will  be  about  $4  bilUon,  give  or  take  $1  biUion. 
Next  year  it  will  be  off  some  more,  I  don't  know  exactly  $6  or  $7 
bilHon,  and  it  is  estimated  that  if  nothing  is  done  by  1980  or  1981 
under  current  projections,  the  fund  will  be  exhausted. 

Mr.  Pickle.  Well,  some  gentlemen  who  testified  before  us  and  some 
of  you  maybe  in  your  testimony  have  indicated  that  we  ought  not  to 
be  alarmed,  that  this  is  a  fairly  unusual  situation  and  heavy  drain. 
Now,  I  am  trying  to  say — well,  if  there  is  another  heavy  drain, 
another  embargo,  how  much  really  is  saved  here;  how  much  security 
do  we  have  if  we  do  not  do  something  quickly? 
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Mr.  Van  Gorkom.  Well,  you  don't  need  an  embargo.  Under  current 
projections  without  an  embargo  the  fund  is  going  to  be  exhausted  by 

1981. 

Mr.  Pickle.  I  am  sajdng  suppose  m  1976,  suppose  we  get  like  we 
did — another  embargo.  Then  we  have  a  problem,  don't  we? 

Mr.  Van  Gorkom.  We  only  have  a  problem  if  the  total  amount, 
if  you  hav^e  wide-scale  unemployment,  I  mean  a  bigger  problem  than 
you  have  already.  Do  you  think  the  embargo  would  increase  the 
total  for  unemployment  drastically? 

Mr.  Pickle.  I  do. 

Mr.  Burke.  Would  you  yield  at  that  point? 

Don't  you  think  that  we  would  be  playing  brinksmanship  with  this 
fund  if  we  allow  ourselves  to  wait  until  1977? 

Mr.  Van  Gorkom.  Mr.  Chairman,  I  have  tried  to  divorce  myself 
personally  from  this  discussion.  If  you  want  my  personal  opinion,  you 
should  increase  the  tax  1  percent  right  now.  But  I  recognize  that  we 
live  within  the  limits  of  political  possibility.  And  I  am  saying  that  if 
you  don't,  you  have  the  leeway  created  by  this  fund  which  will  permit 
you  to  take  no  action  for  2  years,  if  that  is  what  you  want  to  do. 

I  quite  agree  with  you;  I  think  that  is  a  form  of  brinksmanship. 
I  don't  think  it  is  psychologically  unsound,  because  the  great  mass 
of  workers  being  uninformed  are  concerned  about  this.  They  are  being 
told  by  the  papers  all  the  time  the  fund  is  broke,  and  when  someone 
can  say  concretely  that  the  fund  went  down  this  year  by  $3  billion, 
that  is  going  to  concern  them. 

I  think  we  spent  a  lot  of  time  in  the  Council  talking  about  what 
should  this  fund  be.  The  Council  before  us  said  this  fund  ought  to 
be  equal  to  1  year's  outgo.  As  an  average,  that  means  somewhere 
around  $67  billion.  There  is  nothing  sacred  in  that  figure,  and  we 
thrashed  around  with  it,  but  I  personally  feel  that  the  fund  should  be 
maintained  at  some  reasonable  amount,  which  would  permit  it  to 
go  through  3  or  4  years  of  low  income,  a  recession-type  of  economy, 
and  still  provide  for  these  ups  and  downs.  It  doesn't  have  to  be  100 
percent  of  1  year's  outgo,  but  I  certainly  think  it  ought  to  be  between 
60  to  100  percent  just  to  serve  its  purpose  as  a  surge  tank,  because 
the  funds  don't  go  in  and  out  evenly.  So  my  personal  opinion  is  no, 
you  should  not  let  this  fund  run  itself  down;  you  should  try  to  main- 
tain it  at  some  reasonable  amount,  and  that  is  one  of  the  subjects 
that  Mr.  WalHs  has  said  this  group  should  look  at — what  is  a  reason- 
able amount  for  that  fund  to  maintain  itself  at. 

Mr.  Wallis.  One  thing  needs  to  be  kept  in  mind  about  that  fund, 
the  main  thing,  really  one  Government  agency  gave  another  Govern- 
ment agency. 

Mr.  Burke.  There  was  some  use  of  that  fund  over  the  years  and 
it  is  getting  more  of  interest  to  me  every  year. 

Mr.  Crane. 

Mr.  Crane.  I  was  intrigued  by  Mr.  Van  Gorkom's  proposal  of 
increasing  the  age  limit  for  receipt  of  the  benefits,  only  because  when 
we  indexed  the  increase  in  benefits  we  overlooked,  I  think,  another 
indexing  proposal  and  that  was  increasing  that  time  for  receiving 
benefits  as  the  life-span  increases.  My  recollection  is  that  the  average 
life  span  was  62  in  1935.  Since  people  didn't  receive  benefits  until  65, 
I  assume  most  people  died  before  they  got  them.  It  is  up  to  about 
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71  now,  and  I  think  you  could  resolve  all  of  these  problems  if  you 
would  deny  benefits  until  age  100.  But,  seriously,  it  does  seem  to  me 
that  some  kind  of  indexing  proposal  at  the  inception  of  the  program 
might  have  been  in  order. 

I  would  Uke  to  ask  a  couple  of  questions.  First  of  all,  Mr.  Van 
Gorkom,  I  think,  testified  that  many  people — and  correct  me  if  I 
am  wrong — if  not  most,  have  lost  sight  of  the  fact  that  social  security 
was  initially  intended  to  be  only  one  part  of  the  wage  replacement 
system,  and  to  the  extent  that  is  so  there  is  a  growing  pressure, 
particularly  from  policemen  and  firemen  because  I  have  been  solicited 
by  them  on  this  issue,  to  opt  out  of  the  system.  I  think  they,  too, 
view  social  security  as  a  total  retirement  package,  and  they  have 
what  they  see  as  a  superior  retirement  program  which  costs  less, 
better  benefits,  and  so  they  want  out. 

Mr.  Van  Gorkom.  May  I  interrupt  you  for  a  moment? 

Mr.  Crane.  Surely. 

Mr.  Van  Gorkom.  They  have  another  reason  for  opting  out, 
and  this  has  concerned  us.  Whole  government  systems  want  to  opt 
out  so  that  they  can  get  their  better  system,  because  not  being  covered 
by  social  security,  and  later  get  into  Social  Security  also. 

Mr.  Danstedt.  Another  job. 

Mr.  Crane.  Well,  let  me  ask  this  question:  Excluding  that  second 
motivation  they  have,  if  you  take  a  21 -year-old  policeman  or  fireman 
who  looks  at  comparable  programs  and  says  I  think  we  have  a  better 
program  here,  costs  less,  and  benefits  are  better,  would  it  be  less 
injurious  to  the  system  to  let  people  out  like  that,  opt  out? 

Mr.  Van  Gorkom.  As  a  general  philosophy,  it  was  the  council's 
view  as  a  matter  of  fact,  we  should  move  as  rapidly  as  possible 
towards  universal  coverage  that  is  best  for  the  system. 

Mr.  Danstedt.  Moving  in  Federal  employees. 

Mr.  Crane.  Well,  the  biggest  group  that  is  out  is  Federal  em- 
ployees. 

Mr.  Van  Gorkom.  We  want  Federal  employees  included,  but  I 
would  have  to  say  in  all  honesty  that  in  projecting  the  cost  of  the 
system  for  the  future  we  did  not  assume  that  Federal  employees 
would  be  covered  because  we  think  politically  it  is  a  dead  duck. 

Mr.  Crane.  That  would  be  my  next  question.  2.8  million  em- 
ployees, ourselves  included,  have  chosen  apparently  an  inferior 
program  because  we  are  willing  to  suffer,  but  it  just  seems  to  me 
that  we  ought  to  be  in  on  this  great  program,  too.  And  if  it  is  not 
proper  to  let  others  opt  out  that  way  because  it  would  be  injurious 
to  the  program,  then  logic  would  dictate  that  we  fold  the  2.8  million 
of  us  who  work  for  the  Federal  Government  into  t  \e  program 

Mr.  Wallis.  Most  of  them  will  be  in  both.  That  is  why  they  don't 
want  social  security  to  cover  Government  employment.  They  work 
for  the  Government  and  get  a  Civil  Service  pension,  then  work  in 
employment  covered  by  social  security  and  get  that  too. 

Mr.  Van  Gorkom.  Well,  the  Government  plan  is  better  than  social 
security. 

Mr.  Crane.  I  know  it  is.  I  was  being  facetious. 

Mr.  Van  Gorkom.  OK. 

Mr.  Crane.  But  I  think  we  ought  to  be  in  a  position  in  the  Congress 
having  a  chance  to  vote  on  benefits  and  also  taxes,  to  participate  in 
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payment  of  the  taxes.  There  is  mounting  bitterness  by  young  wage 
earners  over  the  Social  Security  tax  bite,  which  is  a  regressive  form  of 
taxation  inasmuch  as  there  are  many  milHons  of  wage  earners  who 
do  not  pay  any  Federal  income  tax,  but  pay  mounting  Social  Security 
taxes.  I  think  everyone  clearly  recognizes  the  injustice  of  the  system. 
Someone  clipping  coupons  earning  $100,000  a  year  draws  his  full 
benefits  while  another  fellow  trying  to  supplement  his  earnings  by 
working  is  penalized.  Maybe  we  ought  to  set  up  a  means  test  to  treat 
this  like  any  other  social  program  and  fund  through  general  revenues. 

Wouldn't  that  relieve  the  headaches? 

Mr.  Van  Gorkom.  I  am  glad  to  see  you  recognize  there  would  be  a 
total  change  in  the  system. 

Mr.  Crane.  Well,  I  think  the  system  is  unsound  because  of  the 
injustices. 

Mr.  Van  Gorkom.  Well,  let's  start  with  the  regressivity.  The  tax  is 
regressive  in  that  it  is  the  same  regardless  of  your  income,  but  the 
benefits  are  very  progressive,  which  offsets  the  regressive  character 
of  the  tax. 

I  can  show  you — don't  want  to  take  the  time  with  an  example — 
that  the  man  who  makes  the  maximum  gets  a  30  percent  wage  re- 
placement; the  man  who  makes  the  minimum  gets  60  percent  of  his 
wage  replaced,  and  the  tax  they  pay  is  based  on  their  respective  wage, 
so  the  man  down  below  is  getting  twice  as  much  benefit  as  the  other. 
The  regressivity  is  more  apparent  than  real. 

Mr.  Crane.  Wouldn't  you  concede  that  to  a  struggling  young 
couple  with  maybe  two  or  three  dependents,  who  are  making  the 
median  income  today  are  put  in  a  position  of  more  suffering  than 
offset  benefits  when  they  reach  65,  assuming  they  live  that  long? 

Mr.  Van  Gorkom.  Studies  have  shown  that  as  far  as  benefits  can 
be  compared,  the  benefits  of  a  privately  insured  plan  can't  match 
social  security  benefits. 

Mr.  Danstedt.  Not  only  that,  but  couples  with  children  are 
covered  by  survivors'  benefits. 

Mr.  Crane.  Well,  yes,  except  I  was  thinking  of  the  fellow  who  is 
just  trymg  to  make  ends  meet  today,  and  that  is  what  I  hear  from 
increasing  numbers  of  young  people  who  are  very  bitter  about  it.  It 
seems  to  me  that  we  have  a  steadily  reducing  tax  base  while  the 
beneficiaries  increase.  It's  an  inverted  pyramid  with  the  apex  being  the 
tax  base  and  the  base  being  the  beneficiaries.  I  just  can't  imagine  what 
kind  of  taxes  we  will  have  to  levy  at  that  time. 

Mr.  Van  Gorkom.  The  taxes  will  be  very  high  unless  you  increase 
the  retirement  age,  or  did  something  like  that,  which  of  course  you 
can  do. 

Mr.  Wallis.  Approximately  50  percent  higher,  because  there  will 
be  45  retired  people  to  be  supported  by  every  100  workers  instead  of 
30,  as  now. 

Mr.  Crane.  Doesn't  it  make  a  lot  of  sense  to  reevaluate  all  of  the 
premises  behind  the  program? 

Mr,  Van  Gorkom.  We  always  think  of  social  security  in  terms  of 
when  people  retire.  The  benefits  the  young  people  get  in  their  protec- 
tion against  disability  are  enormous.  There  is  no  way  they  could  get  a 
policy  that  would  cover  them  on  that  basis  from  any  private  insurance 
firm.  The  young  man  has  a  very  generous  package.  He  gets  far  more 
than  his  doUar  really  should  buy  in  that  sense. 
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If  you  sat  down  today  to  devise  a  new  system,  you  would  say,  first 
of  all,  of  course,  that  for  those  people  who  have  nothing,  we  are  going 
to  have  to  take  care  of  them.  So  we  have  to  have  some  kind  of  a  needs 
tested  program.  On  the  other  hand,  since  there  are  insurance  companies 
who  sell  retirement  policies,  there  is  nothing  wrong  with  a  contributory 
plan,  and  that  is  OASDI.  Especially  the  people  at  the  low  end  of  the 
totem  pole  get  more  than  their  real  dollar's  worth  for  what  they  pay  in. 
So  it  is  a  very  sound  plan  for  them. 

In  addition,  you  don't  want  either  of  these  parts  of  the  program  to 
reduce  the  incentive  to  save  money.  If  you  start  saying  we  are  going 
to  reduce  the  benefits  because  you  have  other  income,  then  the  guy 
is  going  to  say,  "Well,  why  should  I  save  my  money?  I  might  as  well 
go  out  and  blow  it  because  I  know  I  will  get  social  security.  If  I  save 
my  money,  I  won't  get  social  security."  So  we  will  have  a  definite 
disincentive  to  save  3  it  is  structured  the  way  you  say.  That  is  the 
reason  people  are  often  emotional  about  this. 

But  I  think  if  you  really  analyze  it,  the  system  should  take  ad- 
vantage of  all  possibilities  to  provide  retirement  benefits,  forgetting 
disability  for  the  moment.  One  is  that  there  should  be  a  straight 
contributory  insurance  plan  like  OASDI.  It  is  heavily  weighted 
toward  the  low-paid,  but  it  is  still  a  contributory  plan.  Second,  you 
want  to  encourage  savings.  Third,  for  people  who  are  really  hard  up 
and  can't  make  it,  there  is  always  the  needs  program  which  will  be 
available  and  should  supplement  the  whole  thing.  But  I  think  every 
one  of  these  three  pieces  has  a  part  to  play  that  is  important  to  the 
economy.  The  savings  part  should  not  be  overlooked.  That  is  where 
most  of  the  capital  of  this  country  comes  from. 

Mr.  Crane.  You  mean  private  plans? 

Mr.  Van  Gorkom.  Private  plans.  Some  $70  billion  last  year. 

Mr.  Wallis.  One  of  the  members  of  the  council  filed  a  supple- 
mentary statement,  maldng  a  similar  assertion.  Mrs.  Campbell,  on 
page  73  of  the  Council's  report,  says  "During  the  several  meetings  of 
this  council,  I  have  felt  that  we  are  tinkering  at  the  edges  of  what  was 
originally,  in  1935,  a  rather  simple  program,"  and  so  on.  Her  idea  is 
that  we  have  not  gotten  at  the  really  fundamental  issues. 

Social  security  is  an  area  to  which  very  few  researchers  or  econo- 
mists or  sociologists  or  pohtical  scientists  have  given  much  attention. 
It  is  only  in  the  last  couple  of  years  that  articles  have  begun  to  appear 
in  the  professional  economic  journals,  by  people  like  Feldstein  at 
Harvard,  for  example,  and  others. 

Mr.  Crane.  The  reason  this  thought  comes  to  mind,  of  course,  is 
because  of  Milton  Friedman's  negative  income  tax  proposal  where 
you  eliminate  social  security  and  the  whole  grabbag  of  social  programs 
and  simply  guarantee  a  certain  level  of  existence  to  everyone.  I  don't 
think  that  is  necessarily  a  disincentive  to  saving.  Sure,  there  are 
some  people  that  would  say,  "Heck,  as  soon  as  I  can  get  out  of  working 
and  being  productive,  I  know  I  will  be  provided  for." 

On  the  other  hand,  it  is  a  question  of  the  level  you  would  be  pro- 
viding. I  don't  think  that  most  people  would  look  forward  with 
equanimity  to  the  idea  of  being  carried  past  65,  say,  at  the  poverty 
line. 

Mr.  Smith.  That  is  one  of  the  advantages  of  the  present  plan.  By 
having  the  benefits  linked  to  wages,  you  do  give  the  individual  some 
assurance  that  his  payments  will  be  proportional  to  his  living  standard. 
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Any  other  plans  on  a  needs  test  basis  would  certainly  violate  that 
very  desirable  psychological  and  practical  principle. 

Mr.  Van  Gorkom.  I  do  agree  with  the  basic  attitude  that  ties 
in  with  the  recommendation  of  the  council  that  Mr.  Wallis  has 
spoken  of.  That  is  this  need  for  a  study.  As  far  as  I  know,  Congress 
has  never  really  addressed  itself  or  anybody  to  the  question  of  what 
is  a  proper  replacement  ratio. 

The  reason  is  very  simple.  Up  until  now  our  limitations  on  replace- 
ment ratio  have  been  the  financial  ability  of  the  system.  We  need 
to  know  what  replacement  ratio  it  can  afford.  What  can  it  produce 
as  a  contributory  system?  Then  somebody  has  to  decide  if  that  is 
adequate  and  if  it  isn't,  have  separate  systems  built  up  alongside  of 
it.  But  this  kind  of  basic  work  has  never  really  been  done. 

Mr.  Crane.  That  is  what  you  are  generally  recommending  should 
be  done  by  an  independent  nongovernmental  commission.  I  would 
applaud  that  recommendation. 

Thank  you  gentlemen.  I  yield  back  the  balance  of  my  time. 

Mr.  Burke.  During  the  Depression,  the  cost  of  living  went  down, 
didn't  it? 

Mr.  Smith.  That  is  right. 

Mr.  Van  Gorkom.  That  is  right;  I  will  say  it  did.  Unfortunately, 
so  did  our  wages — faster. 

Mr.  Wallis.  During  the  19th  century,  it  fell  for  30  years. 

Mr.  Burke.  If  we  follow  the  cycle  of  the  last  Depression,  these 
projections  which  we  have  here  certainly  go  out  the  window. 

Mr.  Van  Gorkom.  About  these  projections,  you  must  realize  of 
course  that  nobody  knows  what  is  going  to  happen  to  the  4  and  6 
percent  for  75  years.  But  they  assume  that  there  will  probably  be 
sharp  ups  and  downs  and  that  wages  will  average  6  percent  and  prices 
will  average  4  percent  increase.  They  are  only  averages.  There  will 
be  periods  when  they  will  be  much  higher  and  much  lower.  But  these 
are  only  averages  of  course.  The  whole  deficit  and  everything  else 
is  based  on  the  validity  of  those  assumptions.  They  could  be  wrong. 

Mr.  Smith.  The  same  thing  is  true  of  the  demographic  assumptions. 

Mr.  Burke.  If  you  recall  real  estate  prices,  homes  costing  about 
$29,000  after  4  or  5  years  of  Depression  went  for  $6,000. 

Mr.  Van  Gorkom.  That  is  right. 

Mr.  Smith.  Right. 

Mr.  Burke.  Food  prices  dropped  dramatically. 

Mr.  Smith.  But  they  came  back  up.  If  you  take  an  average  over 
that  period  of  time  plus  time  on  the  other  side  of  it,  you  come  up  with 
figures  in  the  5  and  3  percent  range. 

Mr.  Burke.  They  didn't  go  back  up  until  after  World  War  II. 

Mr.  Smith.  It  depends  on  what  period  of  time  you  are  taking. 
You  can  prove  most  anything  you  want  in  economics  by  choosing 
the  period  of  time  in  which  you  compute  your  figures. 

Mr.  Burke.  I  think  the  real  problem  is  a  short-term  problem. 
I  think  this  idea  of  doing  a  lot  of  crystal-gazing  on  this  long-term 
thing  is  a  very  conjectural  way  of  doing  things.  I  think  people  enjoy 
doing  that,  and  they  should  do  it.  It  is  nice  to  read  about  it  and  have 
this  projection  made.  A  lot  of  people  would  like  to  know  what  the 
world  is  going  to  be  like  in  75  years. 

Do  you  think  it  is  possible  to  return  to  the  old  system  we  had 
before  this  amendment  on  the  cost  of  Uving  was  adopted?  Every 
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time  Congress  granted  an  increase  it  provided  the  revenue  to  take 
care  of  the  increase. 

Mr.  Smith.  I  don't  think  you  can  return  to  the  old  system  of 
forecasting  if  you  are  going  to  continue  to  have 

Mr.  Burke.  I  don't  mean  forecasting. 

Mr.  Smith.  I  mean  forecasting  under  the  old  system  of  determining 
the  tax  rate.  So  long  as  you  are  going  to  have  the  automatic  features 
of  increasing  benefits,  the  two  things  are  not  compatible.  If  you 
wanted  to  go  back  to  the  ad  hoc  basis  on  benefits  as  well  as  on  taxes, 
that  would  be  perfectly  appropriate. 

Mr.  Burke.  That  would  be  better  than  the  present  system  which 
got  us  into  the  dilemma  in  which  we  find  ourselves. 

Mr.  Smith.  From  the  point  of  view  of  financing  it  would  be  far 
superior  and  far  sounder. 

Mr.  Burke.  This  term  "decoupling"  sounds  very  intriguing.  But 
I  don't  think  many  people  know  what  it  means. 

Mr.  Wallis.  We  avoided  it. 

Mr.  Burke.  I  would  like  to  compliment  the  man  who  thought 
up  the  expression  because  it  confuses  everybody.  Would  you  like  to 
explain  that  for  the  record? 

Mr.  Wallis.  First  I  will  say  we  avoided  the  use  of  that  term  in 
the  report  for  the  reason  you  indicate.  I  don't  know  how  that  par- 
ticular word  got  chosen.  But  there  is  a  kind  of  a  double-barreled 
adjustment  operating,  sometimes  people  say  a  "double-dip"  adjust- 
ment, in  the  present  automatic  adjustment. 

The  way  it  works  is  this.  You  start  with  people  who  have  retired 
and  just  focus  your  attention  on  them  and  there  is  nothing  wrong 
with  the  present  system  of  automatic  adjustments.  As  the  consumer 
price  index  goes  up  their  benefits  go  up.  The  benefit  schedule  is  set  in 
relation  to  average  reported  monthly  earnings  so  as  to  provide  ade- 
quate benefits  and  give  adequate  replacement  ratios.  The  schedule 
goes  up  with  the  cost  of  living. 

However,  as  time  goes  by,  people  come  in  who  had  been  working 
while  this  inflation  was  going  on  and  their  earnings  were  inflated  by 
the  inflation.  So  when  they  come  in  they  don't  come  in  at  the  same 
point  on  the  average  monthly  earning  scale.  They  get  the  first  dip  by 
having  inflation  push  their  earnings  up  and  the  second  dip  comes 
because  at  those  earnings  the  benefits  have  been  pushed  up  too  by  the 
cost  of  living  index. 

The  double  dip  comes  from  the  fact  that  before  they  retire  their 
average  monthly  earnings  are  rising  from  inflation,  and  so  are  the 
benefits  that  go  with  any  level  of  earnings.  After  people  retire,  the 
benefits  that  are  assigned  to  their  average  monthly  earnings  are 
assigned  as  if  those  were  uninflated  earnings. 

I  am  saying  that  the  automatic  increase  works  all  right  as  it  is 
for  those  people  who  have  already  retired.  But  for  those  who  retire  in 
the  future  it  will  give  them  a  double  dip. 

Mr.  Smith.  The  explanation  is  contained  on  page  106  of  the 
Council's  report,  if  you  want  to  have  that  studied. 

Mr.  Burke.  I  have  been  studying  all  the  reports.  That  is  all  I  have 
been  doing.  My  wife  has  been  complaining. 

Mr.  Smith.  It  is  terribly  complex  to  explain.  Being  an  actuary,  I 
think  so.  I  think  this  language  on  page  106  gives  it  as  clearly  as  it  can 
be  made. 


155 

Mr.  Van  Gorkom.  What  you  have  to  say,  Mr.  Chairman,  is  that 
when  prices  go  up  wages  go  up.  As  far  as  the  person  who  is  retired, 
his  benefits  go  up  with  the  increase  in  prices.  But  the  man  who  is  still 
working,  his  benefits  go  up  with  wages  as  well  as  with  prices  and 
therefore  his  increase  in  benefits  as  a  worker  is  coupled — that  is  where 
the  phrase  comes  from — with  the  increase  in  the  retired  worker's 
benefit.  And  if  you  decouple  the  system  you  cut  that  off. 

Mr.  Burke.  You  recommend  a  1 -percent  tax,  which  is  half  a 
percent  each  on  employer  and  employee.  Did  you  ask  any  questions 
on  how  much  revenue  could  be  raised  by  raising  the  wage  base  from 
$14,100  and  how  much  it  would  take  to  raise  the  same  amount  of 
money  that  could  be  raised  by  a  1-percent  increase? 

Mr.  Van  Gorkom.  Yes.  What  that  would  do  if  you  raised  it  to 
$24,000  starting  in  January  1976  would  cut  the  short-term  deficit  by 
about  nine-tenths  of  1  percent  and  it  would  cut  the  long-term  deficit 
by  about  one-half  of  1  percent. 

The  reason  for  the  difference  is  that  first  you  increase  the  taxes 
being  paid  in.  But  eventually  the  people  that  are  paying  the  higher 
taxes  tend  to  draw  higher  benefits  later  so  there  would  be  a  very 
substantial  savings  at  first  if  you  were  to  increase  it  to  $24,000, 
reduced  later.  It  would  cut  about  nine-tenths  of  1  percent  of  the 
short-term  deficit. 

Mr.  Burke.  How  much  does  the  1  percent  cover? 

Mr.  Van  Gorkom.  The  deficit  that  is  foreseen  for  the  next  10  years 
is  about  1  percent.  This  would  cover  almost  all  of  it.  But  of  course 
then  the  savings  would  start  to  diminish  after  you  got  past  10  years 
or  so  because  then  some  of  the  people  who  would  pay  the  higher  taxes 
on  the  higher  amount  would  start  to  retire.  They  would  start  to  draw 
benefits.  The  overall  long-term  debt  savings  is  one-half  of  1  percent. 

Mr.  Jones.  Would  the  Chairman  yield? 

Mr.  Burke.  Yes. 

Mr.  Jones.  Did  you  ask  what  the  additional  one-half  of  1  percent 
increase  impact  would  be  on  small  business  employers,  particularly? 

Mr.  Van  Gorkom.  No,  we  did  not.  I  might  add  that  1  suppose  your 
Committee  is  used  to  this.  But  there  are  people  at  Social  Security,  if 
you  want  to  know:  If  we  do  this  what  will  it  cost  and  what  will  it  save? 
They  can  supply  it  to  you. 

Mr.  Burke.  We  will  ask  it. 

Mr.  Jones.  One  thing  that  could  be  helpful  to  us  is  that  based  on 
your  experience  with  Social  Security  if  you  could  supply  us  with  the 
names  of  the  people  who  are  particularly  responsible  it  would  be  very 
helpful. 

Mr.  Van  Gorkom.  This  gentleman  here  is  now  the  Chief  Actuary  of 
the  Social  Security  System.  He  and  the  people  in  his  department  will 
be  the  ones  to  supply  all  of  that  because  it  is  an  actuarial  computation 
almost  every  time. 

Mr.  Burke.  Who  is  that  gentleman  that  is  coming  in  from  Harvard? 

Mr.  Van  Gorkom.  Mr.  Feldstein.  Martin  Feldstein. 

Mr.  Smith.  Tomorrow. 

Mr.  Van  Gorkom.  He  will  be  here  tomorrow. 

Mr.  Burke.  He  is  coming  in  tomorrow. 

Mr.  Wallis.  May  I  introduce  Mr.  John  Trout,  who  was  executive 
secretary  for  the  council  and  the  person  to  whom  we  turned.  He  always 
knew  who  was  the  right  person  in  Social  Security  to  get  any  informa- 
tion that  we  wanted. 
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Mr.  Burke.  Is  there  anyone  else  who  had  anything  to  do  with 
helping  you  out  and  you  would  care  to  introduce  for  the  record? 

Mr.  Wallis.  Not  that  I  see. 

Mr.  Van  Gorkom.  I  might  say  as  a  matter  of  fact  personally  I 
found  a  high  degree  of  dedication  and  a  willingness  to  help  us  by  the 
people  in  the  Social  Security  Administration.  They  were  very  helpful 
to  the  council. 

Mr.  Burke.  I  think  they  are  helpful. 

Of  course,  competing  with  all  the  statements  that  are  being  made  in 
the  papers,  that  is  our  problem.  This  hearing  this  afternoon  wasn't 
too  well  covered  by  the  press.  It  is  only  the  alarming  news  that  interests 
them. 

Mr.  Van  Gorkom.  That  is  right.  The  Freedom  of  Information  Act 
was  a  great  problem  for  us.  We  had  to  make  every  session  open  to  the 
public,  including  our  subcommittee  meetings,  and  we  had  to  distribute 
every  piece  of  paper  we  gave  our  members.  If  we  had  an  idea  kicking 
around  and  then  decided  to  abandon  it,  it  would  still  get  all  over  the 
newspaper.  It  is  hard  to  live  in  a  fishbowl  when  you  are  dealing  with  a 
subject  like  this.  But  I  guess  that  is  the  price  of  democracy. 

Mr.  Burke.  For  the  record,  I  want  to  say  that  I  don't  agree  with 
your  whole  report.  But  I  want  to  compliment  all  of  you  for  the  fine 
work  and  dedication  you  have  given. 

Mr.  Archer.  Mr.  Chairman,  might  I  ask  one  question  at  this  point? 

Mr.  Burke.  Yes,  Mr.  Archer. 

Mr.  Archer.  I  certainly  am  in  general  agreement  with  your  three- 
layer  concept.  But  it  troubles  me  that  you  take  the  philosophical 
position  for  the  need  of  each  of  these  three  layers,  basing  your  first 
argument  on  the  social  security  being  one  of  right  not  of  need  to  be 
supplemented  by  SSI  to  take  care  of  need  with  a  needs  test. 

But  then  you  turn  right  around  and  justify  the  welfare  aspects  of 
the  social  security  system  that  pay  benefits  out  that  are  not  directly 
related  to  the  premium  paid  in.  It  seems  to  me  you  have  an  incon- 
sistency there. 

I  am  wondering  if  one  approach  toward  the  solution  of  the  problem 
in  the  fund  today  would  not  be  to  try  to  excize  the  welfare  part  of  it 
and  let  it  go  over  into  an  area  supported  by  general  revenue  on  a  needs 
basis  so  we  can  look  at  the  social  security  as  truly  being  one  paid  in 
as  a  matter  of  right.  This  would  mean  a  minimum  benefit  schedule 
would  have  to  be  changed.  The  subschedule  would  have  to  be  changed. 
The  disability  schedule  would  have  to  be  changed  in  some  way  or 
another. 

I  am  wondering  if  you  don't  think  it  would  be  worth  the  while  of 
this  committee  to  go  into  an  exhaustive  study  of  the  welfare  provisions 
that  are  in  the  social  security  program  today  and  try  to  find  a  way  to 
take  them  out  and  let  them  go  on  a  needs  basis  supported  by  general 
revenue. 

Mr.  Wallis.  I  think  it  is  something  to  be  examined  carefully.  But 
let  me  say  what  I  think.  The  only  grounds  for  having  a  social  insurance 
program,  a  Government  program  of  this  sort,  is  to  use  the  coercive 
power  of  the  Federal  Government  to  force  people  to  do  things  they 
wouldn't  otherwise  do.  If  we  go  to  the  move  you  are  talking  about,  we 
might  as  well  abolish  the  whole  thing.  The  private  insurance  companies 
can  handle  it  just  fine  if  it  is  only  going  to  be  straight  insurance.  They 
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are  good  at  that.  If  you  are  going  to  pay  your  own  costs,  and  only  get 
what  you  paid  for,  the  Government  doesn't  have  any  role  in  it. 

Mr.  Burke.  The  trouble  is,  a  lot  of  people  will  end  by  being  buried 
in  Paupers'  Field.  They  just  wouldn't  do  anything. 

Mr.  Wallis.  There  would  still  be  a  method  of  dealing  with  those 
who  have  need. 

Mr.  Van  Gorkom.  I  think  what  the  chairman  means  is  a  lot  of 
people  wouldn't  save  and  buy  insurance  policies. 

Mr.  Wallis.  If  people  who  could  save  don't  save,  then  they  become 
a  burden  on  the  public.  That  is  the  argument  for  forcing  them. 

Mr.  Van  Gorkom.  You  could  have  a  straight  insurance  plan  and 
have  it  administered  by  the  Government  so  that  people  will  be  forced 
to  save  their  money.  If  you  leave  it  just  to  the  private  insurance 
company  plans,  it  becomes  voluntary. 

Mr.  Archer.  I  think  it  is  a  little  bit  away  though  from  the  basic 
premise  philosophically  you  have  set  out,  which  is,  I  think,  an  ap- 
propriate definition  of  what  we  should  try  to  achieve  in  your  three- 
layer  program.  But  when  you  come  to  implementation,  you  abandon 
it  in  varying  degrees. 

Mr.  Van  Gorkom.  Of  course,  we  must  work  with  this  program  where 
it  is.  We  are  not  sitting  down  to  design  it  from  scratch. 

Mr.  Archer.  But  you  have  not  made  any  recommendations  I  know 
of  that  would  cause  us  to  move  back  more  toward  putting  the  social 
security  fund  on  a  basis  of  right  and  letting  these  three  layers  interact 
the  way  that  they  should  philosophically. 

Mr.  Smith.  I  think  we  have  accepted  in  this  country  a  compromise 
system.  There  is  no  question  but  that  from  the  very  beginning  it  was  a 
compromise  system. 

Unless  we  are  going  to  get  drastic  and  make  many  important 
changes,  it  will  probably  always  be  that  way.  The  original  purpose  of 
the  act — I  looked  this  up — was  expressed  to  be  "to  keep  people  in 
their  older  ages  from  slipping  into  poverty."  That  was  the  basis,  the 
philosophy,  of  the  act.  That  does  not  mean  that  you  need  to  have  a 
complete  quid  quo  man-by-man  income.  It  means  a  social  insurance 
system.  A  social  insurance  system  as  practiced  throughout  the  world 
has  never  been  a  completely  equitable  system,  man  by  man,  as 
private  insurance  is  supposed  to  be.  There  has  always  been  a  com- 
promise between  social  goals  and  social  purposes  and  some  degree  of 
individual  equity.  You  will  find  this  throughout  all  social  insurance 
systems  in  the  world. 

Mr.  Van  Gorkom.  As  a  matter  of  fact,  even  if  we  were  to  abolish 
the  weighted  system  and  made  the  benefit  structure  uniform  for 
everybody,  there  would  still  be  a  heavy  social  element  in  it.  It  uses 
the  current  cost  method  of  funding,  which  an  insurance  company 
couldn't  do.  That  means  that  even  if  we  operate  on  an  equitable 
basis,  the  benefits  we  are  going  to  get  are  going  to  be  far  more  in  rela- 
tion to  what  we  pay  in  taxes,  because  the  effect  of  inflation  is  going  to 
be  completely  covered  by  the  next  generation  who  pays  for  our  benefits. 
But  what  you  say  is  correct.  It  is  a  compromise  system,  as  Mr. 
Smith  has  described.  We  have  accepted  that  compromise,  I  guess, 
and  we  are  talking  about  degrees.  That  is  perfectly  true. 

Mr.  Wallis.  We  certainly  did  not  consider  for  a  moment  making 
radical  changes  in  the  whole  system  or  scrapping  it  or  anything  of 
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that  sort.  That  didn't  seem  to  be  a  relevant  question  for  a  CouncU 
hke  this. 

Mr.  Archer.  I  don't  know  that  moving  back  toward  trying  to  have 
the  benefit  really  as  a  matter  of  right  as  compared  to  the  question 
of  need  is  a  wholesale  revolutionary  change  in  the  program.  We  have 
got  major  problems  in  funding  right  now.  We  have  got  to  look  at  a 
combination  of  different  ways  of  getting  at  it. 

It  is  simple  to  say,  "Let  us  increase  the  tax  on  the  employer  and  the 
employee  and  the  percent."  That  is  simple.  But  that  is  going  to  run 
into  a  lot  of  resistance.  If  we  could  cut  that  down  to  a  quarter  of  a 
percent  by  doing  some  other  things,  then  we  might  end  up  with  a 
better  solution.  That  is  the  only  reason  why  I  bring  this  up.  We 
could  maybe  move  in  that  direction  without  any  sort  of  wholesale 
revolutionary  change  in  the  system. 

Mr.  Van  Gorkom.  I  suspect  that  is  probably  true,  a  combination  of 
factors  to  solve  the  financial  problem. 

Mr.  Steiger.  Mr.  Chairman,  could  I  ask  one  totally  unrelated 
question? 

Mr.  Burke.  Surely,  Mr.  Steiger. 

Mr.  Steiger.  I  was  intrigued  some  time  back  when  you  were  talking 
about  contract  need.  The  next  council  goes  into  place  when,  1978? 

Mr.  Wallis.  1977.  It  should  report  in  1978. 

Mr.  Steiger.  It  goes  in  in  1977  and  reports  in  1978.  Ought  there 
to  be  a  requirement  that  there  should  be  an  advisory  council  which 
is  there  all  the  time  instead  of  just  periodically? 

Mr.  Wallis.  My  offhand  reaction  to  that  would  be  that  it  is  best 
to  do  it  on  an  intermittent  basis.  Once  you  set  up  a  permanent  bureau- 
cracy it  gets  in  a  rut.  This  way  you  get  completely  new  people  in. 
They  take  a  fresh  look. 

It  isn't  as  though  the  Advisory  Council  is  passing  laws.  If  recom- 
mendations are  a  little  erratic  from  one  council  to  the  next,  the  Ways 
and  Means  Committee  and  the  Congress  add  some  stability.  I  think 
there  is  some  advantage  in  having  totally  fresh  groups. 

As  a  matter  of  fact  this  is  the  first  council  that  was  a  totally  fresh 
group.  All  the  other  councils  have  involved  people  who  helped  to 
write  the  social  security  bill  in  the  first  place  and  involved  people 
who  had  been  on  previous  councils.  There  was  nobody  on  this  council 
who  helped  to  write  the  bill  back  in  1935.  There  was  nobody  who  ever 
served  on  a  council  before. 

I  am  sure  there  are  some  drawbacks  to  that  because  of  us  all  starting 
out  so  ignorant  of  social  security.  I  don't  think  that  would  have  been 
quite  as  big  a  drawback  if  we  had  our  full  23  months  that  a  council  is 
supposed  to  have,  from  the  1st  of  February  1  year  until  the  end  of 
December  the  next. 

But  I  think  for  the  most  part  the  drawbacks  are  offset  by  the  con- 
tinuity you  get  from  the  staff  of  the  committees  of  Congress  and  from 
the  congressional  committees  themselves. 

Mr.  Smith.  And  from  the  administration. 

Mr.  Wallis.  And  from  the  Social  Security  Administration. 

Mr.  Steiger.  Who  pays  for  the  Council? 

Mr.  Wallis.  The  law  provides  that  it  be  the  Social  Security 
Administration. 


150 

Mr.  Van  Gorkom.  We  are  also  permitted  to  hire  outside  specialists, 
which  we  did. 

Mr.  Wallis.  Social  Security  hired  them  for  us. 

Mr.  Van  Gorkom.  Does  that  go  on  their  budget  too? 

Mr.  Wallis.  Yes.  Anybody  we  recommended,  they  hired. 

Mr.  Steiger.  Would  it  not  make  some  sense  at  some  point  to  provide 
the  Council  with  an  independent  appropriation  for  purposes  of  hiring 
its  own  staff  so  that  you  don't  have  to  rely  on  SSA? 

Mr.  Wallis.  Anybody  we  wanted  to  have,  we  got.  They  were  put 
at  the  disposal  of  the  Council.  In  one  instance  they  were  able  to  get 
somebody  from  another  Government  agency  for  us,  which  we  would 
not  have  been  able  to  do  without  social  security  arranging  it.  So 
while  in  theory  I  recognize  the  validity  of  your  point,  I  would  say 
that  in  fact  in  no  way  did  working  through  social  security  tie  our 
hands.  They  seemed  to  bend  over  backward  to  avoid  biasing  us.  We 
had  a  hard  time  finding  out  their  point  of  view  sometimes. 

Mr.  Steiger.  Thank  you,  Mr.  Chairman. 

Mr.   Burke.   Without  objection   at  this  point  House  Document 
No.  94-75,  "Report  of  the  Quadrennial  Advisory  Council  on  Social 
Security,"  will  be  included  in  the  record.  With  no  objection,  it  is  so 
ordered. 

[House  Document  94-75  follows:] 
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LETTER  OF  TRANSMITTAL 

The  Secretary  of  Health,  Education,  and  Welfare, 

Washington,  D.C.,  March  7,  1975. 
Hon.  Carl  Albert, 
Speaker  oj  the  House  oj  Representatives, 
Washington,  D.C. 

Dear  Mr.  Speaker:  The  1975  Advisory  Council  on  Social  Security, 
appointed  pursuant  to  section  706  of  the  Social  Security  Act,  has  com- 
pleted its  study  of  the  social  security  program.  In  accordance  with  the 
law,  the  Council  reviewed  the  status  of  the  social  security  trust  funds 
in  relation  to  the  long-term  commitments  of  the  social  security  pro- 
gram, the  scope  of  coverage,  the  adequacy  of  benefits,  and  other 
aspects  of  the  program. 

As  required  by  the  law,  the  Council  has  submitted  reports  of  its 
findings  and  recommendations  to  me,  and  I  am  herewith  transmitting 
the  reports  to  you.  I  have  also  sent  the  reports  to  the  President  of 
the  Senate. 

Sincerely, 

Caspar  W.  Weinberger, 

Secretary. 
Enclosure. 

(rn) 
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Rochester,  N.Y.,  March  6,  1975. 

Hon.  Caspar  W.  Weinberger, 

Secretary  of  Health,  Education  and  Welfare, 

Washington,  D.C. 

Dear  Mr.  Secretary:  The  reports  of  the  Advisory  Council  on  Social 
Security,  appointed  by  you  in  April  1974,  are  enclosed  herewith  for 
transmission  to  the  Congress  and  to  the  Trustees  of  the  Trust  Funds 
for  Federal  Old-Age  and  Survivors  Insurance,  Disability  Insurance, 
Hospital  Insurance,  and  Supplementary  Medical  Insurance,  as  re- 
quired by  section  706  of  the  Social  Security  Act. 
Sincerely  yours, 

W.  Allen  Wallis, 
Chairman,  Advisory  Council  on  Social  Security. 
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FOREWORD 

Section  706  of  the  Social  Security  Act  requires  appointment  every  4 
years  of  an  Advisory  Council  on  Social  Security  consisting  of  a  chair- 
man and  12  other  members  representing  the  general  pubhc,  the  self- 
employed,  and  organizations  of  employers  and  employees.  The 
appointment  of  this  Advisory  Council  on  Social  Security  was 
announced  by  the  Secretary  of  Health,  Education,  and  Welfare  in 
April  1974. 

The  Advisory  Council  on  Social  Security,  according  to  the  law,  is 
required  to  review  the  status  of  the  four  social  security  trust  funds  in 
relation  to  the  long-range  commitments  of  the  social  security  program, 
the  scope  of  coverage,  the  adequacy  of  benefits,  and  all  other  aspects 
of  the  program,  including  its  impact  on  public  assistance  programs 
under  the  Social  Security  Act.  (See  Appendix  C  for  the  statutory 
authority  and  mandate  for  the  Council.)  The  Committee  on  Ways 
and  Means  of  the  House  of  Representatives  also  directed  this  Advisory 
Council  to  "consider  the  role  of  the  social  security  program  in  pro- 
viding an  adequate  level  of  benefits  in  addition  to  an  equitable  benefit 
based  on  individual  earnings"  (Report  on  H.R.  11333,  November  9, 
1973).  In  addition,  the  social  security  Boards  of  Trustees  suggested 
that  this  Council  be  asked  to  study  the  causes  and  "ways  of  dealing 
with  the  emerging  long-range  actuarial  status  of  the -trust  funds" 
(House  Document  93-313,  June  3,  1974,  p.  37). 

While  the  Council  is  submitting  separate  reports  on  the  cash 
benefits  and  Medicare  programs,  as  required  by  the  law,  the  reports 
reflect  the  Council's  decision  to  focus  primarily  on  the  retirement, 
survivors,  and  disability  insurance  programs.  For  the  reasons  discus- 
sed in  the  report  on  the  Medicare  program,  the  Council  reviewed  only 
Medicare  financing.  The  reports  on  the  financing  of  Medicare  hospital 
insurance  (part  A)  and  of  supplementary  medical  insurance  (part  B) 
are  combined  as  they  were  in  the  reports  of  the  1971  Advisory  Council 
on  Social  Security. 

This  Advisory  Council  on  Social  Security  held  the  first  of  mne  2-day 
meetings  May  3  and  4,  1974.  Average  attendance  was  85  percent  of  the 
members  or,  in  a  few  instances,  their  representatives.  A  subcom- 
mittee of  four  Council  members  examined  the  financing  of  the  social 
security  program  and  the  assumptions  and  methodology  used  by  the 
Office  of  the  Actuary  of  the  Social  Security  Administration.  This 
subcommittee  was  charged  with  undertaking  the  study  suggested  by 
the  Boards  of  Trustees  in  their  1974  report.  Aiding  the  subcommittee 
in  its  work  were  five  of  the  Council's  consultants  from  outside  the 
Federal  Government,  three  of  them  actuaries  and  two  economists. 
The  subcommittee's  report  and  the  report  of  the  actuarial  and 
economic  consultants  are  in  Appendix  A. 

Another  subcommittee  was  appointed  to  study  the  treatment  of 
men  and  women  under  social  security  with  respect  to  sex  and  marital 
status.  This  subcommittee's  report  is  in  Appendix  B. 

(SI) 
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The  Council  also  asked  a  Task  Force  of  four  Council  members  to 
deal  with  the  charge  from  the  House  Committee  on  Ways  and  Means 
to  examine  the  adequacy  and  equity  of  social  security.  In  addition,  this 
Task  Force  was  asked  to  examine  the  basic  philosophy  of  social  se- 
curity— its  purpose,  principles,  and  role  in  relation  to  means-tested 
programs  and  private  sources  of  income  protection.  The  Task  Force's 
findings  were  endorsed  by  the  Council  and  are  included  in  the  section 
of  the  Council's  report  dealing  with  these  subjects. 

This  was  the  first  Advisory  Council  on  Social  Security  to  operate 
under  the  provisions  of  the  Federal  Advisory  Committee  Act.  All 
of  the  meetings  of  the  Council  were  open  to  the  public,  advance 
notice  of  each  meeting  having  been  published  in  the  Federal  Register. 
In  addition,  the  Council  invited  through  a  notice  in  the  Federal 
Register  and  a  press  release  pubhc  comments  and  suggestions  about 
the  social  security  program.  As  a  result,  the  Council  received  several 
hundred  letters  from  members  of  the  public,  organizations,  and  State 
and  local  officials. 

The  Council  wishes  to  express  its  appreciation  for  the  consultation 
and  advice  received  from  representatives  of  the  Department  of  the 
Treasury,  the  Department  of  Labor,  and  the  Ofl^ce  of  the  Assistant 
Secretary  for  Planning  and  Evaluation,  Department  of  Health, 
Education,  and  Welfare.  Commissioner  of  Social  Security  James  B. 
Cardwell,  Deputy  Commissioner  Arthur  E.  Hess,  and  staff  of  the 
Social  Security  Administration  also  provided  invaluable  assistance. 
Among  the  staff,  we  would  like  to  give  particular  recognition  to  John 
Trout,  who  served  ably  as  Executive  Secretary  of  the  Council;  James 
E.  Marquis,  Assistant  Commissioner  for  Program  Evaluation  and 
Planning;  John  J.  Carroll,  Assistant  Commissioner  for  Research  and 
Statistics;  Francisco  Bayo  and  Lawrence  Alpern,  both  Deputy 
Chief  Actuaries;  and  Mary  Ross,  Director,  Division  of  Retirement 
and  Survivors  Benefits,  Office  of  Program  Evaluation  and  Planning. 

MEMBERSHIP    OF   THE    COUNCIL 

W.  Allen  Wallis,  Chairman,  Rochester,  New  York.  Chancellor  of 
the  University  of  Rochester,  and  a  former  special  assistant  to  Presi- 
dent Eisenhower. 

Stanford  D.  Arnold,  Brighton,  Michigan.  Secretary-Treasurer, 
Michigan  State  Building  and  Construction  Trades  Council,  AFL-CIO. 

John  W.  Byrnes,  Arlington,  Virginia.  Attorney;  former  U.S.  Repre- 
sentative from  Wisconsin  and  former  ranking  minority  member  of 
the  House  Ways  and  Means  Committee. 

Kita  Kicardo  Campbell,  Los  Altos  Hills,  California,  Senior  Fellow, 
Hoover  Institution,  Stanford  University;  former  member  of  Presi- 
dent's Committee  on  Health  Services  Industry. 

Edward  J.  Cleary,  Flushing,  New  York.  Secretary-Treasurer,  New 
York  State  Building  and  Construction  Trades  Council,  AFL-CIO. 

Rudolph  T.  Danstedt,  Bethesda,  Maryland.  Assistant  to  the  Presi- 
dent of  the  National  Council  of  Senior  Citizens. 

Edwin  J.  Faulkner,  Lincoln,  Nebraska.  President,  Woodmen 
Accident  and  Life  Company. 

Vernon  E.  Jordan,  Jr.,  Wliite  Plains,  New  York.  Executive  Direc- 
tor, National  Urban  League.  (Mr.  Jordan  was  unable  to  participate 
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in  the  Council's  work  and  was  represented  by  Thomas  E.  Mitchell, 
Washington,  D.C.,  Deputy  Director,  Washington  Bureau,  National 
Urban  League.) 

Elizabeth  C.  Norwood,  Washington,  D.C.  Assistant  Research  Direc- 
tor, Eastern  Conference  of  Teamsters. 

John  J.  Scanlon,  Fairfield,  Connecticut.  Executive  Vice  President 
and  Chief  Financial  OflScer  (Ret.),  American  Telephone  and  Telegraph 
Company. 

J.  Henry  Smith,  Maplewood,  New  Jersey.  Chairman  of  the  Board, 
Equitable  Life  Assurance  Society  of  the  United  States. 

J.  W.  Van  Gorkom,  Lake  Forest,  Illinois.  President,  Trans  Union 
Corporation. 

Arnold  R.  Weber,  Vice  Chairman,  Pittsburgh,  Pennsylvania.  Dean, 
Graduate  School  of  Industrial  Administration,  Carnegie-Mellon 
University;  former  Assistant  Secretary,  Department  of  Labor: 
former  Associate  Director,  Office  of  Management  and  Budget. 

CONSULTANTS    TO   THE    COUNCIL 

Phillip  Cagan,  Professor  of  Economics,  Columbia  University. 

Hugh  Conway,  Economist,  Office  of  the  Secretary  of  Labor. 

Martin  Feldstein,  Professor  of  Economics,  Harvard  University. 

Robert  Kaplan,  Professor  of  Industrial  Administration,  Carnegie- 
Mellon  University 

Robert  J.  Myers,  Professor  of  Actuarial  Science,  Temple  University; 
former  Chief  Actuary,  Social  Security  Administration. 

Sherwin  Rosen,  Professor  of  Economics,  University  of  Rochester. 

Charles  E.  Trowbridge,  Senior  Vice  President  and  Chief  Actuary,  The 
Bankers  Life;  former  Chief  Actuary,  Social  Security  Administration. 

Howard  Young,  Consulting  Actuary;  Special  Consultant  to  the 
President,  United  Auto  Workers. 


175 


SUMMARY  OF  MAJOR  FINDINGS  AND 
RECOMMENDATIONS* 

A.  Cash  Benefits 

1.  PURPOSE  AND  PRINCIPLES 

The  earnings-related  OASDI  program  should  remain  the  Nation's 
primary  means  of  providing  economic  security  in  the  event  of  retire- 
ment, death,  or  disability.  It  should  be  supplemented  by  effective 
private  pensions,  individual  insurance,  savings,  and  other  investments; 
and  it  should  be  undergirded  by  effective  means-tested  programs. 
Future  changes  in  OASDI  should  conform  to  the  fundamental  prin- 
ciples of  the  program:  universal  compulsory  coverage,  earnings-re- 
lated benefits  paid  without  a  test  of  need,  and  contributions  toward 
the  cost  of  the  program  from  covered  workers  and  employers. 

2.   BENEFIT  STRUCTURE REPLACEMENT  RATES 

The  provisions  of  present  law  for  computing  average  monthly  earn- 
ings, on  which  benefits  are  based,  and  for  adjusting  the  benefit  table 
in  the  law  to  changes  in  prices  may  result  over  the  long  range  in  unin- 
tended, unpredictable,  and  undesirable  variations  in  the  level  of 
benefits.  The  benefit  structure  should  be  revised  to  maintain  the  levels 
of  benefits  in  relation  to  preretirement  earnings  levels  that  now  pre- 
vail. Benefits  for  workers  coming  on  the  rolls  in  the  future  should  be 
computed  on  the  basis  of  a  revised  benefit  formula  using  past  earnings 
indexed  to  take  account  of  changes  during  their  working  lives  m  the 
average  earnings  of  all  covered  workers.  As  under  present  law,  benefits 
for  people  on  the  rolls  should  continue  to  be  increased  as  price  levels 
increase. 

3.  RETIREMENT  TEST 

The  provisions  of  the  present  retirement  test  should  be  modified 
so  that  beneficiaries  who  work  can  retain  more  of  their  benefits.  In- 
stead of  reducing  benefits  by  one  dollar  for  every  two  dollars  of  earn- 
ings above  the  exempt  amount  of  earnings,  as  under  present  law,  one 
dollar  of  benefits  should  be  withheld  for  every  three  dollars  of  earnings 
between  the  exempt  amount  and  twice  the  exempt  amount,  and  one 
dollar  for  two  dollars  above  that  level.  Also,  the  provision  under  which 
a  full  benefit  may  be  paid  for  any  month  in  which  a  beneficiary  earns 
less  than  one-twelfth  of  the  annual  exempt  amount  should  be  elim- 
inated, except  for  the  first  year  of  entitlement  to  benefits.  The  test 
should  be  based  on  annual  earnings. 

*The  Council's  findings  and  recommendations  reflect  a  concensus  of  the  Council  and  not  necessarily  the 
precise  view  of  any  Individual  member  on  any  issue.  To  the  extent  that  Council  members  have  chosen  to 
express  their  differences  from  the  Council's  findings  and  recommendations,  such  expressions  are  contained 
In  the  section  of  statements  at  the  end  of  the  report.  Footnotes  at  appropriate  points  in  the  body  of  the  re- 
port call  attention  to  these  supplementary  statements. 

(XV) 
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4.    TREATMENT    OF    MEN    AND   WOMEN 

The  requirements  for  entitlement  to  dependents'  and  survivors' 
benefits  that  apply  to  women  should  apply  equally  to  men;  that  is, 
benefits  should  be  provided  for  fathers  and  divorced  men  as  they  are 
for  mothers  and  divorced  women  and  benefits  for  husbands  and 
widowers  should  be  provided  without  a  support  test  as  are  benefits 
for  wives  and  widows.  At  the  same  time,  the  law  should  be  changed, 
effective  prospectively,  so  that  pensions  based  on  a  person's  work  in 
employment  not  covered  by  social  security  will  be  subtracted  from 
his  social  security  dependents'  benefits.  Other  provisions  of  the  social 
security  program  which  are  the  same  for  men  and  women  but  which 
are  criticized  because  they  appear  to  have  different  average  effects  on 
men  and  women  (or  different  average  effects  on  the  married  and  the 
unmarried)  should  not  be  changed. 

5.    OTHER    RECOMMENDATIONS 

(a)  Universal  compulsory  coverage. — Although  social  security  covers 
over  90  percent  of  workers,  the  gaps  that  remain  often  result  in  unwar- 
ranted duplication  of  benefits.  Social  security  coverage  should  be 
applicable  to  all  gainful  employment.  Ways  should  be  developed  to 
extend  coverage  immediately  to  those  kinds  of  employment,  especially 
public  employment,  for  which  coordinated  coverage  under  social  secu- 
rity and  existing  staff-retirement  systems  would  assure  that  total 
benefits  are  reasonably  related  to  a  worker's  lifetime  earnings  and 
contributions. 

(6)  Minimum  benefit. — Partly  because  of  the  gaps  in  social  security 
coverage,  the  minimum  benefit  is  frequently  a  "windfall"  to  those, 
such  as  Federal  retirees,  who  are  already  receiving  a  pension  based 
on  earnings  in  employment  not  covered  by  social  security.  Almost  all 
workers  who  have  worked  in  social  security  employment  with  some 
regularity  become  entitled  to  higher  than  minimum  social  security 
benefits.  The  minimum  benefit  in  present  law  should  be  frozen  at  its 
level  at  the  time  the  new  benefit  structure  recommended  under  num- 
ber 2  above  goes  into  effect  and  the  new  system  should  not  pay  bene- 
fits exceeding  100  percent  of  the  indexed  earnings  on  which  the 
benefit  is  based. 

<c)  Definition  of  disability. — The  definition  of  disability  should  be 
revised  to  provide  disability  benefits  for  workers  aged  55  or  over  who 
cannot  qualify  for  benefits  under  present  law  but  who  are  so  disabled 
that  they  can  no  longer  perform  jobs  for  which  they  have  considerable 
regular  experience.  These  benefits  should  be  80  percent  of  the  benefits 
for  those  disabled  workers  who  qualify  under  the  present  law. 

(d)  Miscellaneous. — Further  study  is  needed  on  three  matters; 
the  effects  of  the  social  security  program  on  different  racial  and  ethnic 
groups,  ways  of  simplifying  the  social  security  program  and  its  ad- 
ministration, and  the  frequency  of  cost-of-living  adjustments  in  bene- 
fits. In  addition,  a  general  study  of  social  security  should  be  made  by 
a  full-time  non-Government  body,  covering  such  matters  as  funding 
vs.  pay-as-you-go,  possible  effects  of  social  security  on  capital  forma- 
tion, productivity,  the  proper  size  of  the  trust  funds,  the  incidence  of 
payroll  taxes,  and  other  basic  questions. 
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B.  Financing 

1.  ACTUARIAL  STATUS 

The  cash  benefits  program  needs  a  comparatively  small  amount  of 
additional  financing  immediately  in  order  to  maintain  the  trust  funds 
levels.  Beginning  about  30  years  from  now,  in  2005,  the  program  faces 
serious  deficits.  Steps  should  be  taken  soon  to  assure  the  financial 
integrity  and  long-range  financial  soundness  of  the  program. 

2.  TAX  RATES 

(a)  Employee-employer. — No  increase  should  be  made,  beyond  those 
already  scheduled  in  present  law,  in  the  total  tax  rates  for  employees 
and  employers  for  cash  benefits  and  hospital  insurance.  However,  the 
OASDI  tax  rate  should  be  gradually  increased,  as  OASDI  costs  in- 
crease, and  the  increases  should  be  met  by  reallocating  taxes  now 
scheduled  in  the  law  for  part  A  (hospital  insurance)  of  the  Medicare 
program.  Income  lost  to  the  hospital  insurance  program  by  this  re- 
allocation should  be  made  up  from  the  general  funds  of  the  Treasury. 
Hospital  insurance  benefits  are  not  related  to  earnings,  so  should  be 
phased  out  of  support  from  the  payroll  tax. 

(6)  Self-employed. — The  present  7-percent  limitation  on  the  tax  rate 
for  the  self-emploved  should  be  removed.  The  self -employment 
OASDI  tax  rate  should  be  the  same  multiple  of  the  employee  contri- 
bution rate  as  was  fixed  at  the  time  the  self-employed  were  first 
covered — 150  percent. 

3.  RETIREMENT  AGE 

The  Council  recognizes  that  under  current  demographic  projections 
there  will  be  a  sharp  rise  in  the  number  of  people  who  will  have  reached 
retirement  age  relative  to  the  working  age  population  in  the  first  several 
decades  of  the  next  century.  Although  the  Council  is  not  recommending 
an  increase  in  the  age  of  eligibility  for  social  security  retirement  bene- 
fits, the  Council  does  believe  that  such  a  change  might  merit  con- 
sideration in  the  next  century,  when  the  financial  burden  of  social 
security  taxes  on  people  still  working  may  become  excessive. 
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CHAPTER  1.— INTRODUCTION 

This  sixth  Advisory  Council  on  Social  Security  has  met  under 
conditions  that  are  without  precedent  in  the  history  of  the  social 
security  system. 

The  Council  itself  departs  from  precedent  in  being  the  fu'st  Council 
not  to  include  among  its  members  any  of  the  men  and  women  who 
created  the  system  four  decades  ago,  and  in  having  no  member  who 
has  served  on  an  earlier  Advisory  Council.  This  Council  is  unique, 
also,  in  having  had  only  8  months  for  its  work  instead  of  the  normal 
20  months  or  more. 

This  1974  Council  differs  from  previous  Councils  in  having  carried 
on  its  work  entirely  in  public,  as  required  by  legislation  enacted  in 
1972.  One  consequence  of  this  was  that  before  this  Report  had  even 
been  drafted,  its  principal  recommendations  were  widely  published, 
often  with  substantial  inaccuracies. 

During  1974,  social  security  was  the  subject  of  a  great  deal  of 
attention  in  the  news.  Articles  and  commentary  appeared  in  news- 
papers and  magazines  and  on  television  that  were  often  bombastic 
and  inaccurate,  including  complaints  of  "unfairness."  Charges  of 
"inefficiency"  were  heard  virtually  for  the  first  time  in  the  history  of 
the  Social  Security  Administration.* 

Widespread  attention  was  given  to  the  annual  report  of  the  Trustees 
of  the  trust  funds,  published  in  June  1974.  Emphasis  was  placed  on  the 
Trustees'  estimate  of  a  serious  long-range  deficit  in  OASDI  (Old-Age, 
Survivors,  and  Disability  Insurance),  without  comparable  emphasis 
on  the  fact  that  the  estimate  depends  on  predictions  of  such  unpre- 
dictable factors  as  fertility  rates,  immigration,  inflation,  and 
productivity. 

Social  security  now  affects  our  society  and  economy  to  an  unprece- 
dented degree.  It  covers  more  than  9  out  of  10  jobs.  Its  payroll  taxes 
were  $72  bilhon  in  1974,  about  40  percent  of  all  Federal  taxes  on 
individuals.** 

At  the  end  of  1974,  about  $6  billion  a  month  of  benefits  (including 
Medicare)  was  being  paid  to  over  30  million  people — about  1  out  of 
every  7  of  the  population. 

Also  without  precedent  are  current  demographic  trends.  After  a 
period  of  high  fertility  rates,  we  are  now  in  a  period  of  decline,  and 
fertility  rates  are  lower  than  ever  before  in  America — in  fact,  at 
levels  which,  if  sustained,  would  lead  eventually  to  a  declining  popula- 
tion. Since  social  security  is  essentially  a  pay-as-you-go  system,  bene- 
fits to  the  retired,  survivors,  and  disabled  being  paid  from  taxes  col- 
lected concurrently  from  those  still  working,  the  ratio  of  workers  to 

•Nearly  all  charges  of  inefficiency  were  directed  against  the  supplemental  security  income  program.  This 
is  not  part  of  the  basic  social  security  program,  although  it  is  administered  by  the  same  agency.  The  agency 
had  to  take  over  records  and  administration  from  State  welfare  systems.  Also,  Congress  made  last-minute 
changes  in  the  SSI  program,  just  a  few  days  before  the  agency  issued  the  first  checks  on  January  1,  1974. 

"The  figure  for  payroll  taxes  includes  employers'  contributions  as  taxes  on  individuals,  since  many 
economists  believe  that  the  employers'  share  falls  mostly  on  employees.  If  employers'  contributions  are  not 
included,  the  proportion  is  25  percent. 
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beneficiaries  is  of  critical  importance  in  determining  the  cost  to 
workers.  At  present  there  are  about  three  workers  to  support  each 
beneficiary,  but  it  is  estimated  that  if  current  trends  continue  there 
will  be  eventually  only  two  workers  to  support  each  beneficiary.  (The 
resulting  burden  on  those  still  working  may  be  offset  to  some  degree  by 
a  reduction  in  the  number  of  children  to  be  supported  and  educated.) 

Another  development  now  beginning  to  affect  social  security  to  an 
unprecedented  degree  is  the  changing  structure  of  the  family.  Social 
security  contributions  are  levied  on  an  individual  basis,  but  the  bene- 
fits are  awarded  on  a  family  basis.  The  program  was  built  on  an  im- 
plicit assumption  that  most  people  marry  and  stay  married  to  the 
same  spouses  throughout  their  lives,  and  that  the  man  is  the  "head  of 
the  household"  and  principal  source  of  the  income  on  which  others  in 
the  family  are  dependent.  For  half  a  century  divorce  and  remarriage 
have  become  increasingly  common,  with  not  only  two  but  three  or 
more  spouses  in  a  lifetime  becoming  less  unusual.  In  the  past  decade, 
formation  and  separation  of  families  without  legal  sanction  has  ap- 
peared, as  have  living  groups  that  are  dissimilar  to  the  traditional 
family.  Even  the  traditional  family  is  changing  greatly  in  the  degree  of 
its  dependence  on  an  economically  dominant  male.  In  1973,  about  42 
percent  of  married  women  participated  in  the  labor  force  at  any  one 
time  and  over  50  percent  at  some  time  during  the  year,  and  it  is  esti- 
mated that  90  percent  of  all  women  participate  at  some  time  during 
their  lives.  Earnings  due  to  "second"  earners  have  become  a  sub- 
stantial part  of  family  finances. 

Another  recent  development  is  that  economists  inteiested  in  such 
specialties  as  public  finance,  economic  growth,  welfare  theory,  econo- 
metrics, and  accountancy  have  begun  analyzing  various  aspects  of 
social  security.  Some  of  these  economists  express  concern  that  social 
security  may  have  a  depressing  effect  on  productivity  by  reducing  the 
flow  of  savings,  on  which  depends  the  supply  of  more  and  better  tools 
and  machines  for  workers.' 

The  social  security  program  has  become  complex.  It  is  difficult  for 
people  to  understand  their  rights  and  to  determine  the  benefits  they 
should  receive  unless  they  obtain  assistance  from  social  security  em- 
ployees or  outside  experts.  Such  complexity  makes  the  system  vulner- 
able to  misinterpretation  and  uninformed  criticism. 

Increases  in  the  complexity  of  the  social  security  program  have  been 
accompanied  by  the  assignment  of  administrative  responsibility  to  the 
Social  Security  Administration  for  programs  that  are  not  social  insur- 
ance. Supplemental  Security  Income,  the  largest  and  most  recent  of 
these  new  programs,  has  already  been  mentioned.  Another  example  is 
the  program  of  special  benefits  for  victims  of  "black  lung"  disease. 
Wliile  this  development  has  resulted  at  least  in  part  from  the  desire 
to  take  advantage  of  the  Social  Security  Administration's  organiza- 
tion, ability,  and  experience,  it  has  complicated  the  task  of  adminis- 
tering the  social  security  program  and  made  the  program  more  difficult 
to  understand. 


'  By  Mr.  Arnold,  Mr.  Cleary,  and  Mrs.  Norwood.  The  observation  that  social  security  may  have  a  ".  .  . 
depressing  effect  on  productivity  by  reducing  the  flow  of  savings  .  .  .  "  Is  highly  speculative  and  contradic- 
tory. Economists  have  observed  that  employers  shift  the  cost  of  the  social  security  tax  to  individual  workers 
In  Heu  of  higher  wages,  or  pass  the  cost  along  to  consumers  via  higher  prices.  To  the  extent  this  is  done  em- 
ployer savings  are  not  aflocted  by  the  social  security  tax. 
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Another  condition  without  precedent  is  that  the  relationship  be- 
tween benefits  and  pre-retirement  earnings  now  depends  on  fluctua- 
tions in  wages  and  prices  rather  than  on  expUcit  decisions  by  Congress. 
A  laudable  move  to  apply  automatic  cost-of-living  adjustments  to 
benefits  has  inadvertently  introduced  instability,  unpredictability,  and 
uncontrollability  into  the  relationship  between  purchasing  power  after 
retirement  and  purchasing  power  before  retirement.  (This  can  be  cor- 
rected; see  Chapter  3  of  this  Report.) 

With  the  convergence  of  so  many  unprecedented  developments,  it 
is  not  too  dramatic  to  say  that  the  social  security  program  is  at  a 
juncture  of  decisive  importance.  Major  aspects  of  social  security  that 
deserve  attention,  but  that  the  Council  did  not  have  time  to  analyze 
thoroughly,  include:  full  reserve  funding  vs.  current  cost  financing; 
the  effects  of  social  security  on  productivity,  capital  formation,  and 
private  savings;  the  relationship  between  private  pensions  and  social 
security;  and  the  appropriate  size  of  the  trust  funds.  To  lay  the 
groundwork  for  the  next  Advisory  Council  on  Social  Security,  a 
comprehensive  study  of  these  and  related  issues  should  be  conducted 
by  a  full-time  non-Government  body,  such  as  a  research  organization 
experienced  and  qualified  in  the  public  policy  field.  These  studies 
should  be  under  the  general  guidance  of  a  board  composed  on  much 
the  same  criteria  as  the  law  specifies  for  Advisory  Councils  on  Social 
Security.^ 

This  Council  decided  early  in  its  deliberations  to  focus  on  relatively 
few  topics. 

^  We  gave  priority  to  the  financial  soundess  of  social  security,  not 
only  because  the  basic  law  under  which  we  were  appointed  required 
it  but  also  because  of  urgent  concerns  recently  expressed  by  members 
and  staff  of  Congress,  especially  the  Ways  and  Means  Committee  of 
the  House  and  the  Finance  Committee  of  the  Senate.  At  our  first 
meeting  the  Chairman,  with  the  consent  of  the  Council,  appointed  a 
Subcommittee  on  Financing  (Rudolph  T.  Danstedt,  Elizabeth  C. 
Norwood,  and  J.  Henry  Smith,  with  Jerome  W.  Van  Gorkom  as 
chairman).  The  subcommittee's  work  was  the  basis  from  which  the 
Council  prepared  Chapters  3  and  7  of  this  Report.  The  subcomrnittee's 
report  is  Appendix  A,  and  the  report  of  its  actuarial  and  economic  con- 
sultants is  a  supplement  to  Appendix  A. 

We  gave  priority  also  to  differences  in  the  treatment  of  men  and 
women,  and  of  married  and  unmarried  persons.  This  was  partly  be- 
cause of  charges  that  the  social  security  program  discriminates  against 
women.  It  was  also  because  the  "Equal  Rights"  amendment  to  the 
Constitution  may  be  nearing  passage  and  may  require  changes  in 
social  security;  and  even  if  the  amendment  is  not  adopted,  it  appears 
likely  that  the  same  effects  will  be  achieved,  though  less  abruptly,  by 
court  decisions.  At  our  first  meeting,  the  Chairman,  with  the  consent 
of  the  Council,  appointed  a  Subcommittee  on  Treatment  of  Men  and 
Women    (Edward  J.   Cleary   and   John  J.   Scanlon,   with    Rita    R. 

2  By  Mr.  Danstedt.  I  question  the  need  and  desirability  of  utilizing  a  full-time  non-government  body  on 
a  volunteer  or  contract  basis  to  conduct  the  study  and  analysis  Congress  has  charged  a  Social  Security 
Advisory  Council  to  perform.  Given  time— which  was  not  allowed  to  the  1974-1975  Advisory  Council — 
a  Council,  as  a  sort  of  citizens'  review  board,  can  and  should  defme  issues  that  need  study,  request  or  com- 
mission such  studies  from  the  experts  of  the  SSA  and  other  Government  agencies  and  outside  groups,  and 
then  assess  and  evaluate  the  opinions  advocated.  Non-governmental  sponsorship  of  research  is  no  guarantee 
of  objectivity. 
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Campbell  as  chairman).  Its  work  was  the  basis  from  which  the  Council 
prepared  Chapter  5  of  this  Report,  and  its  report  is  Appendix  B. 

Similarly,  we  decided  at  our  first  meeting  to  limit  our  consideration 
of  health  insurance  to  a  cursory  review  of  its  financing.  The  health 
field  alone,  had  we  reviewed  all  its  aspects,  would  have  been  as  much 
as,  if  not  more  than,  we  could  have  handled  in  our  8  months.  Further- 
more, it  is  receiving  extensive  and  intensive  study  in  connection  with 
proposals  for  national  health  insurance,  and  it  seemed  unlikely  that 
we  could  add  anything. 

At  our  second  meeting,  the  Chairman,  with  the  consent  of  the 
Council,  appointed  a  Task  Force  on  the  Purpose  and  Principles  of 
Social  Security  (Edwin  J.  Faulkner,  Stanford  D.  Arnold,  and  Thomas 
E.  Mitchell,  with  John  W.  Byrnes  as  chairman).  Its  work  was  the 
basis  from  which  the  Council  prepared  Chapter  2  of  this  Report. 

By  our  third  meeting  it  had  become  apparent  to  us  that  the  opera- 
tion of  the  new  automatic  cost-of-living  adjustments  to  benefits, 
enacted  in  1972,  required  correction — in  particular,  to  make  the  relation- 
ship of  benefits  to  wages  more  predictable,  more  amenable  to  congres- 
sional control,  and  less  subject  to  unpredictable  variations  in  prices 
and  wages — and  we  assigned  this  as  a  problem  of  high  priority,  through 
the  Subcommittee  on  Financing,  to  our  actuarial  and  economic  con- 
sultants. Their  work  is  reflected  in  Chapter  3  of  this  Report,  in  Ap- 
pendix A,  and  in  their  report,  which  supplements  Appendix  A  and 
contains  an  Addendum  on  "decoupling." 

A  great  deal  of  comment  from  the  public  and  in  articles  or  talks 
about  social  security  centers  on  the  "retirement  test" — the  withholding 
of  some  or  all  benefits  from  people  under  age  72  who  earn  more  than  a 
certain  amount  ($2,520  in  1975)  but  not  from  those  who  have  other 
income,  however  great,  or  are  older  than  72.  We  decided,  therefore, 
that  we  should  study  this  issue,  and  our  conclusions  are  in  Chapter  4. 

This  then  explains  the  major  emphasis  of  our  report.  A  number  of 
other  topics  that  we  considered  are  discussed  in  Chapter  6. 
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CHAPTER  2.  PURPOSE  AND  PRINCIPLES  OF  SOCIAL 
SECURITY 

This  Council  decided  early  in  its  deliberations  to  review  the  original 
purpose  of  the  social  security  cash  benefits  program — now  called 
old-age,  survivors,  and  disability  insurance — and  to  reexamine  the 
role  of  the  program  in  light  of  today's  needs  and  the  principles  on 
which  the  program  is  based.  The  Council  also  considered,  at  the  request 
of  the  House  Committee  on  Ways  and  Means,  the  social  adequacy 
and  individual  equity  of  the  social  security  program.^  The  conclusions 
and  recommendations  of  the  Council  on  these  matters  are  based  on 
the  work  of  a  Task  Force  of  four  Council  members  which  was  formed 
to  study  this  subject.^ 

Section  1.  Historical  Development 

The  original  purpose  of  the  social  security  cash  benefits  program  is 
reflected  in  the  1935  report  of  the  President's  Committee  on  Economic 
Security,  the  congressional  committee  reports  and  debates  on  the 
Social  Security  Act  of  1935,  and  other  public  records.  In  developing 
the  1935  Act,  the  framers  sought  to  establish  a  long-range  program  to 
prevent  a  recurrence  of  the  widespread  economic  plight  of  the  aged 
prevalent  during  the  depression  of  the  1930's.  The  basic  approach 
agreed  upon  was  a  contributory  Federal  social  insurance  program  that 
would  provide,  with  ut  a  means  test,  benefits  to  help  replace  earnings 
lost  because  of  retirement  in  old  age.  The  purpose  of  this  program 
was  to  prevent  widespread  dependency  rather  than  to  alleviate 
dependency  after  it  occurred  and  to  do  so  in  a  way  complementary  to 
traditional  reliance  on  self-help  and  individual  and  collective  initiative. 

Both  the  worker's  contributions  and  the  benefits  he  would  be 
entitled  to  in  retirement  were  related  to  earnings.  Since  the  benefits 
were  intended  to  help  replace  earnings  lost  on  account  of  retirement  in 
old  age,  beneficiaries  would  have  to  meet  a  test  of  retirement.  But 
there  was  to  be  no  means  test.  Because  the  benefits  would  not  be 
subject  to  a  test  of  need,  workers  would  have  an  incentive  to  build 
up  other  resources— private  pensions  and  insurance,  savings  accounts, 
home  ownership,  and  other  forms  of  property  which  reflect  thrift 
and  investment — so  that  they  could  maintain  a  higher  standard  of 
living  in  retirement  than  social  security  benefits  alone  would  support. 

The  Social  Security  Act  of  19:^5  also  established  a  system  of  Federal 
matching  grants  for  State  old-age  assistance  programs  that  would 
provide  payments  based  on  need.  The  purpose  was  to  alleviate  then- 
existing  poverty  among  the  aged  and  the  deprivation  that  might  arise 

1  In  November  1973,  the  Committee  on  Ways  and  Means  of  the  House  of  Representatives,  recognizing  the 
dual  role  of  social  security  as  a  system  whose  purpose  is  both  social  adequacy  and  individual  equity,  requested 
this  Council  ".  .  .  to  consider  the  role  of  the  social  security  program  in  providing  an  adequate  level  of 
benefits  in  addition  to  an  equitable  benefit  based  on  individual  earnings  levels."  (House  Report  #93-627, 
9  November  1973). 

*  The  members  of  the  Task  Force  were  Stanford  D.  Arnold,  Edwin  J.  Faulkner,  and  Thomas  E.  Mitchell, 
with  John  W.  Byrnes  as  Chairman. 
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in  the  future  among  the  aged  whose  basic  needs  remained  unmet 
either  by  the  social  insurance  program,  private  efforts,  or  other 
means. 

Thus,  the  foundations  of  today's  three-part  income  maintenance 
system  for  older  people  in  retirement — social  insurance  supplemented 
by  private  means  and,  Avhen  necessary,  means-tested  programs — 
were  established  by  this  country's  first  national  social  security  law 
and  were  built  upon  later  with  the  addition  of  protection  for  disabled 
employees  and  self-employed  people,  and  for  the  dependents  of  re- 
tired, disabled,  and  deceased  workers.  As  between  social  insurance 
and  means-tested  programs,  the  former  was  intended  to  have  the 
primary  role. 

The  heavy  reliance  placed  upon  the  social  insurance  approach 
reflects  the  importance  attached  to  preventing  widespree.d  dependency 
rather  than  alleviating  it  after  it  has  occurred;  to  having  employees, 
their  employers,  and  the  self-employed  contribute  toward  the  cost 
of  the  program ;  to  conditioning  the  right  to  benefits  on  work  and 
relating  the  level  of  a  worker's  benefits  to  his  past  earnings;  and  to 
encouraging  individual  initiative  and  thrift  by  establishing  benefits 
without  a  test  of  need. 

The  cash  benefits  program  has  been  financed  since  its  inception 
b}^  an  earmarked  tax  levied  equally  on  employer  payrolls  and  em- 
ployee earnings.^  When  the  social  security  system  was  being  planned, 
and  at  times  since  then,  the  possibility  of  general  revenue  support 
for  this  system  was  considered.  However,  over  the  years  Congress 
has  held  that  with  minor  exceptions  (e.g.,  the  special  age-72  benefits) 
social  security  cash  benefits  should  be  financed  out  of  payroll  taxes. 
Such  financing  helps  distinguish  OASDI  from  purely  welfare  programs 
and  permits  greater  understanding  of  social  security  costs. 

Although  the  social  security  program  has  undergone  many  changes 
since  1935,  these  original  principles  have  been  preserved  and  are 
deeply  rooted  in  today's  system.  Together  with  compulsory  coverage — 
an  essential  characteristic  of  social  insurance  * — they  constitute  the 
basic  principles  of  both  the  original  contributory  social  security 
program  and  today's  old-age,  survivors,  and  disability  insurance 
program  (OASDI). 

Section  2.  Adherence  to  Fundamental  Principles 

The  earnings-related  OASDI  program  has  been  accepted  by  the 
American  people  as  the  Nation's  primary  means  of  providing  eco- 
nomic security  in  the  event  of  retirement,  death,  or  disability.  A 
contributory  national  social  insurance  system  that  aims  to  prevent 
widespread  dependency  by  providing  benefits  that  help  replace 
earnings  lost  on  account  of  retirement  in  old  age,  disability,  or  death 
should    be   preserved.   OASDI   lends  itself  well   to  supplementation 

3  When  the  self-employed  were  later  included  in  the  social  security  program,  a  separate  tax  on  self-employ 
menl  earnings  was  imposed. 

*  From  time  to  time,  questions  are  raised  about  the  need  for  compelling  participation  in  social  security. 
The  Congress  made  the  program  compulsory  from  the  beginning,  in  193.5,  and  has  continually  reaffirmed 
the  need  for  compulsory  coverage  as  the  program  has  been  extended  to  additional  groups  of  workers  over 
the  years.  Since  the  effectiveness  of  social  security  in  achieving  the  objective  of  providing  general  economic 
security  and  piT venting  widespread  dependency,  the  overall  equity  of  the  system,  and  the  soundness  of 
its  financing,  all  depend  on  compulsory  and  preferably  universal  participation,  it  is  clear  that  a  choice 
today  between  compulsory  and  voluntary  coverage  is  really  a  choice  between  having  or  not  having  a  social 
security  program.  Without  compulsory  participation,  the  present  social  security  program  could  not  exist. 
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by  private  pensions,  savings,  and  other  individual  and  group  efforts 
to  provide  economic  security.  While  social  insurance  is  a  better  public 
program  for  income  maintenance  than  public  assistance,  effective 
means-tested  programs  to  provide  basic  income  for  people  with  low 
incomes  are  a  necessary  third  tier  to  meet  any  essential  need  for 
cash  income  that  OASDI  and  private  resources  cannot  fulfill  in 
individual  situations. 

The  Council  recommends  strongly  that  future  changes  in  OASDI 
conform  to  the  fundamental  principles  on  which  the  social  security 
cash  benefits  program  has  always  been  based.  These  principles  are 
sound  and  can  be  relied  upon  to  help  assure  the  continuing  effective- 
ness of  OASDI.  Compulsory  participation  by  employees,  employers, 
and  the  self-employed,  with  coverage  as  nearly  universal  as  possible, 
is  the  only  practical  way  for  the  program  to  prevent  widespread 
dependency,  because  the  risks  of  income  loss  due  to  retirement  in 
old  age,  death,  and  disability  are  common  to  virtually  all  who  depend 
on  earnings  from  work.  Benefits  that  are  related  to  past  earnings  and 
that  are  independent  of  any  test  of  need  reinforce  individual  initiative 
and  self-reliance.  The  fact  that  covered  workers  contribute  toward 
the  cost  of  the  program  supports  the  principle  of  benefits  paid  without 
a  needs  test  and  encourages  a  responsible  attitude  toward  the  program. 

For  most  Americans,  earnings  from  work  are  the  main  source  of 
income  for  themselves  and  their  families.  When  those  earnings  stop  or 
are  sharply  reduced  because  of  retirement  in  old  age,  severe  and 
extended  disability,  or  death,  OASDI  benefits  are  payable  in  most 
cases  to  replace  part  of  the  lost  earnings.  Over  92  percent  of  those  now 
reaching  age  65  are  eligible  for  benefits.  This  percentage  will  increase 
in  the  future  under  present  law.  Also,  95  out  of  every  100  children 
under  age  18  and  their  mothers  have  survivorship  protection,  and 
about  80  percent  of  those  aged  21  to  64  have  protection  in  the  event 
of  long-term  disability.  These  percentages  will  increase  further  if 
coverage  under  social  security  becomes  more  nearly  universal,  as  the 
Council  recommends  (Chapter  6,  section  1). 

Section  3.   Preservation   of    a    Tripartite  System    of  Income 

Protection  ^  * 

While  its  coverage  should  be  as  nearly  universal  as  possible,  OASDI 
should  not  be  expected  to  perform  the  entire  job  of  assuring  economic 
security  for  the  aged  and  the  disabled  and  their  families  or  for  sur- 
vivors. A  clear  understanding  of  the  respective  roles  and  relationships 
among  social  security,  private  efforts,  and  means- tested  programs  is 
essential  to  continued  orderly  development  of  effective  income  support 

s  See  the  statement  of  Mr.  Arnold,  Mr.  Cleary,  and  Mrs.  Norwood. 

•  By  Mr.  Danstedt.  We  do  not  have  any  system— tri-partlte  or  three  tier  of  income  protection.  SSI  does 
provide  income  to  the  elderly  poor  at  a  level  below  the  poverty  level,  but  requires  a  means  test.  An  indi- 
vidual is  not  entitled  to  SSI  as  a  matter  of  right— only  if  he  meets  demeaning  eligibility  conditions. 

The  so-called  third  tier— for  all  practical  purposes— private  pensions— is  as  yet  an  unfinished  structure 
with  estimates  indicating  that  perhaps  not  more  than  one-third  of  Social  Security  recipients  have  this  form 
of  protection— mostly  the  elderly.  Private  survivorship  and  disability  insurance  programs  are  even  more 
limited. 

Social  Security  is  thus  the  only  solidly  assured  form  of  income  protection  provided  as  a  matter  of  right  to 
the  disabled,  survivors  and  the  elderly. 

The  caption  for  this  section,  if  it  is  to  describe  what  is  the  actual  state  of  affairs,  should  have  read:  SSI- 
Means  tested  income  provision/Social  Security— Wage  related  Income  protection  provided  as  a  matter  of 
right/Private  Pensions— Income  protection  plans  supplementary  to  Social  Security,  while  growing,  are 
presently  available  to  only  a  minority  of  Social  Security  recipients.  A  short  title  might  be:  The  Roles  of 
SSI,  Social  Security  and  Private  Pensions  in  Income  Provision. 
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for  individuals  and  families.  As  the  primary  means  of  partially  replac- 
ing earnings,  OASDI  is  the  core  of  the  Nation's  total  system  of  income 
protection.  OASDI  should  be  supplemented  by  effective  private 
pensions  (as  well  as  individual  insurance,  savings,  and  other  invest- 
ments), and  undergirded  by  effective  means-tested  programs.  Private 
efforts  (group  and  individual)  are  essential  to  fuljfill  needs  and  desires 
for  protection  above  and  beyond  a  floor  of  protection  provided  through 
the  social  security  program,  and  such  efforts  are  desirable  from  the 
standpoint  of  the  individual  as  well  as  the  Nation.  For  those  whose 
work  has  been  so  sporadic,  or  whose  earnings  have  been  so  low,  that 
their  social  security  benefits  and  other  resources  are  inadequate, 
means-tested  programs  are  essential  to  provide  help  in  meeting  day- 
to-day  needs. 

The  recently  instituted  supplemental  security  income  program  (SSI) 
and  the  recently  enacted  Federal  private  pension  legislation  are  two 
major  steps  intended  to  strengthen  the  overall  income  maintenance 
system  in  the  United  States.  SSI,  as  a  means-tested  program,  can  be 
expected  to  provide  an  effective  way  of  meeting  the  income  needs  of 
those  whose  OASDI  benefits  are  low  or  non-existent  because  of 
marginal  attachment  to  employment  covered  by  social  security. 
Improvements  in  private  group  pensions  and  in  plans  for  individual 
retirement  programs  for  the  self-employed  and  for  employees  not 
covered  under  a  group  plan  enhance  the  role  of  the  private  sector  in 
contributing  to  economic  security.  The  Council  recognizes  the  need 
for  continuing  review  of  the  adequacy  and  effectiveness  of  the  present 
three-tiered  approach  to  assuring  economic  security,  including,  for 
example,  the  issues  of  portability  and  vesting  of  private  pensions. 

Section  4.  Social  Adequacy  and  Individual  Equity  ^ 

In  addressing  the  adequacy  and  equity  aspects  of  social  security, 
it  is  significant  to  note  that  social  insurance  and  private  insurance 
share  some  characteristics  but  have  distinct  differences.  Among  the 
differences  are  the  features  of  social  insurance  designed  to  achieve  such 
broad  social  objectives  as  universal  compulsory  coverage,  a  benefit 
ratio  weighted  in  favor  of  those  who  have  had  lower  earnings,  and  a 
different  standard  for  determining  actuarial  soundness.* 

Congress,  through  its  establishment  of  benefit  levels,  determines  the 
extent  of  the  system's  "social  adequacy."  Opinions  may  differ  as  to 
whether  a  given  level  of  benefits  provides  "the  floor  of  protection" 
which  has  been  the  social  goal  of  the  system.  What  constitutes  ade- 
quacy for  one  might  seem  afl^uence  to  another  and  penury  for  a  third. 

This  Council  has  had  neither  the  time  nor  the  facilities  to  conduct 
the  extensive  research  that  could  lead  to  definitive  conclusions  based 
on  sound  evidence  as  to  the  extent  to  which  OASDI  benefits  do  in  fact 
supply  "a  floor  of  protection."  Before  such  a  study  could  proceed, 
there  would  need  to  be  agreement  on  standards  of  adequacy,  and  this 
would  be  difficult  to  achieve  because  of  wide  differences  in  lifestyles, 
varying  geographic  conditions,  and  a  host  of  other  factors. 

'  See  statement  by  Mrs.  Campbell. 

'  Social  Insurance  systems  supported  by  the  taxing  power  of  governm»-nt  can  and  should  operate  on  the 
basis  of  "current  funding"  whereas  private  Insurance  requires  the  accumulation  of  reserve  funis  sufficient 
to  pay  all  existing  obligations. 
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Nonetheless,  in  evaluating  adequacy  in  the  social  security  program, 
it  is  necessary  to  take  into  consideration  not  only  the  current  and 
anticipated  role  of  the  program  in  replacing  lost  earnings,  but  also 
the  etl'ect  of  the  program  on  incentives  for  private  initiative  and 
thrift,  the  capacity  of  the  economy  as  a  whole,  and  the  willingness 
of  taxpayers  to  finance  a  given  level  of  protection. 

The  social  adequacy  of  the  program  must  also  be  measured  in  rela- 
tion to  the  degree  of  individual  equity  the  program  provides.  Only  if 
the  program,  as  a  whole,  can  be  considered  to  be  reasonably  equitable, 
will  it  be  viable. 

The  concepts  of  social  adequacy  and  individual  equity  are  not 
easily  harmonized.  The  social  security  law  places  a  high  priority  on 
social  adequacy  so  as  to  achieve  the  public  purpose  of  providing  a  tloor 
of  protection  for  those  whose  earned  income  has  been  substantially 
lost  because  of  death,  disability,  or  retirement  in  old  age.  In  this 
context,  social  adequacy  means  that  the  benefits  provided  will  supply 
the  eligible  recipients  with  a  certain  standard  of  living  when  such 
benefits  are  supplemented  by  private  means  or  undergirded  by  public 
assistance.  Several  elements  of  social  security  are  intended  to  assure 
the  social  adequacy  of  the  program: 

First,  full-rate  benefits  were  provided  for  workers  who  were  already 
near  retirement  age  when  the  program  was  established  or  when  their 
work  was  first  covered.  If  the  cash  benefits  paid  in  the  early  years  of 
the  program  had  been  no  larger  than  the  amounts  that  could  be 
financed  by  the  contributions  paid  by  individual  beneficiaries  and  by 
their  employers,  the  benefit  amounts  would  have  been  too  small  to 
make  a  meaningful  contribution  to  reducing  dependency. 

Second,  under  social  security,  the  low-paid  worker  gets  a  benefit  that 
is  a  higher  proportion  of  past  earnings  than  does  the  higher  paid 
worker.  This  is  accomplished  through  the  use  of  a  benefit  formula  that 
is  weighted  in  favor  of  low-paid  workers.  These  provisions  recognize 
that  lower  paid  workers  and  their  families  have  less  margin  for  reduc- 
tion in  income  than  do  workers  with  average  or  above-average  earn- 
ings. The  law  also  provides  a  "special"  minimum  benefit  for  workers 
(and  their  families)  who  have  worked  under  the  program  regularly 
over  the  years  but  at  relatively  low  wage  levels  in  order  that  regular 
long-term  workers  who  were  self-supporting  during  their  working 
years  may  not  find  it  necessary  to  turn  to  public  assistance  when  they 
can  no  longer  work  because  of  ill  health,  disability,  or  old  age. 

Third,  since  1939,  the  social  security  law  has  provided  benefits  for 
dependents  and  survivors  of  insured  workers.  These  provisions  were 
enacted  in  recognition  that,  if  social  security  is  to  be  effective  in 
reducing  dependency,  it  is  necessary  to  provide  benefits  not  only  for 
workers  but  for  dependents  and  survivors  of  insured  workers  as  well. 
Thus,  workers  who  have  dependents  get  more  protection  in  relation  to 
their  taxes  than  do  single  workers  who  have  no  dependents. 

Individual  equity  connotes  that  the  contributor  to  the  system  (the 
taxpayer)  receives  benefit  protection  directly  related  to  the  amount  of 
his  contributions.  Under  a  social  insurance  system,  only  a  rneasure  of 
equity  can  be  achieved  because  of  the  need  to  accomplish  social 
adequacy  for  workers  with  low  earnings  in  whose  favor  the  benefit 
formula  must  be  heavily  weighted  and  workers  with  families.  None- 
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theless,  it  is  important  to  retain  the  ingredient  of  individual  equity  in 
order  to  assure  the  support  of  the  system  by  the  great  majority  of 
taxpayers  whose  earnings  are  above  the  lowest  levels.  It  has  always 
been  considered  important  to  give  assurance  that  even  those  taxed 
the  most  would  "get  their  money's  worth"  from  the  system.  This  has 
been  done,  not  precisely,  but  in  a  very  broad  way  if  one  accepts  the 
view  that  the  employer's  tax  is  not  assignable  to  the  individual 
employee  but  is  pooled  for  the  benefit  of  all  employees.  (Many  econo- 
mists, however,  hold  that  the  employer's  tax  is  shifted  to  the  individual 
worker  in  lieu  of  higher  wages.  Also,  even  if  the  incidence  of  the  em- 
ployer's tax  were  not  directly  on  the  worker,  the  worker  would  pay 
some  part  of  the  costs  of  the  social  adequacy  element  of  social  security 
through  the  price  of  goods  and  services  he  consumes  or  in  his  taxes.) 

The  Council  emphasizes  that  in  considering  equity  under  the 
social  security  program  it  is  necessary  to  take  into  account  that  social 
security  is  more  than  a  program  of  retirement  insurance.  The  pro- 
gram also  provides  disability  and  survivors  insurance;  this  is  often 
ignored  or  discounted  in  evaluating  social  security.  Even  if  a 
worker  does  not  become  disabled  prior  to  reaching  retirement  age, 
and  even  if  he  no  longer  has  a  dependent  spouse  or  young  children 
when  he  dies,  he  nevertheless  has  had  dependents  and  survivors 
insurance  protection  for  many  years.  Like  any  other  insurance  pro- 
tection, this  protection  has  both  a  cost  and  a  value.  In  fact,  less  than 
two-thirds  of  the  social  security  contribution  for  cash  benefits  covers 
retirement  insurance. 

Another  fact  that  is  sometimes  overlooked  in  assessing  social 
security  is  that  the  protection  a  worker  gets  under  the  program 
grows  as  wage  levels  rise  during  his  working  career  and  the  pur- 
chasing power  of  his  benefits  is,  by  law,  kept  up  to  date  with  the  cost 
of  living  while  he  is  on  the  rolls. 

The  continued  acceptability  of  the  present  OASDI  system  depends 
importantly  on  maintaining  OASDI  benefits  as  an  earnings  related 
program,  not  a  means-tested  program.  The  system  has  been  presented 
to  the  American  people  as  such.  It  is  too  little  understood  that  today's 
workers  and  their  employers  pay  taxes  to  support  the  currently  aged, 
disabled,  and  survivors  and  that  there  is  an  implied  social  contract 
that  future  generations  of  workers  and  their  employers  will  finance 
the  cost  of  the  future  benefits  that  today's  workers  expect  to  receive. 

The  social   adequacy  and  individual   equity  of  OASDI   can  only 
be  evaluated  in  the  context  of  America's  three-tiered  structure  for 
income    maintenance.    Without    the    undergirding    of    means-tested 
programs  for  those  with  the  lowest  earnings  or  the  supplementation 
through  private  means  for  those  who  have  had  higher  earnings,  OASDI 
might  be  judged  deficient  for  many  recipients.  As  has  been  noted 
above,  the  expansion  and  proliferation  of  means-tested  programs  by 
government  has  diminished  or  eliminated  the  need  for  further  em- 
phasizing the  social  adequacy  of  OASDI  benefits  while  rising  incomes 
and  devices  for  encouraging  personal  thrift  will  enhance  supplementa- 
tion of  social  security  benefits  through  private  means.  What  may 
be  conceived  as  equitable  and  adequate  in  social  security  benefits 
may  vary  with  time  and  with  demographic  and  economic  conditions, 
but  it  is  essential  that  a  balance  be  maintained  among  social  security, 
means-tested  programs,  and  private  plans  for  income  maintenance  and 
capital  accumulation. 
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CHAPTER  3.  INFLATION  AND  SOCIAL  SECURITY 

Section  1.  Summary 

The  Council  recommends  that  until  retirement  all  earnings  should 
be  "indexed."  That  is,  the  actual  money  earnings  of  a  worker  before 
retirement  should  be  adjusted  in  accordance  with  an  index  of  changes 
in  the  average  earnings  of  all  workers.  Average  monthly  indexed 
earnings  (AMIE)  would  be  used  as  the  basis  for  determining  benefits 
instead  of  actual  average  monthly  earnings  (AME)  as  now.  After 
retirement,  benefits  should  be  adjusted  according  to  an  index  of 
changes  in  the  cost  of  living,  as  they  now  are  under  the  1972  amend- 
ments. Replacement  rates  (the  proportion  of  earnings  replaced  by 
benefits)  that  are  currently  produced  by  present  law  should  be 
continued.^ 

Until  1972,  social  security  payments  were  computed  on  the  basis 
of  a  fixed  relationship  between  benefits  and  an  individual's  average 
monthly  earnings  ^  in  covered  employment.  With  the  steady  inflation 
in  the  post-war  period,  the  benefits  of  retired  individuals  soon  failed 
to  keep  pace  with  increases  in  prices.  Congress,  in  recognition  of  this 
erosion  of  benefits,  raised  benefits  from  time  to  time  on  an  ad  hoc 
basis  to  maintain  the  real  purchasing  power  of  social  security  benefits. 
As  Table  A  shows.  Congress  generally  has  raised  benefits  more  than 
in  proportion  to  increases  in  consumer  prices. 

Congress  in  1972  enacted  automatic  cost-of-living  increases  in  social 
security  benefits.  Automatic  cost-of-living  increases  in  benefits  are  an 
important  improvement  in  social  security.  The  method  by  which 
they  are  made,  however,  needs  basic  changes,  particularly  because  it 
has  an  apparently  unintended  erratic  effect  on  the  future  relationship 
between  benefits  and  the  earnings  they  replace. 

Each  year,  the  table  that  sets  out  the  benefits  payable  at  various 
levels  of  average  monthly  earnings  is  adjusted  in  accordance  with 
changes  in  the  cost  of  living  during  the  previous  year.  The  adjust- 
ments are  "automatic"  in  the  sense  that  Congress  has  authorized 
making  the  adjustments  without  further  congressional  action.  Before 
cost-of-living  adjustments  were  made  automatic,  there  were  some- 
times delays  before  Congress  increased  benefits  in  response  to  increases 
in  consumer  prices,  and  these  delays  imposed  hardships  on  beneficiaries. 

The  automatic  cost-of-living  adjustments  are  made  only  in  the  level 
of  payments  to  beneficiaries  (present  and  future).  There  is,  however, 
an  important  effect  of  inflation  while  the  worker  is  still  earning.  Since 
wages  as  well  as  prices  increase  during  inflation,  wages  earned  just 
before  retirement  tend  to  reflect  the  level  of  prices  and  productivity 
at  the  time  of  retirement,  and  to  that  extent  move  the  worker  to  a 
higher  level  of  benefits.  Wages  earned  many  years  before  retirement, 

1  See  statement  by  Mr.  Arnold,  Mr.  Cleary,  and  Mrs.  Norwood  and  statement  by  Mr.  Danstedt. 
»  Throughout  this  report  "earnings"  refers  to  earnings  only  up  to  the  maximum  amount  subject  to  the 
social  security  tax. 
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however,  do  not  reflect  the  effects  of  inflation  between  the  time  they 
were  earned  and  the  time  of  retirement,  so  at  retirement  when  an 
average  is  taken  of  monthly  earnings  (AME)  it  is  lower  than  it  would 
be  if  each  month's  work  had  been  done  at  the  wage  levels  prevaihng 
at  the  date  of  retirement. 

The  effects  of  inflation  while  a  worker  is  still  earning  should  be 
allowed  for  expUcitly,  and  by  a  different  method  from  that  used  to 
allow  for  the  effects  of  inflation  after  a  worker  begins  to  draw  benefits. 

The  Council  therefore  recommends  that  a  worker's  earnings  should 
be  "indexed" — that  is,  adjusted  to  reflect  increases  in  average  earnings 
over  his  working  Hfetime — up  to  retirement,  and  after  retirement  his 
benefits  should  be  adjusted  according  to  changes  in  the  cost  of  living. 
The  benefits  paid  at  a  particular  AM  IE  should  not  be  the  same,  of 
course,  as  if  it  were  an  unindexed  AME.  The  table  of  benefits  for 
various  levels  of  AMIE  should  be  set  so  that  post-retirement  social 
security  benefits  will  bear  about  the  same  relation  ("replacement 
ratio")  as  now  to  earnings  just  before  retirement. 

We  discuss  first  the  indexing  of  earnings,  then  the  adjustment  of 
the  benefit  schedule  to  use  AMIE  instead  of  AME.  These  subjects 
are  also  covered  at  four  later  places  in  this  report — in  chapter  7,  in  the 
report  of  the  Subcommittee  on  Financing,  in  the  report  of  the  panel 
of  actuaries  and  economists  that  supplements  the  Subcommittee's 
report,  and  in  the  addendum  on  "decoupling"  that  is  added  to  the 
panel's  report. 

Section  2.  Indexing  Earnings 

2.1     earnings  and  inflation 

When  consumer  prices  are  rising,  wages  also  tend  to  rise ;  so  a  person 
who  earns  during  such  a  period  reaches  retirement  with  a  higher  AME 
than  if  there  had  not  been  inflation.  To  the  extent  that  such  wage 
increases  are  reflected  in  the  worker's  AME,  the  effect  of  inflation 
before  retirement  is  allowed  for  in  the  AME  as  calculated  at  present. 

This  kind  of  allowance  for  inflation  before  retirement,  however,  is 
erratic  and  inadequate.  It  is  erratic  in  that  it  treats  differently  people 
who  ought  to  be  treated  equally;  this  is  explained  in  section  2.2 
below.  It  is  erratic  also  in  that  replacement  ratios  fluctuate  unpre- 
dictably over  time,  whereas  the  fundamental  purpose  of  social  in- 
surance indicates  that  replacement  ratios  should  be  predictable  and 
should  be  set  deliberately  by  Congress,  not  left  to  interrelations  and 
cross-currents  among  such  forces  as  changes  in  consumer  prices,  money 
wages,  and  productivity;  this  is  explained  in  section  2.3  below.  It  is 
inadequate  because  only  the  final  wages  reflect  the  price  level  when 
the  worker  retires,  and  most  of  the  monthly  earnings  included  in  his 
AME  relate  to  periods  when  the  price  level  was  lower,  thus  resulting 
in  an  AME  that,  in  a  period  of  inflation,  is  too  low;  this  was  explained 
in  section  1  above. 

2.2       STABILITY  OF  REPLACEMENT  RATIOS 

Congress  has  in  the  past  worked  out  a  schedule  relating  benefits  to 
earnings,  making  conscientious  efforts  to  balance  social  adequacy 
against  individual  equity.  Thus,  benefits  increase  ^yith  increasing 
average  monthly  earnings,  thereby  recognizing  the  criterion  of  indi- 
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vidual  equity;  but  increases  in  benefits  are  less  than  proportional 
to  increases  in  AME,  thereby  recognizing  the  criterion  of  social 
adequacy.  In  1974,  benefits  were  about  120  percent  of  the  first  $110 
of  AME,  dropped  to  44  percent  of  the  next  $290  and  to  41  percent  for 
the  next  $150,  then  rose  to  48  percent  of  the  next  $100  of  AME,  then 
dropped  to  27  percent  of  the  next  $100  and  tapered  off  to  a  minimum 
of  20  percent  of  the  last  $100  of  AME.  (The  highest  AME  possible  for 
a  man  retiring  at  age  65  in  1974  was  $511,  and  the  maximum  benefit 
was  $305  per  month.)  Benefits  have  been  carefully  controlled  by  Con- 
gress in  the  past.  But  the  method  used  for  automatic  cost-of-living 
adjustments  in  benefits  has  the  side-effect  of  making  replacement 
ratios  (benefits  as  a  proportion  of  earnings  just  before  retirement) 
subject  to  unpredictable  variations  caused  by  changes  in  wage  and 
price  levels,  an  effect  that  presumably  was  not  intended.  The  result 
is  that  replacement  rates,  instead  of  being  controlled  by  conscious 
and  deliberate  policy  set  by  the  Congress,  can  fluctuate  up  or  down 
with  the  tides  of  inflation. 

This  loss  of  control  and  stability  comes  about  in  large  part  because 
of  a  compounding  in  the  inflation  adjustment.  For  those  who  have 
retired,  the  adjustment  takes  place  only  in  the  benefit  schedule,  and 
works  well.  Those  who  have  not  retired,  however,  will  get  a  partial 
adjustment  for  inflation  through  higher  earnings  before  retirement. 
These  higher  earnings  -wall  be  reflected  in  their  AME's  when  they  re- 
tire, thus  carrying  them  to  higher  points  on  the  benefit  schedule  than 
if  there  had  not  been  inflation.  At  those  higher  AME's,  the  benefits 
themselves  will  also  have  risen  to  take  care  of  people  previously 
retired.  Thus,  there  will  be  a  compound  effect  of  entering  the  schedule 
at  a  higher  AME  as  a  result  of  earnings  increases  and  then  finding 
that  the  benefit  scheduled  for  that  AME  has  itself  been  increased  to 
reflect  the  effects  of  price  increases. 

The  extent  to  which  this  compounding  will  change  replacement 
ratios,  and  even  whether  it  will  raise  them  or  lower  them,  cannot  be 
foreseen.  The  changes  will  depend  on  the  behavior  of  consumer  prices, 
on  the  behavior  of  average  earnings,  and  on  the  relation  between  them. 
The  changes  will  not  affect  people  in  like  circumstances  alike  (this  is 
explained  in  section  2.3  on  equity).  As  the  report  of  our  Subcom- 
mittee on  Financing  shows,  sustained  inflation  at  a  high  rate — 
especially  if  prices  rise  as  fast  as  wages — would  lead  to  replacement 
ratios  substantially  greater  than  100  percent.  Under  the  present  pro- 
visions for  financing  the  system,  such  replacement  ratios  would  impose 
an  excessive  burden  on  those  still  working,  so  they  could  ultimately 
jeopardize  the  whole  system,  or  at  least  necessitate  substantial  reduc- 
tions of  benefits  from  the  levels  that  people  had  been  led  to  expect. 

Indexing  earnings  before  retirement  to  changes  in  average  earnings 
and  indexing  benefits  after  retirement  to  changes  in  prices  will  make  it 
possible  to  eliminate  the  compounding  of  adjustments  to  inflation,  to 
restore  stability  and  predictability  of  replacement  ratios  and  put  them 
firmly  under  congressional  control,  and  to  strengthen  the  long-run 
financial  integrity  of  the  system. 

2.3       SOME  CONSIDERATIONS  OF  EQUITY 

People  retiring  at  the  same  time  may  not  have  earned  their  retire- 
ment benefits  at  the  same  times.  A  person  starting  to  draw  benefits  in 
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July  1975  with  10  years  of  covered  earnings,  for  example,  might 
have  received  those  earnings  from  1951  through  1960.  Another  person 
whose  benefits  also  start  in  July  1975  might  have  earned  his  coverage 
from  1965  through  1974.  Even  if  both  had  received  the  same  pay, 
measured  in  constant  dollars,  the  one  who  earned  1965-74  would  have 
a  higher  AME  than  the  one  who  earned  1951-60,  because  of  inflation 
from  1951-60  to  1965-74.  Furthermore,  people  who  earned  1965-74 
received  on  the  average  higher  purchasing  power  than  those  who  per- 
formed the  same  work  1951-60,  because  of  a  general  increase  in 
productivity  over  the  14  years.  (Total  gains  in  productivity  over 
periods  of  14  years  have  averaged  nearly  one-third.) 

The  preceding  comparison  between  two  people  whose  covered  earn- 
ings were  so  brief  and  so  far  apart  is  an  extreme  one,  to  be  sure,  but 
the  same  forces  work,  though  in  lesser  magnitude,  for  any  two  people 
whose  periods  of  coverage  are  different. 

To  see  this,  consider  two  people  who  have  experienced  the  same 
pattern  of  lifetime  earnings  in  terms  of  purchasing  power,  but  the 
older  of  whom  starts  work  2  years  earlier  than  the  younger  and 
retires  2  years  earher.  Suppose  that  the  older  person  had  been  covered 
by  social  security  for  the  20  years  before  he  retired,  that  there  had 
been  no  inflation  or  deflation  during  that  period,  and  that  his  AME 
on  retirement  was  $500.  Suppose  that  during  the  2  years  that  the 
younger  person  works  after  the  older  person's  retirement,  wages 
and  consumer  prices  both  increase  by  10  percent  per  year.  Clearly, 
in  the  first  year  of  the  younger  person's  retirement,  and  thereafter, 
both  people  should  receive  the  same  social  security  benefits.  In  fact, 
the  older  person  will  receive  less  under  the  present  law. 

The  older  person  retiring  at  age  65  in  January  1975  would  be 
entitled  by  his  $500  AME  to  benefits  of  $299  per  month.  With  in- 
flation of  10  percent  per  year  this  would  rise  (ignoring  the  lag  in  the 
adjustment)  to  $329  the  next  year  and  then  to  $362  in  the  year  the 
younger  person  retires.  The  younger  person  would  retire  with  an 
AME  of  $508,  which  would  entitle  him  to  a  monthly  benefit  of  $366, 
about  1  percent  more  than  the  older  person  receives.  With  all  the 
same  assumptions  except  that  the  younger  person  retires  4  years 
later  instead  of  2,  his  advantage  is  more  than  3  percent. 

Our  recommendation  is  that  actual  earnings  for  each  year  be 
multiplied  by  the  ratio  of  average  earnings  of  all  workers  in  the  year 
of  retirement  to  average  earnings  of  all  workers  in  each  past  year  used 
in  computing  the  benefit.  If  a  worker  retires  in  1975,  for  example,  and 
if  all  earnings  averaged  4  times  as  high  in  1975  as  in  1951,  4  times  the 
worker's  actual  earnings  in  1951  would  be  the  indexed  earnings  used 
in  computing  the  AMIE.  Thus,  everyone  retiring  in  1975  would  have 
all  his  actual  earnings,  regardless  of  when  they  were  earned,  restated 
to  an  equivalent  1975  figure.^ 

Section  3.  Relating  Benefits  to  Indexed  Earnings  * 

By  "benefit  schedule"  we  mean  a  table  which  shows  for  every 
possible  AMIE  what  the  corresponding  primary  insurance  amount 

'  This  states  the  recommendation  in  principle  only.  For  further  discussion,  see  the  report  of  our  Subcom- 
mittee on  Finance  and  the  report  of  their  actuarial  and  economic  consultants.  Among  important  technical 
matters  that  must  be  worked  out  are  what  index  of  wages  or  earnings  to  use,  how  frequently  to  index,  and 
how  to  bring  about  the  transition. 

*  By  Mr.  Mitchell.  Past  discrimination  is  perpetuated  by  adoption  of  a  100  percent  replacement  ratio  of  the 
AMIE  over  the  greater  portion  of  a  beneficiary's  working  career.  The  black-to-whlte  income  ratio  has  risen 
sharply  over  the  last  ten  years.  If  wages  are  remedied  for  past  discrimination  late  in  the  work  history,  the 
benefit  will  tend  to  perpetuate  the  past  discrimination. 
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(PIA)  is.  The  PIA  is  the  amount  that  a  worker  who  retires  at  age  65 
receives  as  a  result  of  his  earnings.  Other  benefits — for  example,  to 
the  spouse  or  surviving  spouse  of  an  insured  worker^are  calculated 
b}^  applying  certain  percentages  to  the  PIA.  Thus,  to  discuss  the  rela- 
tion of  benefits  to  the  AM  IE  we  can  regard  the  PIA  as  standing  for 
the  whole  complex  of  benefits. 

The  present  benefit  schedules  which  relate  PIA  to  AME  have 
several  comphcations  that  the  Council  proposes  be  eliminated  in 
view  of  the  new  supplementary  security  income  (SSI)  program  and 
of  the  proposed  use  of  AMIE  instead  of  AME. 

The  present  law  provides  that  the  PIA  shall  not  be  less  than  $93.80 
per  month,  no  matter  how  small  the  AME.  Since  there  is  now  a  new 
system,  SSI,  to  provide  welfare  payments  based  on  need,  we  recom- 
mend that  the  minimum  be  fixed  permanently  at  $93.80,  and  that  for 
future  beneficiaries  it  not  be  increased  as  prices  increase.  (After  a, 
beneficiary  starts  drawing  the  $93.80  it  would,  however,  rise  with 
further  rises  in  prices.)  The  effect  of  "freezing"  the  minimum  in  this 
way  will  be  gradually  to  ehminate  it,  since  with  rising  w^ge  rates  and 
indexing  of  earnings  virtually  everyone  who  retires  will  qualify  for 
more  than  $93.80  per  month.  (At  present,  anyone  who  has  earned 
$1 .95  an  hour  or  more  for  an  average  of  9  hours  a  week  or  more  quahfies 
for  more  than  $93.80.)  Our  recommendation  about  the  minimum 
benefit  is  discussed  further  in  chapter  6,  section  2. 

Under  the  present  benefit  schedule,  at  AME  levels  of  $110  or  less  a 
worker's  benefits  after  retirement  are  about  20  percent  higher  than 
average  earnings  on  which  benefits  are  based.  This  anomaly  is  partly 
an  effort  to  compensate  for  failure  to  index  earnings,  recognizing  that 
low  EAM's  may  represent  earnings  received  long  ago,  when  wage  rates 
and  prices  were  lower.  The  Council  recommends  that  benefits  not 
exceed  AMIE.  Up  to  a  certain  AMIE,  monthly  benefits  should  be 
equal  to  AMIE. 

The  Council  further  recommends  that  above  the  levels  of  AMIE  for 
which  benefits  equal  AMIE,  benefits  should  increase  in  proportion  to 
increases  in  AMIE.  Thus  benefits  would  be  related  to  AMIE  by  a 
simple  formula: 

100  percent  of  the  first  A  dollars  of  AMIE 

plus 
B  percent  of  AMIE  above  A  dollars 

Values  of  A  and  B  can  be  determined  which  will  give  approximately 
the  same  replacement  ratios  as  now  occur.  The  value  of  A  would  be 
changed  every  year  in  the  same  way  that  the  contribution  and  benefit 
base  is  adjusted,  that  is,  in  accordance  with  increases  in  average 
coveied  wages.  (See  chapter  7  for  further  discussion  and  possible 
alternative  formulation.) 

This  formula  is  simple.  It  recognizes  the  need  for  a  degree  of  social 
adequacy  b}^  setting  benefits  which  decline  steadily  as  percentages  of 
AMIE  as  AMIE  increases.  It  recognizes  the  need  for  a  degree  of 
individual  equity  by  increasing  cash  benefits  in  dollars  as  AMIE  in- 
creases. It  removes  from  social  security,  and  support  by  payroll 
taxes,  a  benefit  that  should  be  related  to  need,  handled  through  SSI, 
and  financed  from  general  revenues. 

The  formula,  by  reducing  the  role  of  the  minimum  and  by  ehminat- 
ing  benefits  in  excess  of  earnings,  would  alleviate  the  problem  that  the 
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minimum  and  the  120-percent  benefit,  which  were  intended  for  the 
needy,  often  are  paid  to  people  who  are  well  off  in  comparison  with  the 
people  for  whom  these  special  benefits  are  intended.  This  is  frequently 
the  case  with  people  whose  main  careers  have  been  in  employment 
which  is  not  covered  by  social  security,  but  has  its  own  retirement 
system,  for  example,  U.S.  Civil  Service  employees.  They  hold  a  job 
that  is  covered  by  social  security  long  enough  to  qualify  for  benefits 
at  the  low  end  of  the  scale,  which  are  weighted  to  favor  low-incorne 
workers,  and  thus  obtain  "windfalls"  not  intended  for  them.  This 
problem  of  windfalls  will  be  further  alleviated  if  social  security 
coverage  is  made  universal,  as  we  recommend  in  chapter  6,  section  1. 
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CHAPTER  4 

THE  RETIREMENT  TEXT  ' 

The  social  security  retirement  test,  under  which  benefits  are  not  'paid 
in  full  to  a  beneficiary  under  age  72  who  has  substantial  income  from 
work,  should  be  changed.  The  rate  at  which  benefits  are  withheld  Jor  earn- 
ings above  the  exempt  amount  should  be  liberalized.  In  addition,  the  re- 
tirement test  should,  be  changed  from  a  combined  annual-monthly  test 
to  an  annual  test  only.^ 

Section  1.  Present  Law 

Under  the  social  security  retirement  test,  if  a  beneficiary  under  age 
72  earns  more  than  the  annual  exempt  amount  ($2,400  in  1974, 
$2,520  in  1975,  and  adjusted  with  rising  average  earnings  thereafter), 
benefits  are  withheld  at  the  rate  of  $1  in  benefits  for  each  $2  in  earn- 
ings above  that  amount.  Regardless  of  his  annual  earnings,  a  bene- 
ficiary may  receive  full  benefits  for  any  month  in  which  he  neither 
earns  more  than  the  monthly  measure  (Yn  of  the  annual  exempt 
amount— $200  in  1974,  $210  in  1975)  nor  performs  substantial  services 
in  self -employment. 

The  retirement  test  is  controversial,  and  is  widely  regarded  as 
inequitable.  The  Council  has  received  many  letters  urging  the  liber- 
alization or  elimination  of  the  retirement  test. 

Section  2.  Basic  Purpose 

The  Council  has  reviewed  the  provisions  of  the  retirement  test  and 
believes  that  the  test  is  consistent  with  the  basic  purpose  and  principles 
of  social  security:  to  replace,  in  part,  earnings  lost  because  of  retire- 
ment in  old  age,  disability,  or  death.  Complete  elimination  of  the  re- 
tirement test  is  inadvisable. 

The  retirement  test  has  been  criticized  because  it  does  not  take  into 
account  a  beneficiary's  income  from  such  nonwork  sources  as  divi- 
dends, rents,  or  pension  payments.  If  the  test  took  account  of  income 
other  than  earnings  from  work,  it  would  no  longer  be  a  retirement 
test  but  an  income  test.  If  it  became  an  income  test,  the  fundamental 
idea  that  social  security  benefits  are  intended  as  a  partial  replacement 
of  earnings  from  work  would  be  diluted  or  lost. 


•  See  statement  of  Mr.  Byrnes,  Mr.  Danstedt,  Mr.  Faulkner. 

2  By  Mr.  Mitchell.  A  relaxation  of  the  retirement  test  proceeds  from  one  or  both  of  the  following  assumptions: 
(a)  it  is  irrational  and  (b)  it  imposes  a  hardship  on  those  receiving  low  benefits,  no  other  retirement  income- 
and  an  ability  to  participate  in  the  labor  force  to  at  least  a  limited  degree.  My  agreement  to  relax  the  test 
flowed  from  the  latter  sentiment  for  the  most  part.  Tn  adopting  the  proposal  outUned  in  this  report,  we  im- 
plicitly recommended  a  high  cost  for  increased  benefits  to  a  group  with  entirely  sufficient  retirement  income, 
My  alternative  to  the  current  proposal  would  be  to  exempt  from  the  retirement  test  those  earnings  of  a  bene- 
ficiary which,  when  added  to  the  individual's  PIA,  did  not  result  in  a  retirement  income  greater  than  the 
maximum_  PIA  permissible  under  the  law.  Because  of  the  lack  of  universality  of  Social  Security,  I  would 
probably  include  other  sources  of  retirement  income  such  as  Federal  retirement  benefits  in  calculating  the 
retirement  test  disregard.  Under  my  alternative,  I  would  retain  the  present  retirement  test  "tax  rate"  over 
the  level  described.  In  other  words,  I  would  prefer  to  alter  the  retirement  test  in  a  fashion  which  focuses  on 
the  needy  without  giving  anything  to  the  more  affluent  retirees. 

(21) 
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The  most  frequently  discussed  alternative  to  the  retirement  test 
would  be  to  pay  social  security  benefits  to  all  beneficiaries  who  reach 
age  65,  independent  of  their  employment  status  at  that  age.  The 
Council  agreed  that  this  annuity  concept,  in  which  individuals  would 
receive  their  "retirement"  benefits  while  still  gainfully  employed, 
perhaps  at  high  salaries  and  wages,  is  counter  to  the  basic  philosophy 
of  social  security.  In  addition,  such  a  recommendation  would  add  a 
significant  cost  to  the  system  at  a  time  when  future  costs  are  already 
a  matter  of  concern.  Therefore,  the  Council  recommends  that  a 
retirement   test  be  retained. 

Section  3.  Liberalize  Provisions  of  the  Retirement  Test 

Despite  basic  agreement  with  the  concept  of  the  retirement  test, 
the  Council  recognizes  that  negative  consequences  arise  from  its 
application.  Under  the  present  $l-for-$2  withholding  rate  for  earnings 
above  the  exempt  amount,  the  additional  earnings  a  beneficiary  re- 
ceives over  the  exempt  amount  may  result  in  little  additional  net 
income  to  the  worker  when  allowance  is  made  for  the  additional 
effects  of  Federal  income,  OASDHI,  State,  and  local  taxes,  in  addition 
to  work-related  expenses.  Thus,  the  retirement  test  discourages  work 
by  healthy  and  able  individuals  aged  65-71.  At  the  moment  there  is 
much  concern  over  unemployment,  but  recent  and  current  low  birth 
rates  will  soon  cause  a  decline  in  the  rate  of  increase  in  the  labor  force. 
The  Council  is,  therefore,  concerned  with  provisions  of  the  law 
which  may  act  to  discourage  participation  in  the  labor  force. 

In  addition,  the  burden  of  the  retirement  test  probably  falls  most 
heavily  on  low-income  individuals  who  do  not  have  access  to  private 
insurance,  pension  plans,  savings,  or  other  sources  of  nonwork  income 
to  supplement  their  social  security  retirement  benefits.  Such  indi- 
viduals are  most  likely  to  be  dependent  on  additional  income  from 
gainful  employment  to  supplement  social  security  benefits  after 
"retirement." 

The  Council  believes  that  the  most  appropriate  means  for  mitigating 
the  disincentive  effects  of  the  retirement  test  and  the  heavy  burden  it 
imposes  on  low-income  workers  aged  65-71  is  to  reduce  the  with- 
holding rate  on  earnings  which  are  just  above  the  exempt  amount. 
The  Council  proposes  to  establish  three  levels  of  earnings  that  would 
be  subject  to  different  reductions  in  benefits. 

The  first  level  would  include  earnings  up  to  the  annual  exempt 
amount  as  defined  in  the  present  law  ($2,520  in  1975).  As  under  the 
present  law,  no  benefits  would  be  withheld  from  earnings  within  the 
first  level. 

The  second  level  would  include  earnings  between  the  annual 
exempt  amount  under  the  present  law  and  twice  this  annual  exempt 
amount  ($2,520  to  $5,040  in  1975).  Earnings  within  this  level  would  be 
subject  to  a  withholding  rate  of  $1  in  benefits  for  each  $3  earned, 
instead  of  the  present  withholding  rate  of  $1  for  every  $2  earned. 

The  third  level  would  include  all  earnings  in  excess  of  twice  the 
annual  exempt  amount  under  the  present  law  (i.e.,  $5,040  in  1975). 
The  withholding  rate  at  this  level  would  be,  as  under  present  law, 
$1  in  benefits  for  each  $2  of  earnings. 

The  provision  of  the  law  which  automatically  adjusts  the  exempt 
amount  assures  that  the  second  level  of  earnings,  to  which  the  $l-for-$3 
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withholding  rate  is  applied,  will  increase  in  the  future  as  general 
levels  of  earnings  rise. 

The  main  effect  of  this  liberaUzation  would  be  a  significant  reduction 
in  the  benefits  withheld  from  individuals  who  earn  between  one  and 
two  times  the  annual  exempt  amount.  For  example,  under  present 
law,  a  worker  who  earned  $5,040  in  1975  would  have  $1,260  of  social 
security  benefits  withheld.  Under  the  Council's  proposal,  this  indi- 
vidual would  have  only  $840  withheld,  corresponding  to  a  ji  reduction 
in  the  burden  of  the  retirement  test.  The  table  below  illustrates  the 
effect  in  1975  of  the  proposed  reduction  in  withholding  rates  for  earn- 
ings in  the  second  level.  The  percentage  reduction  in  the  amount 
withheld  is  greatest  at  the  lower  level  of  earnings,  where  the  needs  of 
social  security  benefit  recipients  may  be  presumed  to  be  greater. 


Withholding  Withholding  Percentage 

under  under  reduction  in 

present  proposed  amount 

Annual  earnings                                                                                           law  liberalization  withheld 

$2,520 - 0  0  

$5.040 $1,260  $840  33.3 

$7,560... 2,520  2,100  16.7 

$10,080 3,780  3,360  11.1 

It  is  estimated  by  actuaries  of  the  Social  Security  Administration 
that  this  liberalization  of  the  withholding  rate  would  increase  the  cost 
of  the  program  by  an  average  of  0.04  percent  of  taxable  payroll  over 
the  next  75  years  (about  $0.6  billion  for  months  in  1976,  the  first  full 
calendar  year) . 

4.  Eliminate  Monthly  Measure  of  Retirement 

The  Council  recommends  that  the  monthly  measure  of  retirement 
be  eliminated  so  that  the  retirement  test  would  be  based  solely  on 
annual  earnings.  The  monthly  measure  should  be  retained,  however, 
for  the  first  year  for  which  a  cash  benefit  is  received  so  that  a  bene- 
ficiary (as  now)  can  receive  benefits  beginning  with  the  first  month 
of  retirement,  regardless  of  his  annual  earnings  prior  to  retirement. 

Elimination  of  the  monthly  measure  from  the  retirement  test  would 
result  in  savings  estimated  at  0.02  percent  of  taxable  payroll  (about 
$0.2  billion  for  months  in  1976,  the  first  full  calendar  year). 

The  present  test,  with  a  combined  annual -monthly  measure  of 
earnings,  creates  an  anomaly  by  permitting  the  payment  of  benefits 
in  some  situations  where  payment  is  difficult  to  justify.  For  example, 
a  beneficiary  who  earns,  say,  $15,000  a  year  and  who  works  regularly 
throughout  the  year  has  all  benefits  withheld.  A  beneficiary,. however, 
who  earns  the  same  amount,  but  works  only  part  of  the  year,  say  8 
months,  can  receive  benefits  for  the  remaining  4  months.  Also,  people 
who  customarily  work  less  than  a  full  12  months  each  year  (e.g.,  in 
seasonal  employment)  can,  upon  reaching  the  age  of  eligibility  for 
benefits,  receive  some  social  security  benefits  during  the  year  even 
though  their  work  patterns  have  not  changed  and  their  annual  earnings 
are  substantial. 

The  two  changes  that  the  Council  has  recommended  in  the  retire- 
ment test,  when  taken  together,  would  increase  the  cost  of  the  program 
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by  0.02  percent  of  taxable  payroll  (about  $0.4  billion  for  months  in 
1976,  the  first  full  calendar  year). 

Section  5.  Upper  Age  Limit  for  the  Retirement  Test 

Under  current  law,  the  retirement  test  is  not  applied  to  individuals 
over  the  age  of  72.  One  possibility  for  liberalizing  the  impact  of  the 
retirement  test  would  be  to  lower  the  age  at  which  the  retirement  test 
no  longer  applies.  The  Council  felt  that  this  feature  of  the  law,  which 
represented  special  considerations,  should  not  be  extended  by  using 
it  as  a  basis  for  policy  or  proposed  liberalization  of  the  existing  retire- 
ment test.  Any  liberalization  of  the  retirement  test  should  be  ac- 
complished by  direct  changes  in  the  provisions  of  the  test,  not  by 
exemptions  from  the  test.  Therefore,  the  Council  does  not  recommend 
any  change  in  the  age  at  which  the  retirement  test  no  longer  applies. 

Section  6.  Taxes  on  Earnings  After  Age  65 

The  Council  considered  suggestions  for  reducing  or  eliminating 
social  security  taxes  on  earnings  of  individuals  aged  65  and  older. 
Contrary  to  common  impressions,  such  workers  do  receive  some 
benefits  from  these  taxes.  Earnings  after  age  65  can  be  substituted 
for  lower  earnings  of  earlier  years  in  calculating  the  average  monthly 
earnings  on  which  benefits  are  based,  thereby  increasing  the  primary 
insurance  amount  of  the  worker  when  he  does  retire.  (This  effect 
will  be  lessened  if  earnings  before  retirement  are  indexed  as  the 
Council  recommends  in  chapter  3.)  Also,  some  workers  may  use  work 
after  age  65  in  covered  employment  to  qualify  for  social  security 
benefits  to  which  they  would  not  otherwise  be  entitled.  Finally,  in- 
sured workers  receive  a  1 -percent  increase  in  benefits  for  each  year 
of  delaj^ed  retirement  after  the  age  of  65.  In  view  of  these  offsetting 
factors  and  of  the  significant  loss  of  income  resulting  from  eliminating 
the  tax  for  workers  aged  65  and  over,  the  Council  decided  not  to 
recommend  exemption  from  the  payroll  tax  for  workers  over  65. 
However,  the  Council  does  believe  that  these  offsetting  factors  are 
not  widely  known  and  that  the  Social  Security  Administration  should 
make  efforts  to  publicize  them  more  effectively. 
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CHAPTER  5 

TREATMENT    OF    MEN    AND    WOMEN    UNDER    SOCIAL 
SECURITY    (WITH    RESPECT   TO   SEX   AND    MARITAL 

STATUS) 

The  requirements  for  entitlement  to  dependents'  and  survivors'  benefits 
that  are  now  applied  to  women  should  be  applied  to  men,  and  benefits 
should  be  provided  Jor  fathers  and  divorced  men  as  they  are  for  mothers 
and  divorced  women.  At  the  same  time,  the  law  should  be  changed,  effective 
prospectively,  so  that  pensions  based  on  work  in  employment  not  covered 
by  social  security  unll  be  subtracted  from  dependents'  benefits.  Other 
provisions  of  the  social  security  program  which  are  the  same  for  men  and 
women  but  which  are  criticized  because  they  appear  to  have  different 
effects  on  men  and  women  {or  different  effects  based  on  marital  status) 
should  not  be  changed. 

Section  1.  Background 

The  Council  found  the  treatment  of  men  and  women  under  social 
security  to  be  a  matter  of  considerable  current  interest  and  controversy 
and  directed  special  attention  to  this  aspect  of  the  program.  It  was 
reviewed  in  depth  by  a  special  subcommittee  ^  of  the  Council  in  the 
light  of  the  proposed  equal  rights  amendment  to  the  Constitution, 
recent  and  anticipated  court  actions  involving  equal  rights  for  men 
and  women,  and  socioeconomic  changes,  particularly  changes  in 
family  structure  and  earnings  patterns. 

1.1   PENDING  EQUAL  RIGHTS  AMENDMENT  TO  THE  CONSTITUTION 

The  pending  equal  rights  amendment  to  the  Constitution  would 
provide  that  "Equality  of  rights  under  the  law  shall  not  be  denied  or 
abridged  by  the  United  States  or  any  State  on  account  of  sex."  To 
date,  34  States  have  ratified  the  proposed  amendment.  Two  of  these 
have  since  rescinded  their  ratification,  but  there  is  a  question  whether 
rescission  is  constitutional.  Only  4  more  States,  or  6  if  rescission  is 
constitutional,  need  to  ratify  the  proposed  amendment  by  March  23, 
1979,^  in  order  for  it  to  become  law.  Adoption  of  the  proposed  amend- 
ment would  raise  serious  doubts  as  to  the  constitutionality  of  any 
provision  in  the  social  security  law  which  is  different  for  men  and 
women. 

1.2  COURT   ACTIONS 

In  the  meantime,  the  courts  are  being  asked  in  a  number  of  cases 
to  rule  on  whether  various  provisions  of  the  social  security  law  that 
are  different  for  men  and  women  are  constitutional  under  the  due 

>  Members  of  the  Subcommittee  were  Edward  J.  Cleary  and  John  J.  Scanlon,  with  Rita  R.  Campbell  as 
Chainnan. 
'  This  Is  seven  years  from  the  date  that  Congress  submitted  the  proposed  amendment  to  the  States. 
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process  clause  of  the  Fifth  Amendment.  The  Supreme  Court  has 
not  as  yet  ruled  on  the  constitutionahty  of  any  provision  of  the  social 
security  law  that  is  different  for  men  and  women.  It  is  of  course 
impossible  to  predict  the  outcome  of  current  litigation. 

1.3  SOCIOECONOMIC    CHANGES 

In  recent  years  Americans  have  been  marrying  later  and  having 
fewer  children.  Also,  the  service  sector  of  the  economy  has  been 
expanding  at  a  faster  rate  than  other  sectors,  thus  providing  an 
expanding  number  of  jobs  of  the  type  that  women  have  traditionally 
held. 

These  trends  have  contributed  to  increases  in  the  number  of 
working  women  and  in  the  proportion  of  women  in  the  labor  force. 
In  1973,  more  than  half  of  all  women  worked  at  some  time  during 
the  year.  About  90  percent  of  all  women  have  worked  in  paid  employ- 
ment at  some  time  during  their  Uves. 

Moreover,  family  structure  has  undergone  significant  changes. 
Married  couples  where  only  the  husband  works  no  longer  comprise 
the  majority  of  families.  There  has  also  been  a  substantial  increase 
in  numbers  of  one-parent  families,  including  families  headed  by 
women  who  are  unmarried,  divorced,  separated,  deserted,  or  widowed, 
and  an  increase  in  households  that  are  headed  by  women.  In  1973, 
23  percent  of  all  households  were  headed  by  women,  as  compared  to 
18  percent  in  1960. 

1.4  COUNCIL    CONSIDERATION 

The  Council  gave  special  attention  to  those  provisions  of  the  social 
security  law  that  are  different  for  men  and  women,  and  to  those 
provisions  which  are  the  same  for  men  and  women,  but  are  targets 
for  complaints  that  the  program  provides  differential  treatment 
based  on  sex  or  marital  status.  The  Council's  findings  with  respect 
to  the  provisions  of  the  law  that  are  different  for  men  and  women 
are  discussed  in  section  2  below,  and  its  findings  on  differential 
treatment  under  provisions  of  the  law  that  do  not  differentiate 
between  the  sexes  are  included  in  section  3  below.  The  Council 
recognizes  that  further  changes  in  family  structure  may  take  place 
which  may  sooner  or  later  require  changes  in  the  social  security 
program  beyond  those  now  being  proposed  by  the  Council. 

Section  2.  Equal  Rights  for  Men  and  Women 

In  general,  the  provisions  of  the  social  security  law  that  are  different 
for  men  and  women  should  be  made  the  same  jor  both  in  a  way  that  is 
consistent  with  the  purpose  and  principles  of  the  social  security  program. 
Specifically,  the  one-half  support  dependency  requirement  in  present  law 
for  entitlement  to  husband's  and  widower's  benefits  should  be  eliminated, 
and  for  any  category  of  women  entitled  to  secondary  benefits  the  cor- 
responding category  of  men  should  be  entitled  to  the  benefits  on  the  same 
basis. 

In  light  of  the  proposed  equal  rights  amendment,  court  decisions  in 
sex   discrimination   cases   not   involving   social   security,    and   socio- 
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economic  changes,  the  Council  believes  it  would  be  desirable  to  act 
now  to  change  the  provisions  of  the  social  security  law  that  are 
different  for  men  and  women.  These  changes  should  be  made  in  a  way 
most  consistent  with  the  purposes  and  principles  of  the  social  security 
program  rather  than  as  the  result  of  court  decision  that  might  not 
offer  such  consistency. 

2.1    DEPENDENCY    REQUIREMENTS 

To  become  entitled  under  present  law  to  a  husband's  or  widower's 
benefit  based  on  a  wife's  earnings,  a  man  must  prove  that  he  was 
receiving  at  least  one-half  of  his  support  from  his  wife  when  she 
retired,  became  disabled,  or  died.  There  is  no  such  requirement  in 
the  law  for  women  for  entitlement  to  a  wife's  or  widow's  benefit 
based  on  her  husband's  earnings. 

Benefits  are  provided  for  a  wife  or  widow  without  a  specific  test  of 
support  because  it  has  been  thought  reasonable  to  presume  that  a 
wife  or  widow  is  dependent  on  her  husband's  earnings  for  support  and 
that  she  loses  support  or  a  potential  source  of  support  when  the 
husband's  earnings  are  cut  off.^  Men,  on  the  other  hand,  are  not 
generally  dependent  on  their  wives  for  support,  and  the  presumption 
of  dependency  that  was  thought  reasonable  for  a  wife  or  widow  has 
not  seemed  to  be  reasonable  for  a  husband  or  widower.  Present  law 
therefore  requires  a  man  to  establish  that  he  was  actually  supported 
by  his  wife  in  order  to  get  benefits  as  her  dependent. 

The  dependency  requirements  in  present  law  for  entitlement  to 
spouses'  and  surviving  spouses'  benefits  should  be  made  the  same 
for  men  and  women  without  providing  the  benefits  on  the  basis  of 
any  presumptions  as  to  the  dependency  of  women  on  men  or  of  men 
on  women.  At  the  same  time,  the  necessity  of  innumerable  detailed 
investigations  of  personal  circumstances  and  individual  determina- 
tions of  dependency  for  both  men  and  women,  as  would  be  necessary 
if  women  were  required  to  prove  dependency  as  men  now  do,  should 
be  avoided.  Accordingly,  the  Council  recommends  that  the  one-half 
support  requirement  in  present  law  for  entitlement  to  husband's 
and  widower's  benefits  be  eliminated  and  that  secondary  benefits 
under  social  security  be  provided  for  both  men  and  women  under 
the  implied  test  of  dependency  in  present  law  for  women. 

As  under  present  law,  a  spouse  or  surviving  spouse  whose  primary 
benefit  as  a  worker  equals  or  exceeds  the  secondary  benefit  as  a 
dependent  would  be  entitled  only  to  the  primary  benefit.  A  person 
entitled  to  a  primary  social  security  benefit  lower  than  the  secondary 
social  security  benefit  would  continue  to  get  the  primary  benefit 
plus  the  difference  between  it  and  the  amount  of  the  secondary 
benefit. 

The  law  should  he  changed  so  that  a  pension  based  on  work  in  non- 
covered  employment  would  ajffect  entitlement  to  and  the  amount  of 
secondary  benefits  under  social  security  in  the  same  way  that  a  primary 
social  security  benefit  does. 

Under  present  law  it  is  possible  for  a  wife  who  works  in  employment 
not  covered  by  social  security  to  get  a  full  worker's  pension  based 

3  There  has  always  been  an  exception  to  this  presumption  if  the  wife  or  widow  is  entitled  on  the  basis  of 
her  own  earnings  to  a  benefit  larger  than  her  wife's  or  widow's  benefit;  in  this  situation,  the  wife's  or  widow  s 
benefit  is  not  payable. 
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on  her  noncovered  work  plus  the  full  amount  of  the  wife's  or  widow's 
benefit  payable  on  the  basis  of  her  husband's  earnings  under  social 
security.  Generally  men  cannot  get  a  spouse's  or  surviving  spouse's 
social  security  benefit  in  addition  to  a  pension  from  noncovered 
employment  because  they  generally  cannot  meet  the  one-half  support 
test.  However,  with  the  elimination  of  the  one-half  support  require- 
ment, as  recommended  by  the  Council,  it  would  be  possible  for  both 
men  and  women  who  were  not  dependent  on  a  spouse's  earnings  for 
support  and  who  receive  benefits  as  workers  under  a  pension  system 
based  on  work  not  covered  under  social  security  to  get  a  spouse's  or 
surviving  spouse's  benefit  under  social  security.  The  Council  finds 
that  the  payment  of  spouse's  and  surviving  spouse's  benefits  under 
such  circumstances  is  contrary  to  the  dependency  basis  for  such 
benefits. 

Accordingly,  the  Council  recommends  that  the  law  be  changed  to 
prevent  the  payment  of  spouse's  and  surviving  spouse's  benefits  in 
such  cases.  Effective  prospectively,  periodic  payments  based  on  a 
person's  work  in  employment  not  covered  by  social  security,  should 
be  subtracted  from  any  social  security  dependents'  or  survivors' 
benefits  for  which  that  person  may  be  eligible. 

This  change  would  have  no  effect  on  eligibility  for,  or  the  amount  of, 
a  worker's  primary  social  security  benefit.  Also,  under  the  proposal, 
as  under  present  law,  nonsocial  security  pensions  from  work  covered 
under  social  security  would  not  aft'ect  entitlement  to  or  the  amount  of 
secondary  social  security  benefits.  In  such  cases  it  would  be  assumed 
that  the  pension  is  designed  to  be  supplementary  to  social  security. 

2.2    BENEFITS  FOR  FATHERS 

Present  law  provides  benefits  for  the  wife  of  a  worker  entitled  to 
old-age  or  disability  insurance  benefits  (and  the  widow  or  surviving 
divorced  wife  of  a  deceased  worker)  regardless  of  her  age  if  she  has 
in  her  care  a  child  who  is  under  age  18  (or  over  age  18  and  disabled) 
and  entitled  to  child's  benefits  on  the  basis  of  the  worker's  earnings. 
There  is  no  provision  in  the  law  for  the  payment  of  benefits  to  fathers 
in  like  circumstances. 

The  Council  recommends  that  benefits  be  provided  for  fathers  on 
the  same  basis  as  benefits  are  provided  for  mothers.  With  the  earnings 
test  applicable  to  fathers,  as  it  now  is  to  mothers,  benefits  for  fathers, 
and  thus  equal  rights  for  men  and  women  in  this  benefit  category,  can 
be  provided  at  relatively  little  additional  cost  to  the  program.  It 
is  expected  that  only  about  15  thousand  men  would  qualify  for  father's 
benefits  when  they  first  become  payable.  If  the  earnings  test  were 
not  applicable,  many  more  men  would  qualify  for  father's  benefits, 
and  the  cost  of  providing  benefits  to  fathers  would  be  substantial. 

2.3   BENEFITS  FOR  DIVORCED   MEN 

Under  certain  circumstances  an  aged  divorced  wife  or  aged  or 
disabled  divorced  widow  can  get  a  wife's  or  widow's  benefit  based  on 
her  former  husband's  earnings.  There  is  no  provision  in  the  law  for 
the  payment  of  husband's  and  widower's  benefits  to  divorced  men  in 
like  circumstances. 
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The  Council  recommends  that  benefits  be  provided  for  divorced 
men  on  the  same  basis  as  benefits  are  provided  for  divorced  women. 

The  cost  of  providing  these  benefits  is  neghgible.  Only  about  2 
thousand  men  are  expected  to  qualify  for  these  benefits  when  they 
first  become  payable. 

2.4  ALTERNATIVES  CONSIDERED  * 

The  Council  also  considered,  but  did  not  adopt,  requiring  women 
(and  fathers  and  divorced  men)  to  meet  the  one-half  support  test 
that  husbands,  and  widowers  have  to  meet  under  present  law.  This 
approach,  Uke  the  one  recommended  by  the  Council,  would  prevent 
the  payment  of  spouse's  and  surviving  spouse's  benefits  under  social 
security  to  nondependent  men  and  women  whose  primary  employment 
was  in  jobs  not  covered  by  social  security.  The  Council  recognizes  that 
adoption  of  the  proposal  to  treat  a  pension  earned  in  noncovered 
employment  as  though  it  were  a  primary  social  security  benefit  would 
reduce  wife's  benefits  for  some  working  wives  who  are  approaching 
retirement  age  and  who  will  be  eligible  for  pensions  based  on  non- 
covered  employment.  On  the  other  hand,  application  of  a  one-half 
support  requirement  to  wives  and  mdows  could  have  as  many  or 
more  or  more  adverse  effects  on  people's  retirement  expectations. 

Also,  a  proof-of-support  requirement  for  women  as  well  as  men 
would  substantially  increase  the  administrative  complexity  of  the 
program  and  would  require  large  numbers  of  dependent  women  to 
establish  dependency  on  the  husband  in  order  to  get  exactly  the  same 
benefits  they  can  get  under  present  law.  The  approach  recommended 
by  the  Council  would  make  it  possible  for  men  who  are  actually 
dependent  to  get  dependent's  or  dependent  survivor's  benefits  with- 
out making  such  benefits  available  to  men  and  women  who  receive 
pensions  from  noncovered  employment  and  who  were  not  dependent 
on  the  insured  worker. 

Another  approach  considered  by  the  Council  was  the  gradual  elimi- 
nation of  dependents'  benefits  or  dependent's  and  dependent  survivor's 
benefits  for  spouses;  however  it  was  not  thought  that  socioeconomic 
changes  warranted  such  a  significant  deliberalization  in  the  program, 
and  it  was  considered  that  it  would  be  unreaHstic  to  propose  such  a 
deliberalization. 

2.5   BENEFIT   ELIGIBILITY   AND   BENEFIT    COMPUTATION 

The  benefit  eligibility  and  computation  provisions  of  present  law 
are  the  same  for  men  and  women  reaching  age  62  after  1974  but  are 
different  for  men  and  women  who  reached  age  62  in  1954-1974.  The 
Council  does  not  recommend  any  change  in  these  provisions  since 
they  are  the  same  for  men  and  women  reaching  age  62  now  and  in 
the  future.  Also,  to  provide  the  same  computation  for  men  who 
reached  age  62  before  1975  that  was  provided  for  women  would  be 
very  costly,  estimated  on  a  retrospective  basis  at  $1.8  billion  a  year 
for  the  next  several  years,  and  still  as  much  as  about  $1.5  billion  a  year 
even  10  years  from  now. 

♦  See  statement  by  Mrs.  Campbell. 
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Section  3.   Social  Security  Provisions  That  Do   Not 
Differentiate  on  the  Basis  of  Sex 

3.1  benefits  for  working  married  couples  ^ 

Under  present  law  a  married  couple  both  of  whom  worked  and  paid 
social  security  taxes  may  get  less  in  total  benefits  than  a  couple  where 
only  one  member  worked  and  paid  taxes  and  whose  earnings  under 
social  security  were  the  same  as  the  first  couple.  The  Council's  Sub- 
committee on  the  Treatment  of  Men  and  Women  recommended  a 
proposal  that  would  assure  that  two-earner  couples  with  significant 
attachment  to  the  labor  force  would  always  get  at  least  as  much  in 
benefits  as  single-earner  couples  with  comparable  covered  earnings. 
Under  the  Subcommittee's  proposal  such  working  couples  who  be- 
come entitled  to  benefits  in  the  future  would  have  the  option  of  re- 
ceiving retirement  benefits  based  on  their  combined  earnings  (with 
the  combined  earnings  in  any  year  not  being  permitted  to  exceed  the 
maximum  taxable  earnings  for  an  individual).  Since  higher  benefits 
than  under  present  law  would  be  provided  for  the  couples  affected,  the 
proposal  could  be  viewed  as  providing  a  larger  return  on  the  contribu- 
tions paid  by  a  working  wife  with  relatively  low  earnings  whose 
husband  also  had  relatively  low  earnings.  Thus,  the  proposal  would 
respond,  in  part,  to  the  complaint  of  some  married  women  workers 
that  they  do  not  get  a  return  for  their  own  contributions  when  the 
wife's  benefit,  based  on  the  husband's  earnings,  exceeds  her  own 
retirement  benefit.^ 

The  Council  does  not  endorse  the  principle  of  providing  benefits 
based  on  a  married  couple's  combined  earnings.  A  basic  rationale  for 
such  proposals  is  that  couples  who  have  paid  similar  contributions 
should  get  similar  benefits.  However,  in  an  earnings-related  social 
insurance  system,  such  as  social  security,  benefits  are  not  directly 
proportional  to  contributions.  Further,  the  Council  notes  that  there 
is  a  point  beyond  which  it  is  difficult  to  justify  adding  complex 
exceptions  to  the  social  security  law  in  the  interest  of  providing  bene- 
fits in  direct  relation  to  contributions  for  special  groups. 

Also,  proposals  to  base  benefits  on  a  couple's  combined  earnings 
have  a  substantial  cost — even  the  proposal  with  rather  limited  appli- 
cability recommended  by  the  Subcommittee  has  an  estimated  average 
long-range  cost  of  0.20  percent  of  taxable  payroll.  (The  proposal  would 
cost  about  $4  million  in  1976,  and  more  in  later  years.)  A  further 
consideration  is  that  combined-earnings  proposals  would  treat  married 
working  couples  more  favorably  than  two  single  workers  who  have 
the  same  amount  of  covered  earnings  as  the  married  couple,  and,  in 
so  doing,  would  further  increase  the  extent  to  which  the  value  of  the 
protection  afforded  married  workers  exceeds  that  of  single  workers. 

'  See  statement  by  Mrs,  Campbell. 

•  The  Council  notes  that  the  Subcommittee  also  considered  and  rejected  a  proposal  to  provide  a  married 
worker  in  all  cases  some  or  all  of  the  spouse's  or  surviving  spouse's  benefit  in  addition  to  his  or  her  primary 
benefit.  The  Council  is  in  full  agreement  with  the  Subcommittee's  decision.  Such  a  change  in  the  law  would 
create  ine  uities,  and  the  very  substantial  increa-se  in  social  security  contributions  that  would  be  required 
to  pay  for  the  additional  benefits  would  apply  not  only  to  married  people  but  also  to  single  people,  who  would 
denve  no  additional  protection  from  it.  (The  cost  of  a  proposal  to  pay  a  woman  the  full  wife's  or  widow's 
benefit  in  addition  to  her  own  retirement  benefit  is  estimated  to  be  $9-10  billion  above  present  law  in  the 
first  full  year;if  comparable  provision  weremadeforhusbandsand  widowers,  the  cost  would  be  substantially 
higher.) 
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3.2    IMPUTED   EARNINGS   FOR   HOMEMAKER  SERVICES 

The  social  security  law  should  not  be  changed  to  provide  earnings 
credits  to  homemakers  for  work  done  in  and  around  the  home  for 
which  no  earnings  are  received,  or  to  permit  people  to  pay  social 
security  taxes  with  respect  to  such  work  in  order  to  obtain  credits. 

There  is  of  course  an  economic  value,  however  difficult  to  assess,  to 
the  work  that  women  and  men  do  in  and  around  the  home,  and  there 
is  a  loss  when  such  work  ceases.  However,  no  wages  are  paid  for  such 
work,  so  there  is  no  loss  of  earned  income  that  occurs  when  the  work 
stops,  as  there  is  when  a  wage  earner  retires,  becomes  disabled,  or  dies. 

Social  security  is  an  earnings-replacement  program.  Its  function 
is  to  replace,  in  part,  earnings  from  work  that  are  cut  off  by  retire- 
ment in  old  age,  disability,  or  death.  It  would  be  contrary  to  the 
nature  of  the  social  security  program  to  provide  for  the  payment  of 
social  security  benefits  in  cases  where  no  loss  of  earnings  occurs,  and 
the  Council  believes  that  it  would  be  undesirable  to  change  the  nature 
and  function  of  the  social  security  program  by  providing  for  the 
payment  of  benefits  in  such  cases.  In  addition,  any  proposal  relating 
to  imputed  earnings  raises  serious  questions  of  equity  and  adminis- 
trative feasibility. 

3.3  SPECIAL  MINIMUM  BENEFIT 

The  Council  considered  a  proposal  recommended  by  the  Subcom- 
mittee on  the  Treatment  of  Men  and  Women  to  reduce  from  one- 
fourth  to  one-sixth  of  the  prevailing  contribution  and  benefit  base 
the  dollar  requirement  for  a  year  of  coverage  after  1950  for  purposes 
of  the  special  minimum  benefit  provision.  (Under  the  law  a  worker 
may  get  a  special  minimum  benefit  equal  to  $9  multiplied  by  the  num- 
ber of  his  years  of  coverage  under  social  security  in  excess  of  10  and 
up  to  a  maximum  of  30  if  that  benefit  exceeds  his  regular  earnings- 
related  benefit.)  The  Subcommittee  report  states  that  the  recom- 
mended change  was  intended  to  "improve  the  protection  afforded 
under  social  security  to  regular  but  low-paid  workers,  the  majority  of 
whom  are  women.  ..." 

The  Council  recommends  no  change  in  the  special  minimum  benefit 
provision.  While  relatively  fewer  women  than  men  may  be  able  to 
qualify  for  the  higher  special  minimum  benefits,  this  difference  results 
from  the  fact  that  women  in  general  have  had  lower  earnings  than  men. 
To  the  extent  that  the  difference  in  earnings  between  men  and  women 
is  the  result  of  discriminatory  treatment  in  the  labor  market,  this 
difference  will  be  rectified  as  greater  equality  between  the  sexes  in 
employment  opportunities,  pay  scales,  etc.,  is  achieved.^  . 

Also,  since  special  minimum  benefits  are  not  automatically  adjusted 
to  increases  in  prices  while  regular  earnings-related  benefits  are,  within 
a  short  period  of  time  the  latter  will  be  larger  in  all  cases  than  the 


'  By  Mrs.  Campbell.  I  do  not  anticipate  that  this  diflerence  in  earnings  between  men  and  women  will 
be  rectified  in  the  near  future.  Currently  the  median  annual  wage  of  full-time  working  women  is  57  percent 
of  that  of  full-time  working  men,  and  this  is  a  ratio  which  has  been  falling  during  the  last  three  years  from 
60  percent.  Although  I  do  agree  that  in  the  long  run  women  will  increase  their  earnings  relative  to  men'o 
earnings,  this  will  take  time.  Currently,  and  in  the  decade  ahead,  more  women  will  wisn  to  enter  the  labor 
force  and  the  supply  of  labor  Is  increasing  relative  to  the  demand  for  labor  so  that  especit^v  during  this 
immediate  period  of  unemployment,  women  may  fare  worse  rather  than  better.  Only  when  young  women 
who  are  entering  the  labor  force  will  seek  occupations  and  gain  employment  in  those  types  of  work  which 
primarily  have  been  done  in  the  past  by  males,  will  the  ratio  move  in  favor  of  women.  Occupations  in  the 

(Continued) 
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special  minimum  benefits  and  the  provision  will  phase  out.  The  Sub- 
comoaittee's  recommendation  would  tend  to  perpetuate  the  special 
minimum  beneht  provision.  The  Council  believes  the  provision  should 
be  allowed  to  phase  out.  This  "phase  out"  will  occur  as  future  regular 
benefit  levels  rise — reflecting  expected  increases  in  general  wage 
levels — and  benefits  for  long-term  regular  workers  under  social  secu- 
rity generally  become  sufficient  to  provide  earnings  replacement  that 
is  reasonably  related  to  their  preretirement  standard  of  living. 

Section  4.  Other  Findings 

Words  that  do  not  denote  gender  should  be  used  in  the  social  security 
provisions  of  the  law  wherever  it  is  practical  to  do  so. 

The  Council  believes  that  words  that  do  not  denote  gender  should 
be  used  in  the  law  wherever  it  is  practical  to  do  so,  provided  no  change 
in  the  intended  meaning  of  the  law  would  result,  i"  or  example,  where 
possible  it  would  be  preferable  for  the  law  to  refer  to  "spouse" 
instead  of  to  "wife"  or  "husband",  and  to  "surviving  spouse"  instead 
of  to  "widow"  or  "widower",  etc.  The  Council  understands  that  there 
is  a  general  principle  of  statutory  construction  that  calls  for  inter- 
preting words  in  a  provision  of  law  which  denote  the  male  sex  as 
meaning  either  sex  unless  there  is  something  else  in  the  law  or  in  the 
legislative  history  of  the  provision  which  precludes  such  an  interpre- 
tation. The  Council  agrees  that  this  should  be  the  case  where  it  is 
not  practical  to  use  words  that  do  not  denote  gender  (and,  in  fact, 
has  followed  the  practice  in  this  report  of  using  "he"  where  "he  or 
she"  is  meant). 


(Continued) 

United  States  are  eitlier  held  primarily  by  men  and  are  relatively  high  paying  or  held  primarily  by  women 

and  are  relatively  low  paying. 

What  percent  of  the  differential  between  the  earnings  of  men  and  women  is  a  residual  after  adjustments 
are  made  for  such  variables  as  education  and  interruptions  over  a  life  time  in  attachment  to  the  labor  force 
which  later  results  in  different  average  durations  of  work  experience  for  women  and  men,  I  do  not  know. 
There  is,  however,  considerable  literature  on  this.  I  refer  the  interested  reader  to  recent  issues  of  the  American 
Economic  Review,  Sept.  1973,  their  Proceedings,  May  1974;  Journal  of  Political  Economy,  March/April  1974,  as 
well  as  to  government  publications,  including  the  1973  Report  of  the  Council  of  Economic  Advisers,  and  Hear- 
ings before  the  Joint  Economic  Committee  of  Congress  on  "  The  Economic  Problems  of  Women,"  July  10-30, 
1973,  printed  in  three  parts. 

In  my  considered  judgment,  a  fair  summary  of  the  literature  is  that  the  difference  in  earnings  between 
women  and  men  due  to  discrimination  will  not  be  corrected  over  any  relatively  short  period  of  time.  Further, 
man  J  women  work  regularly  30  hours  or  less  per  week,  as  in  retail  stores  and  although  they  are  "  permanently 
attached  to  the  labor  force,"  their  total  annual  earnings  are  not  sufhcient  to  give  them  entitlement  for  this 
benefit,  enacted  in  1972  and  designed  to  help  the  regular,  low-paid  worker.  I  support  a  reduction  in  the  re- 
quirement that  annual  earnings  equal  \i  of  annual  prevailing  tax  base  (currently  $14,100)  to  ]4;  that  is 
currently   from   $3,700   per   year   to   $2,350. 
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CHAPTER  6 

OTHER  CASH  BENEFIT  RECOMMENDATIONS 

Section  1.  Universal,  Compulsory  Coverage 

The  social  security  system  should  he  applicable  to  virtually  all  gainful 
employment.  Therefore  Congress  should  develop  immediately  ways  of 
achieving  this,  giving  special  attention  to  those  areas  of  employment, 
in  whi^h  coordinated  coverage  under  social  security  and  existing  staf- 
retirement  systems  would  assure  that  benefits  are  reasonably  related  to 
a  worker's  lifetime  earnings  and  contributions. 

1.1  BACKGROUND 

The  original  Social  Security  Act  of  1935  provided  old-age  insurance 
coverage  only  for  employees  working  in  nonagricultural  industry  and 
commerce — fewer  than  6  out  of  10  jobs  in  the  paid  labor  force.  While 
the  founders  of  the  social  security  program  recognized  the  desirability 
of  universal  coverage,  they  foresaw  legal  problems  with  respect  to 
compulsory  coverage  of  some  groups  and  expected  that  there  would  be 
great  difficulty  in  securing  necessary  reports  of  earnings  for  other 
groups.  As  experience  was  gained  under  the  program,  approaches  that 
would  make  possible  or  facihtate  coverage  for  groups  that  initially 
posed  problems  were  worked  out,  and  coverage  was  extended  to  more 
and  more  groups  until  near-universal  coverage  was  achieved.  For  ex- 
ample, coverage  was  extended  to  regularly  employed  farm  and  domes- 
tic workers,  the  nonfarm  self-employed  (other  than  professional 
groups),  and  some  State  and  local  governmental  employees  (on  a 
group-voluntary  basis)  beginning  in  1951,  to  farm  and  most  profes- 
sional self-employed  people  and  additional  State  and  local  employees 
beginning  in  1955,  and  to  the  remainder  of  the  professional  groups 
(except  doctors)  and  members  of  the  armed  forces  in  1957.  By  1957 
the  coverage  of  the  program  had  reached  virtually  its  present  stage  in 
relation  to  the  objective  of  universal  coverage. 

While  about  9  out  of  10  jobs  are  now  covered  under  social  security, 
a  few  major  areas  of  employment  still  are  not  covered,  either  because  the 
law  specifically  excludes  the  employment  from  coverage  or  because  the 
law  provides  for  coverage  of  the  employment  on  a  group-voluntary 
basis  and  coverage  has  not  been  elected  for  all  groups.  The  Council 
urges  that  the  Congress  move  as  expeditiously  as  possible  to  extend 
compulsory  coverage  to  these  areas  of  employment. 

1.2    PROBLEMS    UNDER   PRESENT   LAW 

The  existence  of  sizable  areas  of  employment  not  covered  by  social 
security  gives  rise  to  serious  inequities  in  benefit  protection — par- 
ticularly for  the  many  workers  who  move  between  covered  and  non- 
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covered  jobs.  Some  of  these  workers  get  windfall  social  security 
benefits  based  on  relatively  short  coverage  under  social  security  while 
others  just  miss  getting  enough  coverage  to  qualify  for  benefits. 
Universal  coverage  would  assure  all  workers  of  benefits  which  could 
be  supplemented  by  pension  plans  and  staff-retirement  plans  that  are 
designed  with  the  knowledge  that  social  security  benefits  will  also 
be  payable.  In  this  way  the  total  benefits  that  a  worker  receives 
could  be  rationally  related  to  past  earnings. 

Despite  the  fact  that  only  a  small  proportion  of  all  jobs  are  not 
covered  by  social  security,  there  is  still  great  potential  for  movement 
of  workers  between  covered  and  noncovered  jobs,  and  many  millions 
of  workers  spend  part  of  their  working  lives  covered  under  social 
security  and  part  covered  only  by  a  staff-retirement  system  or  not 
covered  by  any  system.  More  than  8j^  million  jobs  are  still  not  covered 
under  social  security.  Of  these  noncovered  jobs,  about  2K  million  are 
in  Federal  employment  that  is  specifically  excluded  from  social  security 
coverage  by  Federal  law  because  it  is  covered  under  the  civil  service 
retirement  system  or  one  of  the  smaller  Federal  staff-retirement  sys- 
tems. (When  the  social  security  program  began,  the  civil  service 
retirement  system  was  already  well  established  and  the  advantages 
of  including  Federal  employees  under  social  security  as  well  were  not 
then  apparent.)  About  3K  million  of  the  noncovered  jobs  are  in  State 
and  local  employment  and  are  generally  covered  under  a  State  or  local 
retirement  system.  (Coverage  is  available  to  State  and  local  employees 
on  a  group-voluntary  basis  through  agreements  between  the  Secretary 
of  Health,  Education,  and  Welfare  and  the  individual  States;  coverage 
by  agreement  avoids  legal  and  other  problems  relating  to  Federal- 
State  relationships.)  Also,  more  than  300,000  jobs  with  nonprofit 
organizations  are  not  covered  by  social  security,  most  of  which  are 
covered  by  staff-retirement  plans. 

The  Council  is  particularly  concerned  that  the  existing  situation 
affords  workers  whose  career  employment  is  covered  only  by  a  staff- 
retirement  system  an  unfair  advantage  over  the  majority  of  other 
workers,  who  are  covered  and  contribute  under  social  security  through- 
out their  workmg  lives.  Workers,  such  as  Federal  civilian  workers, 
whose  major  employment  is  not  covered  under  social  security  can, 
through  secondary  employment,  become  entitled  to  social  security 
benefits  which  are  in  the  lower  benefit  range  but  which  represent  a 
very  high  return  on  the  worker's  social  security  contributions.  For 
example,  a  special  study  in  3969  showed  that  more  than  40  percent  of 
all  Federal  civil  service  retirement  annuitants  were  also  drawing 
social  security  benefits  and  about  one-third  of  these  dual  beneficiaries 
received  social  security  benefits  based  on  the  minimum  primary 
insurance  amount.  Benefits  in  the  lower  benefit  range  are  heavily 
weighted  because  they  are  intended  for  people  who  have  had  low 
average  monthly  earnings  over  a  working  lifetime.  Although  the 
wages  of  many  workers  in  noncovered  employment  are  relatively 
high  and  many  such  workers  qualify  for  substantial  staff-retirement 
benefits,  these  workers  are  likely  to  have  artificially  low  average 
monthly  earnings  under  social  security.  (This  is  because  for  social 
security  purposes  earnings  are  averaged  over  a  substantial  number 
of  years  and  the  workers  in  question  usually  have  covered  earnings 
in  relatively  few  years.)  In  many  instances  the  benefits  that  they 
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qualify  for  under  social  security  when  combined  with  the  benefits 
they  qualify  for  under  the  civil  service  retirement  system  (or  another 
system  that  embraces  employment  not  covered  by  social  security) 
are  high  in  relation  to  their  earnings  and  contributions ;  in  some  cases 
the  combined  monthly  benefits  exceed  previous  pay.  The  cost  of  the 
windfall  social  security  benefits  payable  in  such  situations  must  be 
borne  by  all  covered  workers  and  their  employers. 

In  addition,  there  are  opportunities  for  windfall  benefits  for  entire 
groups  of  State  and  local  employees  because  of  the  special  provisions 
for  social  security  coverage  of  employment  for  State  and  local  govern- 
ments on  a  group-voluntary  basis.  Coverage  for  State  and  local 
employment  may  be  terminated  after  coverage  has  been  in  effect 
for  7  years,  and  in  recent  years  coverage  has  been  terminated  for  some 
State  and  local  groups.  It  is  possible  for  a  group  to  select  a  termination 
point  when  most  of  its  members  have  qualified  for  continuing  social 
security  protection,  including  eventual  eligibility  for  Medicare  pro- 
tection. Such  terminations  of  coverage  should  not  be  permitted  since 
they,  too,  impose  an  unfair  additional  cost  on  all  who  are  regularly 
covered  under  social  security.  The  Council  notes  that  the  basis  for 
not  making  coverage  compulsory  for  State  and  local  employees  is 
being  reexamined  by  the  Social  Security  Administration  in  light  of 
recent  legal  decisions  in  this  area  concerning  the  immunity  of  the 
States  from  Federal  taxation. 

1.3    RECOMMENDATIONS 

Before  deciding  to  recommend  universal  coverage  under  social 
security,  the  Council  considered  other  approaches  for  dealing  with  the 
windfall  benefits  problem  in  cases  where  the  person  is  also  entitled  to  a 
staff -retirement  pension  based  on  work  that  is  not  covered  by  social 
security.  For  example,  consideration  was  given  to  recommending 
offsets  in  social  security  benefits,  or  a  change  in  the  method  of  com- 
puting social  security  benefit  amounts,  to  take  account  of  the  staff- 
retirement  pensions.^  The  Council  concluded  that,  because  these 
alternatives  represent  piecemeal  and  usually  complicated  approaches 
to  the  problem,  they  would  not  achieve  equitable  results  and  would  be 
difficult  to  administer. 

Extending  social  security  coverage  on  a  mandatory  basis  to  Federal 
civil  service  employment  and  noncovered  State  and  local  employ- 
ment would  provide  coverage  for  about  6  million  additional  jobs  and 
would  over  the  long  run  eliminate  the  payment  of  windfall  social 
security  benefits  to  workers  in  such  employment.  Contributions  would 
exceed  benefit  payments  by  large  amounts  shortly  after  extension  of 
coverage  but  such  balances  would  decrease  as  benefits  based  on  newly 
covered  employment  rose  rapidly  in  the  future.  It  is  estimated  that 
over  the  long-range  future,  extension  of  coverage  to  such  employment 
would  result  in  a  reduction  in  costs  of  about  0.25  percent  of  taxable 
payroll  to  the  social  security  cash  benefits  program  and  0.10  percent 
to  the  hospital  insurance  program. 

The  Council  recognizes  that  many  difficulties  must  be  overcome  if 
the  objective  of  universal,  compulsory  coverage  under  social  security 

1  By  Mr.  Arnold,  Mr.  Cleary,  and  Mrs.  Norwood.  We  feel  that  this  statement  is  inconsistent  with  certain 
recommendations  made  by  the  Council. 
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is  to  be  achieved.  However,  it  is  of  great  importance  from  the  stand- 
point of  assuring  good  basic  protection  for  all  workers  on  an  equitable 
basis  that  all  jobs  be  compulsorily  covered  under  social  security.  The 
Council  therefore  urges  the  Congress  to  act  promptly  to  extend  cover- 
age to  the  noncovered  areas  of  employment. 

Section  2.  The  Minimum  Benefit 

The  Council  notes  the  changing  junction  of  the  minimum  benefit  and 
recommends  that,  jor  people  who  start  getting  benefits  in  the  future,  the 
minimum  initially  payable  should  be  held  constant  at  the  level  in  effect 
at  the  time  the  proposal  is  adopted.  As  under  the  law  now,  all  benefits, 
including  those  at  the  minimum  level,  should  be  kept  up  to  date  with  prices 
after  people  become  entitled  to  benefits. 

2.1    PRESENT  LAW 

In  its  review  of  the  present  social  security  benefit  structure  and  its 
consideration  of  proposals  to  stabilize  replacement  rates,  the  Council 
gave  particular  attention  to  the  minimum  and  near-minimum  benefit 
levels.  Under  the  law,  the  regular  minimum  benefit  (now  $93.80)  will, 
like  other  benefits,  be  increased  for  both  current  beneficiaries  and 
future  beneficiaries  as  the  Consumer  Price  Index  rises  in  the  future. 
Benefits  based  on  this  minimum  are  payable  on  the  basis  of  average 
monthly  earnings  under  social  security  of  $76  or  less — an  average  so 
low  as  to  indicate  weak  attachment  to  the  labor  force.  The  minimum 
of  $93.80  replaces  at  least  123.42  percent  of  the  average  monthly 
earnings  on  which  it  was  based. ^  And  the  percentage  replacements  of 
average  monthly  earnings  at  the  minimum  will  continue  to  increase 
for  future  beneficiaries  as  the  Consumer  Price  Index  rises,  if  present 
law  is  not  changed. 

2.2    ISSUES 

The  Council  has  reviewed  the  history  of  the  social  security  minimum 
benefit  and  the  changing  characteristics  of  those  who  get  benefits 
based  on  the  minimum  and  has  concluded  that,  in  the  future,  the 
relative  significance  of  the  minimum  benefit  should  be  reduced. 

A  minimum  benefit  of  $10  was  originally  adopted  in  the  interest  of 
administrative  efficiency  and  to  avoid  the  public  relations  problems 
that  would  arise  if  very  small  monthly  benefits  were  paid.  The  mini- 
mum benefit  has,  over  the  years,  been  increased  more  than  twice 
as  much  as  benefits  generally  have  increased.  In  large  part,  dis- 
proportionate increases  have  been  made  on  the  basis  of  arguments 
related  to  the  "inadequacy"  of  the  minimum  benefit  for  meeting 
individual  needs.  Whatever  validity  such  arguments  may  have  had, 
the  Council  believes  that  there  is  a  limit  beyond  which  there  should 
not  be  included  in  the  earnings-related  social  securit}-  program  benefits 
that  exceed  the  earnings  on  which  they  are  based.  The  Council  also 
believes  that  the  enactment  of  the  supplemental  security  income 
program  should  have  made  it  unnecessar}-  to  increase  the  social 
security  mininmm  benefit  to  promote  social  welfare  objectives  and 

'  Since  the  minimum  is  payable  at  all  average  monthly  earnings  levels  below  $76,  in  many  cases  it  is  a 
auch  higher  percentage  of  average  earnings. 


215 


37 

recommends  that  future  efforts  to  assure  minimum  adequate  income 
be  channeled  through  such  means-tested  programs. 

Furthermore,  the  Council  is  concerned  that  benefits  at  minimum 
and  near-minimum  levels  are  increasingly  paid  not  to  people  who 
have  substantial  attachment  to  work  covered  by  the  social  security 
program  but  to  people  who  were  not  primarily  dependent  on  earnings 
in  covered  employment  during  their  working  years.  An  ever-increasing 
minimum  increasingly  provides  a  windfall  to  the  latter  group  and 
therefore  is  less  justifiable  as  a  social  insurance  benefit.  At  the  present 
time  (and  increasingly  in  the  future)  virtually  everyone  with  sub- 
stantial long-term  work  in  covered  employment  will  qualify  for  an 
earnings-related  benefit  in  excess  of  the  minimum.  For  example,  a 
man  retiring  at  age  65  in  1974  who  worked  throughout  his  life  at  the 
prevailing  Federal  minimum  wage  would  have  a  benefit  of  $181.60, 
almost  double  the  $93.80  minimum.  Even  if  he  had  had  such  earnings 
over  a  much  shorter  period,  his  benefit  would  still  exceed  the  minimum. 

2.3  ALTERNATIVES  CONSIDERED 

The  Council  considered  several  ways  to  reduce  the  significance  of 
the  minimum  benefit.  The  alternatives  considered  included  eliminat- 
ing the  minimum  benefit,  gradually  reducing  the  amount  of  the  mini- 
mum, and  gradually  reducing  the  highest  earnings  levels  at  which  the, 
minimum  would  be  payable.  Absolute  elimination  of  the  minimum 
benefit — while  theoretically  reasonable — would  adversely  affect  the 
retirement  plans  of  many  people  now  approaching  retirement.  The 
other  alternatives  considered  were  laid  aside  after  the  Council  decided 
to  recommend  fundamental  changes  in  the  method  of  computing  bene- 
fits (see  chap.  3,  sec.  3).  The  Council  therefore  adopted  an  approach 
which  will  freeze  the  current  benefit  table,  including  the  minimum 
and  near-minimum  benefit  levels,  for  as  long  as  these  benefit  levels 
may  prove  more  generous  than  those  resulting  under  the  revised  benefit 
formula.  Thus,  in  effect,  the  minimum  benefit  at  initial  entitlement 
would  be  frozen  indefinitely  at  the  level  in  effect  when  the  change  is 
adopted.  This  approach  is  not  only  least  disruptive  to  individual 
retirement  plans  but  is  also  compatible  with  the  Council's  recom- 
mendation for  basic  changes  in  the  method  of  computing  benefits. 
(See  chap.  3,  sec.  3;  and  chap.  7,  sec.  4.1.) 

2.4  EFFECTS  OF  RECOMMENDATION 

The  recommendations  to  freeze  the  minimum  benefit  under  the 
present  system  and  to  limit  replacement  rates  at  low  earnings  levels 
under  the  proposed  new  system  for  computing  benefits  (discussed  in 
chap.  3,  sec.  3)  will  strengthen  the  wage-related  nature  of  the  program 
in  the  future,  and,  at  the  same  time,  will  not  reduce  benefit  levels 
below  those  in  effect  when  the  new  system  is  implemented.  The  Coun- 
cil recognizes,  however,  the  reliance  of  many  beneficiaries  today  on 
social  security  benefits  based  on  low  earnings  and  the  need  to  assure 
that  the  purchasing  power  of  benefits  for  all  people,  once  they  have 
started  getting  benefits,  will  be  maintained.  We,  therefore,  recommend 
that  all  beneficiaries  who  become  entitled  to  benefits  in  the  future 
have  their  benefits  kept  up  to  date  with  the  Consumer  Price  Index 
once  they  are  on  the  benefit  rolls. 
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2.5    REI-ATED    CHANGES    NEEDED 

There  are  some  workers  with  substantial  work  histories,  but  very 
low  earnings  (such  as  domestics,  migrant  farm  workers,  and  some 
manual  laborers),  who  depend  on  their  covered  earnings  when  working 
and  for  whom  minimum  social  security  benefits  may  be  the  primary, 
if  not  the  only,  source  of  retirement  income.  In  order  to  compensate 
for  the  fact  that  such  workers  and  their  dependents  and  survivors 
who  initially  qualify  for  benefits  in  the  future  might  get  lower  benefits 
under  the  recommendation  than  they  would  get  if  the  present  mini- 
mum benefit  provisions  were  retained,  some  alternative  source  of  addi- 
tional income  should  be  provided  for  them.  The  Council  believes  that 
a  needs-tested  program,  such  as  the  supplemental  security  income 
program,  is  appropriate  for  ])roviding  additional  income  for  such 
workers.  However,  a  substantial  proportion  of  the  people  affected  by 
the  recommendation  will  be  between  ages  62  and  65  when  they  apply 
for  social  security  benefits  and,  therefore,  will  not  be  eligible  for 
supplemental  security  income  payments.  In  order  to  avoid  creating 
new  hardships,  it  is  essential  to  assure  that  those  who  depend  on 
minimum  social  security  benefits  be  provided  for  either  through  the 
supplemental  security  income  program  or  by  some  other  means.  One 
change  in  the  supplemental  security  income  program  the  Council 
believes  should  be  considered  is  lowering  from  65  to  62  the  age  of 
eligibility  for  people  who  cannot  qualify  for  payments  on  account  of 
disability  or  blindness. 

Section  3.  Older  Disabled  Workers 

A  worker  aged  55  or  older  who  cannot  meet  the  general  test  oj  disability 
in  present  law  should  he  eligible  jor  reduced  social  security  disability 
benefits  if  he  is  otherwise  eligible  and  can  no  longer  engage  in  substantial 
gainful  activity  requiring  skills  or  abilities  comparable  to  those  required 
in  any  gainful  activity  in  which  he  has  previously  engaged  with  some 
regularity  and  over  a  substantial  period  oj  time. 

3.1  present  law 

The  definition  of  disability  in  the  social  security  law  that  is  applic- 
able to  all  workers  except  older  blind  workers  is,  in  effect,  a  test  of 
total  disability:  inabiUty  to  engage  in  any  substantial  gainful  activity 
by  reason  of  a  medically  determinable  physical  or  mental  impairment 
that  has  lasted  or  is  expected  to  last  at  least  12  months,  or  to  result 
in  death.  An  exception  is  provided  for  blind  workers  aged  55  and  older, 
who  can  qualify  for  benefits  under  a  less  strict  test  of  disability.  Under 
this  test,  a  blind  worker  aged  55  or  older  is  considered  disabled  for 
social  security  purposes  if,  because  of  blindness,  he  can  no  longer 
engage  in  substantial  gainful  activity  requiring  skills  or  abilities  com- 
parable to  those  required  in  any  gainful  activity  in  which  he  has 
previously  engaged  with  some  regularity  and  over  a  substantial  period 
of  time. 

3.2    ISSUES 

The  present  general  definition  of  disability,  while  appropriate  for 
younger  workers,  is  unrealistic  when  applied  to  older  workers.  A 
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severe,  but  not  totally  disabling,  impairment  can  have  virtually  the 
same  impact  on  an  older  worker  as  does  total  disablement  on  a  younger 
worker.  Many  workers  who  drop  out  of  the  labor  force  in  their  fifties 
and  early  sixties  do  so  because  of  impairments  that  are  not  yet  totally 
disabling  for  all  work  but  that  prevent  them  from  continuing  in  the 
kinds  of  work  they  have  done  regularly.  In  many  instances,  they 
cannot,  as  a  practical  matter,  estabhsh  new  vocational  skill?  because 
of  advanced  age.  Unable  to  qualif}'  for  social  security  disability  bene- 
fits, they  may  have  little  or  no  regular  income. 

3.3    EFFECT    OF    RECOMMENDATION 

The  Council  has  concluded  that  the  test  of  disability  now  appli- 
cable to  older  blind  workers  should  be  extended  to  other  older  handi- 
capped workers  without  regard  to  the  cause  of  disability.  Under 
this  test,  a  medically  impaired  individual  who  is  otherwise  eligible 
and  who  could  no  longer  do  his  previous  work  would  be  considered 
disabled  if  his  major  skills  or  abilities  could  not  be  transferred  to 
related  jobs  or  fields.  For  example,  an  age-55  truck  driver  who  lost 
his  job  because  he  could  no  longer  drive  a  truck  would  be  found  to 
be  disabled  if  he  had  no  other  major  skills  or  abilities  that  could  be 
transferred  to  another  job.  Oq  the  other  hand,  if  the  same  person 
were  still  able  to  drive  but  lost  his  former  job  because  he  was  not 
able  to  do  heavy  lifting  which  was  a  requirement  of  his  job,  he  would 
not  be  disabled  since  he  could  transfer  his  driving  skills  to  another  job. 

The  aim  of  the  Council's  recommendation  is  to  provide  disability 
benefits  in  those  situations  where  the  older  handicapped  worker 
cannot  realistically  be  expected  to  be  able  to  work,  considering  his 
impairment  and  the  skills  he  has  developed  from  past  work.  The  Coun- 
cil is  equally  concerned  with  the  desirability  of  maintaining  incentives 
for  older  handicapped  workers  to  use  already-developed  skills.  The 
Council  believes  that  the  definition  of  disability  it  is  recommending 
for  older  workers,  which  is  the  same  as  that  recommended  by  the  1971 
Advisory  Council,  will  provide  needed  protection  for  older  handicapped 
workers  without  interfering  with  work  incentives  or  subjecting  the 
program  to  unwarranted  increases  in  program  costs. 

3.4   ALTERNATIVES   CONSIDERED  ^ 

In  arriving  at  the  recommendation  for  a  modification  in  the  defini- 
tion of  disability  for  older  handicapped  workers,  the  Council  was 
sensitive  to  the  fact  that  the  cost  of  the  disability  insurance  program 
has  been  increasing  rapidly  in  recent  years  and  has  substantially 
exceeded  the  estimated  cost.  For  these  reasons  the  Council  rejected  a 
definition  of  disability  for  older  handicapped  workers  that  would  be 
less  strict  than  the  one  now  applicable  to  the  blind.  Under  this  defini- 
tion, a  worker  would  be  eligible  for  benefits  if  he  were  so  disabled  that 
he  could  no  longer  engage  in  substantial  gainful  activity  in  his  last 
regular  occupation.  This  alternative  would  be  substantially  more 
expensive  than  the  definition  that  is  being  recommended. 

'  See  statement  by  Mr.  Arnold,  Mr.  Cleary,  and  Mrs.  Norwood,  statement  of  Mr.  Danstedt,  and  statement 
of  Mr.  Byrnes,  Mr.  Faulkner,  Mr.  Scanlon,  and  Mr.  Smith. 
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3.5  COST  AND   NUMBER  AFFECTED 


As  a  way  of  reducing  the  cost  of  the  recommended  definition  of 
disability  for  older  workers,  the  Council  recommends  that  the  benefits 
paid  under  the  definition  be  equal  to  80  percent  of  the  full  benefits 
that  a  disabled  worker  receives  if  he  meets  the  regular  definition  of 
disability  in  the  law.  (The  benefit  rate  would  be  the  same  as  that  now 
payable  to  workers  who  receive  retirement  benefits  starting  at  age 
62.)  Such  a  provision  would  have  a  significantly  lower  cost  than  would 
a  proposal  which  provided  for  full-rate  benefits. 

As  an  additional  measure  to  keep  down  the  cost,  the  Council 
recommends  that  Medicare  protection  should  not  be  made  available 
to  those  older  disabled  workers  who  would  qualify  for  benefits  only 
under  the  less  stringent  definition  being  proposed.  (Under  present 
law,  a  person  who  has  been  entitled  to  disability  benefits  for  24 
months  becomes  entitled  to  Medicare  protection.)  The  Covmcil 
recommends  that  Medicare  protection  for  this  group  should  be 
considered  in  conjunction  with  congressional  deliberations  on  the 
issue  of  national  health  insurance. 

The  Council's  recommendation  for  providing  benefits  to  older 
disabled  workers  who  are  not  eligible  under  present  law,  with  the 
recommended  cost-reduction  measures,  would  have  a  long-range  cost 
of  0.13  percent  of  taxable  payroll  (about  $0.7  billion  for  months  in 
1976,  the  first  full  calendar  year). 

3.6  OTHER  CONSIDERATIONS 

The  Council  is  aware  of  the  concerns  expressed  in  the  July  1974 
Committee  Staff  Report  on  the  Disability  Insurance  Prograni.^  In 
that  report,  the  staff  expressed  the  view  that  "sounder  information  is 
needed  on  the  ramifications  of  the  current  definition"  and  recom- 
mended that  "if  the  current  Advisory  Council  does  make  legislative 
recommendations  in  addition  to  studying  the  actuarial  condition  of 
the  program,  an  examination  of  the  definition  of  disability  would 
appear  essential."  While  the  Council  did  acquaint  itself  with  the  way 
in  which  the  present  definition  is  applied  and  with  certain  operating 
experiences  under  that  definition,  it  has  not  been  able  to  undertake, 
in  the  limited  time  available,  a  definitive  study  of  experience  under 
the  disability  program.  The  Council  took  note  of  the  fact  that  the 
Committee  on  Ways  and  Means  appointed  an  ad  hoc  subcommittee 
to  review  the  problems  and  issues  mentioned  in  the  Committee  Staff 
Report.  The  Council's  recommendation  to  fill  the  present  gap  in 
disability  protection  for  older  workers,  together  with  its  recommenda- 
tion that  financing  be  provided  to  meet  the  cost  of  the  change,  will 
not  aggravate  the  problems  mentioned  in  the  Committee  Staff  Report 
and  may  ameliorate  some  of  them. 

Section  4.  Effect  of  Social  Security  on  Minority  Groups 

The  terms  and  benefits  of  the  social  security  program  are  uniformly 
applicable  to  all  individuals  covered  by  the  program  regardless  of  race 
or  ethnic  identification.  Because  racial  and  ethnic  groups  may  have 

»  Prepared  by  the  Staff  of  the  Committee  on  Ways  and  Means  of  the  House  of  Representatives. 
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different  economic,  demographic,  and  sociological  characteristics, 
however,  the  program  may  have  different  impacts  on  the  various 
groups.  The  Council  concerned  itself  with  the  question  of  how  minority 
groups  fare  under  social  security  and  found  that  the  available  data 
were  inconclusive.  The  Social  Security  Administration  is  conducting 
studies  bearing  on  this  subject,  and  the  Council  recommends  con- 
tinuing study  so  that  when  changes  in  social  security  are  being 
considered,  the  Congress  and  future  Advisory  Councils  will  have 
before  them  adequate  information  on  the  program's  impact  on 
minority  groups. 

As  an  examp'e,  one  suggestion  often  heard  is  that  since  the  longevity 
of  blacks  is  less  than  that  of  whites,  the  social  security  program  should 
be  adjusted  to  take  this  difference  into  account.  It  is  not  clear,  how- 
ever, to  what  extent  other  provisions  of  the  program  such  as  survivors 
benefits,  disability  benefits,  and  the  weighting  in  favor  of  low-paid 
workers  in  the  benefit  formula  may  offset  whatever  disadvantage 
nonwhites  may  experience  under  social  security  because  of  lesser 
longevity.  Further  data  and  analysis  are  necessary  before  an  adequate 
evaluation  can  be  made  of  proposals  to  modify  social  security  to 
compensate  for  the  lesser  longevity  of  nonwhites  or  other  definable 
groups. 

Section  5.  Program  Simplification 

When  juture  changes  in  the  social  security  program  are  considered, 
the  effect  of  these  changes  from  the  standpoint  ojf  program  simplification 
should  be  taken  into  account.  Continuing  attention  should  he  given  to 
simplifying  the  program,  subject  to  considerations  oj  equity  and  cost. 

5.1    BACKGROUND   AND    DISCUSSION 

When  the  social  security  program  started  in  1937  it  provided  only 
retirement  protection  for  workers  and  covered  onl}^  jobs  in  commerce 
and  industry — less  than  6  out  of  10  jobs.  Today,  9  out  of  10  jobs  are 
covered,  and  the  program  provides  not  only  retirement  insurance  but 
also  survivors  and  disability  insurance  and  Medicare.  The  history 
of  the  program  has  been  characterized  by  many  changes  and  con- 
tinuous growth.  Originally  there  was  only  one  category  of  bene- 
ficiaries; now  there  are  many.  The  forms  of  protection  added,  the 
extension  of  coverage  to  additional  groups,  the  additions  and  refine- 
ments made  to  the  beneficiary  categories,  and  numerous  other  changes 
have  made  the  social  security  program  more  effective  but  also  in- 
creasingly complex. 

Complexity  is  also  a  byproduct  of  the  continuing  concern  of  the 
Congress  that  the  social  security  program  be  as  equitable  as  possible. 
This  concern  has  prompted  the  enactment  of  special  provisions  for 
individual  groups.  For  example,  the  child's  benefits  provisions  have 
been  amended  over  the  years  to  provide  benefits  for  special  groups 
of  children  who,  it  was  believed,  should  be  protected  under  the  pro- 
gram since  they  are  dependent  on  the  worker,  and  there  are  different 
eligibility  and  dependency  requirements  for  each  group  of  children. 

The  social  securitj^  law  now  has  so  many  ramifications  and  so  many 
complex  provisions  that  few  people  covered  under  social  security 
understand  the  nature  and  extent  of  the  protection  provided.  This 
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lack  of  understanding  can  frustrate  individual  efforts  to  plan  retire- 
ment and  to  work  toward  building  additional  protection  to  supple- 
ment social  security.  The  complexities  of  the  program  have  also  made 
its  administration  increasingly  difficult. 

The  Council  recognizes  the  difficulties  involved  in  developing  legis- 
lative proposals  to  simplify  the  social  security  program  which  would 
avoid  substantial  cost  and  yet  not  reduce  benefits  for  some  bene- 
ficiaries. Many  legislative  changes  that  would  promote  better  under- 
standing of  the  program  and  facilitate  administration  would 
unnecessarily  raise  benefit  levels  for  some  groups  of  beneficiaries.  The 
increased  costs  that  would  result  would  have  to  be  borne  by  all  em- 
ployers and  workers  who  participate  in  the  social  security  program. 
Other  proposals  for  simplification  which  would  have  no  costs  or  which 
would  result  in  a  savings  to  the  program  would  significantly  delib- 
eralize  eligibility  requirements  or  benefit  levels  for  some  beneficiaries. 

5.2    CONCLUSION 

When  considering  various  changes  in  the  social  security  program, 
the  Council  has  kept  the  goal  of  program  simplification  in  mind,  and 
some  of  the  proposals  the  Council  is  recommending  elsewhere  in  this 
report  would  have  the  ancillary  effect  of  simplifying  the  provisions  of 
the  social  security  program.  The  Council's  recommendation  that  the 
monthly  measure  under  the  retirement  test  be  eliminated  would 
simplify  the  administration  of  the  retirement  test  provisions.  The 
method  of  computing  benefits  the  Council  is  recommending  would, 
over  the  long  run,  be  a  desirable  simplification  over  the  present  method. 
Also,  in  addressing  the  issue  of  equal  treatment  of  men  and  women 
under  the  program,  the  Council  has  chosen  to  recommend  that  the 
dependency  test  be  eliminated  for  eligibility  for  husband's  and 
widower's  benefits  instead  of  recommending  the  addition  of  a  depend- 
ency test  for  wife's  and  widow's  benefits.  The  Council  notes  the  work 
which  the  Social  Security  Administration  has  done  in  devising  possible 
program  simplifications  (particularly  the  proposals  developed  by  the 
Social  Security  Administration  Task  Force  on  Program  Simplification) 
and  urges  that  continuing  attention  be  given  to  achieving  the  objective 
of  simplifying  the  social  security  program  with  due  consideration  for 
equity  and  cost. 

The  Council  recognizes  that  the  Congress,  as  it  has  in  the  past, 
will  continue  to  take  into  account  considerations  of  equity  and  the 
needs  of  special  groups  when  making  changes  in  the  social  security 
program.  The  Council  recommends,  however,  that  when  future  changes 
are  considered  the  effect  of  these  changes  in  simplifying  or  complicating 
the  social  security  program  also  be  taken  into  account.  In  addition, 
the  Council  suggests  that  the  Congress  take  into  account  the  impact 
on  the  Social  Security  Administration's  responsibilities  for  administer- 
ing the  social  security  program  in  future  decisions  as  to  whether  or  not 
to  broaden  the  Social  Security  Administration's  responsibilities  to 
embrace  the  administration  of  programs  that  are  not  part  of  social 
insurance. 
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Section  6.  Frequency  of  Cost-of-Living  Adjustments  in  Social 

Security  Cash  Benefits 

Under  present  law,  social  security  cash  benefits  can  be  inci eased 
automatically  each  June  if  the  Consumer  Price  Index  has  risen  by  3 
or  more  percent  between  specified  base  measuring  periods.  Even 
during  periods  of  rapid  inflation,  the  automatic  benefit  increases  can 
occur  no  more  frequently  than  once  a  year.  Members  of  the  Council 
are  concerned  about  the  short-range  impact  of  rapid  increases  in  the 
cost  of  living  on  social  security  beneficiaries  and  the  difficulties  many 
of  them  may  face  as  the  purchasing  power  of  their  benefit  dollar  is 
eroded. 

The  Council  notes  that  in  1972,  when  the  provision  for  automatic 
adjustment  of  benefits  was  enacted,  the  Congress  expressed  the 
intent  that  the  purchasing  power  of  social  security  beneficiaries  should 
at  least  be  maintained.  The  Council  also  notes  that,  in  recognition 
of  the  rapidly  rising  prices  during  the  past  2  years,  the  Congress 
modified  the  automatic  adjustment  provisions  in  1973  to  provide 
benefit  increases  sooner  than  called  for  under  the  1972  law. 

The  Council  also  recognizes  that  proposals  for  more  frequent 
adjustments  would  raise  questions  of  equity  between  workers  and 
beneficiaries  particularly  when,  in  times  of  very  rapid  inflation,  wage 
increases  may  lag  behind  price  increases  for  a  year  or  longer.  And 
it  is  recognized  that  such  proposals  could  have  significant  technical 
and  administrative  ramifications,  as  well  as  cost  effects.  In  the  limited 
time  available  to  this  Council,  it  was  not  possible  to  explore  fully 
and  analyze  all  the  implications  of  alternative  proposals  to  improve 
the  responsiveness  of  the  automatic  benefit  adjustment  provisions  to 
rapid  inflation. 

In  view  of  congressional  intent  and  the  fact  that  most  beneficiaries 
have  only  a  small  margin  for  reduction  in  purchasing  power,  the 
Council  recommends  that  the  Administration  and  the  Congress  give 
consideration  to  proposals  that  would,  in  times  of  especially  rapid 
inflation,  keep  beneficiaires'  purchasing  power  more  current  than  is 
possible  under  the  present  system  of  annual  adjustments. 


53-424  O  -  75  -  15 


223 

CHAPTER  7 

FINANCING 

The  Chairman  of  the  Council  appointed  a  Subcommittee  on  Finance^ 
to  review  the  financial  aspects  of  the  social  security  system.  It  was 
assisted  by  five  independent  professionals,  two  economists  and  three 
actuaries.  In  the  limited  time  available,  the  review  was  necessarily 
concentrated  on  the  OASDI  program  because  it  faces  financing 
difficulties.  The  report  of  the  Subcommittee  will  be  summarized  in 
this  chapter,  but  for  additional  information  on  any  particuar  item, 
the  reader  is  referred  to  the  Subcommittee's  detailed  report  which  is 
attached  as  Appendix  A. 

Section  1.  Basic  Characteristics  of  Old-Age,  Survivors,   and 
Disability  Insurance  Program 

1.1  current  cost  financing 

The  financing  of  the  OASDI  system  is  based  on  the  "current  cost" 
method.  Under  this  approach,  no  fund  is  created  during  the  life  of  a 
worker  from  which  his  benefits  are  ultimately  paid.  Instead  the  social 
security  taxes  he  pays  are  immediately  paid  out  by  the  government 
to  persons  who  are  already  beneficiaries.  His  own  benefits  will  be 
paid  from  taxes  that  are  collected  in  the  future  from  persons  who  are 
then  working.  The  tax  rate  is  set  so  as  to  provide  tax  receipts  that 
approximate  current  expenditures.  In  essence,  the  plan  transfers 
money  from  one  generation  to  another  with  the  amount  taken  from 
the  one  generation  being  measured  by  the  other  generation's  benefit 
requirements. 

The  current  cost  method  would  be  unacceptable  for  a  private 
pension  plan,  but  it  is  a  sound  alternative  for  OASDI,  because  the 
government  has  the  continuing  power  to  tax  future  workers  in  order 
to  pay  benefits  in  the  future  to  those  who  are  now  working.  If  OASDI 
were  funded,  in  the  actuarial  sense,  by  creating  a  fund  of  one  or  two 
trillion  dollars,  that  fund  would  have  to  be  invested.^  The  largest 
part  would  almost  certainly  go  into  government  bonds  because  they 
are  considered  to  be  the  safest  investment.  The  value  of  such  bonds, 
however,  depends  on  the  power  of  the  government  to  tax  in  the  future. 
There  would  be,  therefore,  no  really  greater  security  behind  the  system 
than  there  is  today,  but  the  funding  would  have  a  ver}^  real  effect 
on  capital  formation  in  this  country. 

In  fact,  even  with  the  current  cost  method,  the  OASDI  system  has 
affected  the  capital  formation  of  the  country  and  will  continue  to 

1  Members  of  the  Subcommittee  were  Rudolph  T.  Danstedt,  Elizabeth  C.  Norwood,  and  J.  Henry  Smith, 
with  J.  W.  Van  Gorkom  as  Chairman. 

2  By  comparison,  the  Federal  debt  outstanding  at  the  end  of  fiscal  year  1975  held  by  the  public  is  estimated 
to  be  about  $360  billion. 

(45) 
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affect  it  in  ways  that  are  not  clearly  understood  at  this  time.  Since 
the  formation  of  adequate  capital  for  the  nation's  needs  is  a  currently 
pressing  problem,  the  Council  strongly  recommends  that  a  study  of 
the  relationship  between  the  financing  of  the  social  security  system 
and  capital  formation  be  made  at  the  earliest  possible  time. 

1.2   MEASURING  LONG-RANGE   COSTS 

In  discussing  the  "cost"  of  the  OASDI  system,  the  use  of  numbers 
in  absolute  dollars  is  of  little  help,  because  there  are  constant  changes 
in  the  number  of  workers,  beneficiaries,  wage  and  benefit  levels  and 
other  factors.  Throughout  this  report,  therefore,  we  will  be  expressing 
"cost"  as  a  percentage  of  total  covered  earnings,  meaning  earnings 
subject  to  the  OASDI  tax.  This  is  the  measure  of  cost  that  will  be 
used  herein  because  it  focuses  attention  on  the  size  of  the  burden  to 
be  borne  by  each  individual  taxpayer  and  employer.  As  an  example, 
the  cost  of  the  system  in  1974  was  10.67  percent  of  covered  earnings. 
Since  total  covered  earnings  in  1974  approximated  $600  billion,  ab- 
solute cost  of  the  system  in  that  year  was  around  $64  billion. 

1.3  OASDI  TAX  RATES 

The  current  tax  rate  for  OASDI  is  9.9  percent,  payable  on  all 
earnings  up  to  $14,100.^  The  total  tax  is  split  equally  between  the 
employer  and  employee,  with  each  paying  4.95  percent.  (To  this  is 
added  .9  percent  for  hospital  insurance  making  a  total  social  security 
tax  of  5.85  percent  borne  by  each.)  The  cash  benefits  tax  rate  for  the 
self-employed  was  originally  established  at  a  level  of  150  percent  of 
the  employee's  tax.  However,  in  recent  years  it  has  been  frozen  at 
7  percent. 

1.4  WEIGHTED  BENEFIT  STRUCTURE 

While  the  tax  rate  for  all  employees  is  the  same,  the  benefits  are 
not  equal.  They  are  weighted  in  favor  of  lower-paid  workers  and  those 
with  dependents..  The  low-paid  worker  receives  a  benefit  that  is  a 
higher  percentage  of  his  (or  her)  average  earnings  than  does  the 
higher-paid  employee,  even  though  the  latter  receives  a  larger  absolute 
amount.  This  weighting  of  the  benefit  schedule  represents  society's 
recognition  of  "adequacy"  as  a  criterion  of  the  plan,  and  is  a  departure 
from  the  strict  principle  of  individual  equity.  Another  such  social 
concept  is  found  in  the  fact  that  a  married  worker  receives  certain 
protection  for  his  dependents  without  paying  any  more  premium 
than  a  single  worker  who  receives  no  such  protection. 

The  entire  social  security  program  is  necessarily  a  blend  of  social 
goals  and  individual  equity.  Maintaining  the  proper  blend  is  very 
important  if  we  are  to  sustain  the  workers'  support  of  the  plan.  To 
date,  most  workers  feel  responsible  for  the  system  because,  while 
aware  of  the  social  weighting  within  the  program,  they  still  view  their 
protection  as  being  reasonably  related  to  the  taxes  they  pay.  This 
attitude  is  important  to  the  success  of  social  security.  It  becomes  an 
important  factor  when  considering  the  introduction  of  additional 
welfare-type  benefits  or  methods  of  financing  from  general  revenues. 

'  The  $14,100  applies  to  earnings  of  1975.  The  amount  rises  each  year  in  accordance  with  the  increase  in 
average  wages  in  covered  employment. 
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Section  2.  Automatic  Adjustment  to  Inflation 

In  the  40  years  since  the  program  was  created,  Congress  has  voted 
many  raises  "^in  benefits.  Whenever  such  raises  were  enacted,  the  tax 
rate 'was  usually  also  increased  to  help  cover  the  additional  cost.  The 
maximum  amount  of  wages  subject  to  tax  has  likewise  been  raised 
from  time  to  time. 

2.1    BENEFITS 

In  1972,  Congress  made  a  basic  change  in  the  system.  It  modified 
the  ad  hoc  approach  and  provided  that  thereafter  benefits  would  in- 
crease automatically  in  accordance  with  changes  in  the  cost  of  living, 
without  any  action  by  Congress.  The  cost  of  living  is  to  be  measured 
by  the  Consumer  Price  Index  (CPI).  The  first  such  automatic  increase 
is  now  scheduled  to  take  place  for  the  month  of  June  1975,  with  the 
increase  in  benefits  to  be  payable  in  early  July. 

2.2    TAXES 

Congress  is  relying  on  the  fact  that,  as  prices  increase,  wages  will  also 
increase,  thereby  raising  the  total  wage  base  and  providing  the  needed 
additional  revenue  to  cover  the  automatic  increase  in  benefits.  The 
social  security  law  provides  that  whenever  benefits  are  automatically 
increased,  the  base  for  the  following  year  is  raised  by  the  amount  of  the 
increase  in  wages  in  covered  employment. 

2.3    EFFECT  OF  WAGE  AND  PRICE  INCREASES  ON  COST  ESTIMATES 

Adoption  of  this  automatic  method  has  made  the  future  cost  of  the 
system  dependent  upon  future  changes  in  prices  and  in  wages.  The 
cost  can  no  longer  be  determined  on  the  basis  of  today's  benefit 
schedule,  because  it  will  move  up  automatically  with  changes  in  the 
CPI.  In  determining  the  long-range  financial  soundness  of  the  system, 
therefore,  estimates  of  the  movements  of  prices  and  wages  are  made 
for  a  75-year  valuation  period.  This  long  period  of  time  is  used  because 
the  inter-generational  transfers  and  the  impact  of  the  controlling 
factors  are  best  reflected  when  measured  over  a  very  long  time  frame. 

Section  3.  1974  Trustees'  Report  on  the  Financial  Condition 

OF  OASDI 

3.1  ASSUMPTIONS 

In  the  first  part  of  1974,  the  trustees  of  the  OASDI  system  made 
their  regular  actuarial  review  of  the  plan  and  projected  its  cost  over  the 
period  beginning  with  1974  and  ending  with  the  year  2048.  Their 
projections  were  based  on  four  major  assumptions : 

1.  Wages  will  increase  over  the  75-year  period  at  an  average 
rate  of  5  percent; 

2.  The  CPI  will  increase  at  an  average  rate  of  3  percent ; 

3.  Real  wages  *  will  increase  at  an  average  rate  of  2  percent; 

4.  The  total  fertiUty  rate  ^  will  rise  from  1.9  in  1974  to  2.1  by 
1985  and  remain  there. 

*  Real  wages  are  wages  adjusted  for  changes  in  the  CPI.  This  factor  actually  expresses  the  relationship 
between  the  first  two  assumptions,  but  it  is  set  out  separately  because  of  its  importance,  the  cost  of  OASDI 
being  very  sensitive  to  this  relationship. 
'5  The  total  fertility  rate  is  the  average  number  of  babies  born  per  woman  during  her  lifetime. 
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3.2  ESTIMATED  DEFICIT 


Based  upon  these  assumptions,  the  trustees  have  computed  the 
cost  of  the  system  as  set  out  in  Table  A,  below.  For  comparison  the  tax 
rate  presently  authorized  by  law  has  also  been  provided: 


TABLE  A 


Cost  as  a  percent  Combined  tax  rate 

of  taxable  payroll  of  employer  and 

required  to  meet  employee  under 

benefits  present  law 


Caiendaryear: 

1974 

1985 

1990 

1995 

2000 

2005 

2010 

2015 

2020 

2025 

2030 

2035 

2040 

2045 


10.67 

9.9 

10.44 

9.9 

11.03 

9.9 

11.25 

9.9 

11.31 

9.9 

11.69 

9.9 

12.69 

1  11.9 

14.14 

11.9 

15.71 

11.9 

15.97 

11.9 

17.  eo 

11.9 

17.68 

11.9 

17.68 

11.9 

17.86 

11.9 

1(2011). 

Note:  Average  cost  13.89  percent.  Average  tax  10.91  percent. 


The  difference  between  the  costs  and  the  tax  rates  above  represent 
a  financing  deficit  of  2.98  percent. 


3.3  PATTERN    OF    THE    DEFICIT 


It  is  not  enough,  however,  to  say  that  the  long-term  deficit  is 
2.98  percent.  The  "shape"  of  that  deficit  is  very  important.  It  is 
clear  from  Table  A  that  the  deficit  does  not  occur  evenly  over  the 
period.  This  is  a  vital  factor  in  determining  future  tax  rates,  and  it  is 
even  more  evident  in  the  graphic  portrayal  below. 


PROJECTED  OASDI  CURRENT-COST  AND  TAX  RATE  IN  PRESENT  LAW,    1975-204S 
Both  r«t*«  •xprexed  »•  *  %  of  covered  earnings 
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1980 
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2000  2010 
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The  deficit  is  the  spread  between  the  tax  and  cost  curves.  The 
graph  shows  that  a  relatively  small  amount  of  the  deficit  occurs  in 
the  next  30  years,  but  thereafter  the  deficit  increases  rapidly. 

The  most  important  reason  for  this  shape  of  the  deficit  is  derno- 
graphic.  Relatively  few  people  were  born  during  the  great  depression 
of  the  30's.  After  the  war,  the  total  fertility  rate  rose  sharply  to  a 
peak  of  3.77  in  1957.  Thereafter  it  began  to  decline  and  it  has  recently 
reached  the  very  low  rate  of  1.9  which  is  below  the  population  re- 
placement rate.  The  trustees  have  estimated  that  this  rate  will  grad- 
ually rise  to  2.1,  which  is  the  rate  at  which  the  population  will  event- 
ually stabilize  itself,  and  will  remain  there  indefinitely. 

It  is  this  historic  birth  rate  pattern  that  largely  shapes  the  deficit. 
The  working  population  has  been  growing  rapidly  as  the  "war  babies" 
have  entered  the  work  force,  and  this  will  continue  for  some  years. 
This  means  that  there  is  a  relatively  large  number  of  people  who 
will  be  paying  the  benefits  of  a  relatively  small  number  of  people, 
and  for  this  reason  the  cost  will  not  rise  materially,  even  with  auto- 
matic increases  in  benefits.  After  all  of  the  war  babies  have  entered 
the  work  force,  costs  will  still  rise  slowly  for  a  short  period  during 
which  the  relatively  small  number  of  depression  babies  start  to  draw 
benefits. 

Starting  about  2005,  however,  the  process  reverses  itself.  Then  the 
war  babies  begin  to  draw  social  security  benefits  in  ever  larger  num- 
bers, while  the  work  force  is  not  increasing  at  a  commensurate  rate 
because  of  the  low  fertility  rate  now  existing  and  forecasted  for  the 
future. 

These  demographic  changes  are  reflected  in  two  important  statistics: 

1.  Today  there  are  30  beneficiaries  for  every  100  workers. 

2.  In  the  year  2030  it  is  estimated  that  there  will  be  45  bene- 
ficiaries for  each  100  workers. 

This  situation  is  more  easily  grasped  with  another  graph: 

PROJECTED  OASDI  BENEFICIARIES  PER  HUNDRED  COVERED  WORKERS.    1975-2045 
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Benenciariea 
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It  is  possible,  of  course,  that  greater  immigration  or  greater  than 
anticipated  participation  by  women  in  the  work  force  may  solve  the 
problem.  If  not,  this  graph  suggests  that  around  the  year  2005,  pres- 
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sures  may  well  develop  to  increase  the  retirement  age  beyond  65. 

This  would  modify  the  ratio  between  workers  and  beneficiaries  and 

reduce  the  high  benefit  costs  that  will  otherwise  have  to  be  met. 

Today,  of  course,  the  general  demand  is  to  reduce  the  retirement  age, 

not  increase  it,  because  the  work  force  is  expanding. 

Obviously  the  demographic  projection  has  an  almost  overwhelming 

effect  on  the  costs  of  the  system.  This  can  be  seen  in  the  table  below 

where    the    2.98-percent    deficit    has    been    broken    down    into    its 

components : 

Table  B 

Percent  of 
Taxable  Payroll 

Actuarial  balance  of  OASDI  estimated  in  late  1973 —.51 

Effect  of  subsequent  changes  in: 

Population  assumptions —1.  87 

Economic  assumptions — .  19 

Disability  rates — .  21 

All  other  assumptions — .  20 

-2.  47 
New  actuarial  balance —  2.  98 

The  change  in  population  assumptions  accounts  for  63  percent  of 
the  total  deficit  and  76  percent  of  the  increase  in  the  deficit  since  the 
last  actuarial  review. 

3.4  APPRAISAL  OF  ASSUMPTIONS  USED  IN  THE  TRUSTEES'  REPORT 

The  Subcommittee  on  Finance  reviewed  the  four  basic  assumptions 
used  by  the  trustees  in  arriving  at  their  conclusion  of  a  2.98-percent 
deficit.  An  explanation  of  the  Subcommittee's  review  is  presented 
in  full  in  their  report  (Appendix  A) . 

Let  it  suffice  to  say  that  the  Subcommittee  found  reasonable  sup- 
port for  the  trustees'  conclusion,  but  were  of  the  firm  opinion  that  the 
deficit  is  more  likely  to  be  higher  than  lower.  The  Consultants  also 
reviewed  the  trustees'  four  basic  assumptions.  While  not  unanimous 
in  their  opinions  on  individual  factors,  they  stated  that  "we  find  the 
Trustees'  conclusion  is  a  reasonable  indicator  of  future  experience."^ 

3.5  REVISIONS  OF  THE  ESTIMATE  OF  THE  DEFICIT 

As  this  is  being  written  the  social  security  staff  is  well  along  in  its 
work  on  the  1975  trustees'  report.  It  is  already  quite  clear  that  the 
assumptions  as  to  wage  and  price  increases  in  that  study  will  be  higher 
than  the  5  percent  and  3  percent^  used  in  the  1974  study.  It  seems 
possible  that  new  demographic  projections  may  reflect  lower  fertility 
rates  than  those  used  in  the  1974  trustees'  report.  Thus,  the  1975 
trustees'  report  will  almost  certainly  show  a  significantly  higher  long- 
term  deficit  than  is  currently  projected. 

Our  primary  problem  is  covering  the  estimated  deficit,  but  the 
2.98  percent,  forecasted  by  the  trustees,  is  not  the  full  amount.  There 
are  other  factors  which  add  to  and  subtract  from  that  deficit,  and  which 
must  be  included  in  any  proposed  solution.  One  of  these  factors  is  the 
effect  of  the  unexpectedly  high  benefit  increase  for  June  of  1975. 

'  See  statement  of  Mrs.  Campbell. 

'  Rates  of  6  percent  and  4  percent,  respectively,  were  forecasted  in  February  1975,  by  a  panel  of  outside 
consultants  employed  by  the  Senate  Finance  Committee.  These  higher  rates,  plus  some  less  optimistic 
demographic  projections,  resulted  in  a  conclusion  by  the  panel  that  the  average  long-term  deficit  would  be 
6  percent. 
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Under  the  present  law,  benefits  are  scheduled  to  rise  automatically 
with  the  CPI.  The  first  such  automatic  increase  will  occur  for  the 
month  of  June  1975,  and  will  be  measured  by  the  rise  in  the  CPI 
between  the  second  quarter  of  1974  and  the  first  quarter  of  1975.  The 
trustees  originally  estimated  in  early  1974  that  such  increase  would 
be  4.4  percent.  It  is  now  estimated  that  the  increase  will  be  8.5  percent 
and  this,  in  turn,  will  cause  an  increase  of  .51  percent  of  covered  wages 
in  the  estimated  long-term  deficit. 

It  is  important  to  note  that  this  increase  in  the  deficit  has  an  imme- 
diate impact  on  the  cost  of  the  plan.  It  is  not  deferred  like  so  much 
of  the  2.98-percent  deficit  computed  by  the  trustees.  Provision  for 
this  addition  to  the  deficit  cannot  be  long  delayed. 

Section  4.  Council  Recommendations  Affecting  Financing 

4.1  stabilization  of  replacement  ratios 

A  "replacement  ratio"  is  the  relationship  between  a  worker's 
initial  monthly  benefit  and  the  monthly  wage  he  earned  just  before 
he  retired,  died,  or  was  disabled.  For  example,  if  a  worker  earned 
$600  per  month  just  before  he  retired  and  received  a  benefit  of  $300 
per  month,  his  replacement  ratio  would  be  50  percent.  Replacement 
ratios  are  an  important  criterion  of  the  effectiveness  of  an  earnings 
replacement  system,  and  they  should  be  stable,  even  though  benefit 
levels  will  continue  to  rise  with  wages  and  prices. 

The  system  at  present  contains  a  flaw  which  can  cause  replacement 
ratios  to  fluctuate  widely,  both  up  and  down,  depending  on  move- 
ments of  wages  and  prices.  This  problem  is  explained  at  length  in  the 
report  of  the  Subcommittee  on  Finance.  One  example  taken  from 
that  report  will  suffice  to  demonstrate  the  need  for  correction.  The 
figures  below  represent  the  projected  replacement  ratios  of  a  low-paid 
worker,  assuming  average  wage  increases  of  5  percent  a  year,  and 
growth  in  the  CPI  at  various  rates : 


TABLE  C- 

-REPLACEMENT  RATIOS  IF  WAGES  GROW  AT  5  PERCENT  ANNUALLY 

Annual  increases  in  CPI 

Year  of  retiring 

4  percent 

3  percent 

2  percent 

1975 

0.615 

0.611 
.608 
.657 
.799 
.855 

0.606 

1985  „  - 

.675 

.547 

2000 

.843 

.511 

2025 

1.299 

.489 

2050 

1.647 

.445 

If  the  inflation  rate  is  4  percent,  the  replacement  rate  for  the  low 
earner  will  grow  from  .615  to  1.647,  and  he  will  receive  a  benefit  in 
2050  that  is  more  than  60  percent  above  his  final  earnings  level.*  On 
the  other  hand,  if  the  inflation  rate  is  2  percent,  his  replacement  rate 
in  2050  will  be  only  27  percent  of  what  it  would  have  been  under  a 
4-percent  inflation  rate. 

» If  he  has  a  wife  over  65  years  of  £^e,  they  will  receive  a  benefit  that  is  50  percent  greater,  and  this  will 
provide  a  replacement  ratio  of  2.47.  It  should  be  noted  that  these  replacement  ratios  are  also  understated 
by  the  effect  of  income  and  social  security  taxes.  Social  security  benefits  are  not  subject  to  such  taxes,  but 
wages  before  retirement  are.  The  same  type  of  understatement  occurs  to  the  extent  that  there  are  worli- 
related  expenses  which  are  eliminated  after  retirement. 
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The  above  table  presents  the  problem  with  great  clarity.  Replace- 
ment ratios  can  move  capriciously,  either  up  or  down,  and  they  can 
move  in  a  broad  range  depending  upon  the  movements  of  prices  and 
wages,  two  factors  over  which  the  system  has  no  control.  This  is  a 
very  undesirable  characteristic  in  the  system  and  was  probably  not 
intended. 

The  cause  of  this  instability  is  found  in  the  automatic  benefit 
increase  mechanism.  Whenever  the  CPI  rises  under  today's  system, 
benefits  will  automatically  rise.  The  increase  in  benefits  is  accom- 
plished, in  effect,  by  raising  the  entire  benefit  schedule.  This  increases 
the  benefits  for  all  persons  who  are  already  retired,  hut  it  also  in- 
creases the  future  benefits  for  those  who  are  still  working,  because  they 
will  eventually  obtain  the  advantages  of  the  higher  benefit  schedule 
when  they  retire.  At  the  same  time,  however,  those  who  are  still 
working  will  also  receive  an  increase  in  wages,  and  this  will  increase 
their  average  monthly  earnings  and  thereby  further  increase  their 
future  benefits.  In  other  words,  the  benefit  increases  for  those  still 
working  are  coupled  with  the  benefit  increases  for  retired  persons, 
and  this  produces  the  instability  in  replacement  ratios  which  is  illus- 
trated above. 

To  correct  this  flaw  requires  a  new  method  of  computing  benefits 
and  the  Council  has  already  proposed  such  a  method  in  Chapter  .3, 
on  inflation.  Both  the  old  and  the  new  methods  are  explained  in  detail 
in  the  report  of  the  Subcommittee  on  Finance. 

Briefly  summarized,  the  starting  point  in  computing  the  benefit 
of  an  individual  today  is  the  determination  of  his  average  monthly 
earnings  (AME)  by  using  the  actual  taxable  earnings  for  years  after 
1950  down  through  the  year  before  retirement  occurs.  That  AME  is 
then  applied  to  a  benefit  schedule  which  is  set  out  below: 

119.89  percent  of  first  $110.00  of  AME; 

43.61  percent  of  next  $290.00  of  AME; 

40.75  percent  of  next  $150.00  of  AME; 

47.90  percent  of  next  $100.00  of  AME; 

26.64  percent  of  next  $100.00  of  AME; 

22.20  percent  of  next  $250.00  of  AME;  and 

20.00  percent  of  next  $175.00  of  AME. 
As  explained  earlier,  this  benefit  table  is  intentionally  weighted  in 
favor  of  the  low-paid  emploA^ee. 

The  proposed  system  (so^metimes  referred  to  as  the  "decoupled" 
system)  uses  the  same  earnings  for  the  years  after  1950,  but  it  indexes 
those  earnings  to  the  year  before  the  year  in  which  retirement  occurs. 
Let  us  assume,  for  example,  that  a  man  retires  in  1974  at  age  65.  If  he 
earned  $3,500  in  1960  and  the  average  1973  covered  wage  is  80  per- 
cent higher  than  the  average  1960  covered  wage,  then  the  employee's 
earnings  of  $3,500  will  be  multiplied  by  1.8  and  the  resulting  $6,300 
will  be  used  as  his  earnings  for  1960  in  computing  his  average  earnings, 
'i'hese  are  now  referred  to  as  his  average  monthly  indexed  earnings, 
referred  to  as  AMIE.^ 

This  AM  IE  will  alwaj^s  be  higher  than  the  AME,  formerly  used, 
and  will  usually  be  substantially  higher.  Therefore,  it  would  be 
improper  to  use  the  schedule  of  benefit  percentages  used  under  today's 


»  Thp  indoxinp  foaturo  has  collatprnl  bonpfits  of  Its  own,  in  addition  to  forming  a  nocessary  part  of  th^ 
proposed  systoin.  Ttipse  arp  pxplained  in  Chaptpr  3. 
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method.  Instead,  a  new  formula  has  been  developed  which  can  be 
expressed  as  follows: 

A  percent  of  the  first  $X  of  AMIE 

plus 

B  percent  of  all  AMIE  over  $X 

The  numbers  represented  above  by  A  and  B  are  fixed,  but  the  X 
would  increase  as  average  covered  wages  increased. 

The  fixing  of  the  exact  amounts  of  A  and  X  and  B,  in  the  above  for- 
mula, will  depend  on  the  precise  objectives  to  be  met,  as  ultimately 
determined  by  Congress.  They  will  also  depend  on  the  actual  date  on 
which  the  new  system  is  installed.  If  the  system  became  effective  in 
1976  and  was  designed  to  meet  the  objectives  thus  far  proposed  by 
the  Council,  here  is  an  approximation  of  the  formula  in  numerical 

100  percent  of  the  first  $123  of  AMIE 

plus 

31  percent  of  all  AMIE  above  $123 

(The  $123  is  adjusted  upward  each  year  as  average  covered  wages 
rise.) 

Again  it  is  emphasized  that  this  specific  formula  is  presented  here 
solely  to  facilitate  discussion  and  not  to  indicate  that  it  is  the  only 
one  that  can  be  used,  or  even  that  it  is  the  best.  For  example,  there  is 
some  opinion  to  the  effect  that  we  need  a  three  factor  formula,  such 
as  the  following: 

100  percent  of  the  first  $X  of  AMIE 

plus 
31  percent  of  the  next  $Y  of  AMIE 

plus 
20  percent  of  all  AMIE  above  $Y 

The  new  system  will  not  freeze  benefits  in  any  sense  of  the  word; 
it  will  merely  stabilize  at  the  various  levels  the  relationship  of  the 
benefits  to  the  earnings  of  the  recipient  just  prior  to  retirement. 
Furthermore,  the  proposed  system  can  be  implemented  in  such  a  way 
as  not  to  reduce  anyone's  benefits  as  computed  under  the  formula 
presently  applicable  to  persons  now  retiring. 

Whether  the  proposed  system  would  produce  lower  or  higher  bene- 
fits and  costs  than  the  present  system  depends  upon  the  relationship 
between  future  movements  in  wages  and  prices,  factors  which  no  one 
can  predict  with  certainty.  Under  the  assumptions  of  the  trustees,  as 
to  wage  and  price  increases,  the  long-term  benefits  and  costs  of  the 
proposed  system  will  not  be  as  high  as  under  the  present  plan,  but  if 
the  movements  of  wages  and  prices  follow  a  different  pattern,  the 
benefits  and  costs  could  be  higher  under  a  decoupled  system  than 
under  the  present  system.  (See  Table  C  on  page  51.) 

In  summary,  the  new  formula  will  cause  benefits  to  rise  solely  in 
keeping  with  wages  during  an  individual's  working  years,  and  after 
retirement  his  benefits  will  increase  solely  on  the  basis  of  increases  in 
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the  CPI.  The  Council  strongly  recommends  that  such  a  decoupled 
system  be  adopted.  In  fact,  the  Council  is  convinced  that  decoupling 
is  by  far  the  most  important  step  to  be  taken  to  improve  the  system. 

4.2  OTHER  BENEFIT  RECOMMENDATIONS 

Compulsory  Coverage  of  Government  Employees — Some  90  per- 
cent of  the  working  population  is  today  covered  by  social  security.  By 
far  the  largest  segment  that  remains  uncovered  is  composed  of  govern- 
ment employees,  Federal,  State,  and  local.  The  Council  has  recom- 
mended that  social  security  coverage  of  these  employees  be  made 
compulsory  in  order  to  prevent  the  windfall  benefits  which  they  fre- 
quently receive  at  the  expense  of  the  social  security  system.  (This 
windfall  problem  is  described  in  greater  detail  in  Section  1  of  Chapter 
6  of  the  Council's  report.) 

If  all  government  employees  were  brought  under  social  security, 
it  is  estimated  that  there  would  be  a  long-term  reduction  in  the  cost 
of  the  system  of  .25  percent  of  covered  wages  and  a  short-term  re- 
duction of  .70  percent.  These  are  significant  amounts,  but  there  are 
also  significant  obstacles  to  such  compulsory  coverage.  A  constitutional 
question  clouds  the  forced  coverage  of  employees  of  State  and  local 
governments.  Also,  although  proposals  for  coverage  of  Federal 
employees  have  been  considered  over  the  years,  they  have  not  generally 
been  supported  by  Federal  employee  groups  and  have  not  been  passed 
by  Congress.  For  these  reasons,  the  Council,  while  fully  in  favor  of 
covering  all  government  employees,  has  decided  not  to  include  such 
potential  cost  reductions  in  our  later  computations  of  the  deficit. 

Liberalization  of  the  Retirement  Test — Under  the  retirement  test 
today,  a  retiree  loses  one  dollar  of  benefits  for  each  two  dollars  he 
earns  above  the  exempt  amount,  which  is  $2,520  in  1975.  Such  exempt 
amount  rises  each  year  with  average  covered  wages.  The  Council 
has  recommended  that  for  earnings  above  the  exempt  amount,  but 
not  in  excess  of  twice  the  exempt  amount,  the  loss  of  benefits  be 
limited  to  one  dollar  for  each  three  dollars  of  earnings.  For  earnings 
above  twice  the  exempt  amount  the  one-for-two  reduction  in  benefits 
would  again  apply. 

Equalizing  Dependency  Requirements — The  Council  has  voted 
to  recommend  that  the  support  test  for  husbands  and  widowers 
benefits  be  eliminated  and  that  benefits  be  provided  for  fathers  and 
certain  divorced  men,  so  as  to  provide  equal  treatment  of  the  sexes. 

Liberalization  of  the  Disability  Test — The  Council  has  recom- 
mended a  somewhat  less  stringent  test  of  disability  for  workers  who 
are  55  years  of  age  and  older. 

4.3  OASDI  TAX  RATES  FOR  THE  SELF-EMPLOYED 

The  "cost"  of  an  employee's  benefits  is  paid  for  by  both  the  em- 
ployee and  his  employer,  with  each  paying  4.95  percent  today,  or  a 
total  of  9.9  percent.  While  the  self-employed  person  receives  the  same 
benefits  as  an  employee,  it  was  decided  long  ago  to  set  his  tax  at  75 
percent  of  the  combined  tax,  which  is  the  same  as  150  percent  of  the 
employee's  tax.  This  means  he  should  be  paying  150  percent  of  4.95 
percent,  or  7.425  percent.  In  recent  years,  however,  his  rate  has  been 
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further  reduced  by  being  frozen  at  7  percent.  The  Council  sees  no 
reason  for  this  deviation,  especially  in  light  of  the  expected  increases 
in  future  rates  for  employees  and  employers.  It  is  recommended, 
therefore,  that  the  self-employed  tax  be  fixed  again  at  150  percent  of 
the  employee's  tax. 

4.4    SHIFT    OF    HOSPITAL    INSURANCE    CONTRIBUTION    RATE    TO    OASDI  '° 

The  OASDI  program  is  financed  from  taxes  on  covered  earnings, 
because  the  benefits  of  the  program  are  always  related  to  the  earnings 
of  a  worker-taxpayer.  This  is  true  even  when  the  beneficiary  is  a 
spouse  or  dependent  survivor.  The  same  principle  does  not  apply  to 
benefits  under  part  A  of  the  Medicare  program.  There  the  amount  of 
the  benefits  is  determined  by  the  hospital  and  related  health  care 
costs  of  a  particular  person,  and  bear  no  relationship  whatsoever  to 
his  wages  or  those  of  anyone  else. 

Under  such  circumstances  there  does  not  seem  to  be  any  real  reason 
for  funding  such  costs  by  a  tax  on  wages.  Hospital  insurance  expendi- 
tures would  seem  to  be  more  properly  funded  from  general  revenues, 
and  the  Council  recommends  such  a  proposal  to  the  Congress.  " 
If  adopted  it  could  make  an  important  contribution  to  the  solution  of 
the  financial  problems  of  the  OASDI  program  without  an  immediate 
increase  in  total  social  security  tax  rate. 

The  present  social  security  tax  is  composed  of  two  parts : 


|ln  percent) 

Employee 
pays 

Employer 
pays 

Total 
tax 

OASDI 

4.95 
.90 

4.95 
.90 

9.9 

Medicare  part  A 

1.8 

Total 

5.89 

5.85 

n.7 

If  the  OASDI  tax  rate  is  raised  in  1976  by  1.0  percent,  as  recom- 
mended by  the  Council,  and  if  an  equivalent  amount  of  the  Medicare 
part  A  program  is  funded  from  general  revenues,  the  total  social 
security  tax  would  remain  the  same: 


|ln  percent] 

Present 

social 

security  tax 

Proposed 

social 

security  tax' 

OASDI 

9.9 

10.9 

Medicare  part  A 

1.8 

.8 

Total 

11.7 

11.7 

For  the  individual  or  the  employer  it  means  that  the  OASDI  tax 
would  rise  from  4.95  percent  to  5.45  percent  but  his  hospital  insurance 
(Medicare  part  A)  tax  would  fall  from  .9  percent  to  .4  percent,  thereby 
leaving  his  overall  tax  the  same. 


i"  See  statement  of  Mr.  Danstedt. 

"  Seestatement  of  Mrs.  Campbell,  Mr.  Faulkner,  Mr.  Scanlon,  and  Mr.  Smith. 
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There  would  still  remain  a  Medicare  part  A  tax  of  .8  percent  as  a 
part  of  the  total  social  security  tax.  The  financing  of  this  .8  percent 
could  be  shifted  graduall}-  to  general  revenues  as  the  cost  of  OASDI 
rose  in  future  years,  thereby  making  it  possible  to  keep  the  total 
social  security  payroll  tax  constant  for  some  time  in  the  future. 

In  actual  fact,  the  hospital  insurance  portion  of  the  tax  is  scheduled 
under  present  law  to  rise  over  the  next  10  years  from  1.8  percent  to 
3.0  percent,  as  follows: 

|ln  percent) 


OASDI  tax 

HI  tax 

Total  tax 

1975-77 

9  9 

1.8 
2.2 
2.7 
3.0 

11  7 

1978-80 

9  9 

12  1 

1981-85 

9  9 

12  6 

1986.... 

9  9 

12.9 

The  schedule  above  shows  that,  even  without  any  change  in  the 
OASDI  tax,  the  total  social  security  tax  would  rise  in  the  next  10 
years  froni  11.7  percent  to  12.9  percent.  This  means  that  if  the  total 
hospital  insurance  burden  is  gradually  shifted  to  general  revenues, 
the  OASDI  tax  can  be  raised  in  the  future  by  an  aggregate  of  3.0 
percent  (instead  of  1.8  percent)  without  raising  the  total  social 
security  tax  beyond  the  rate  that  would  have  been  payable  under  the 
present  law. 

It  is  obvious  that  the  shifting  of  the  hospital  insurance  tax  to  general 
revenues  would  create  a  need  for  higher  income  taxes  or  other  levies. 
Depending  on  how  this  need  is  met,  it  is  quite  possible  that  for  many 
persons  the  proposal  would  mean  just  a  shift  in  the  type  of  tax  that 
is  paid.  In  fact,  some  persons  or  employers  would  incur  a  higher 
aggregate  tax  burden  than  they  would  if  the  OASDI  tax  w^ere  simply 
increased. 

However,  to  the  extent  that  general  revenues  are  derived  from 
progressive  taxes,  those  in  the  lower  economic  groups  would  almost 
certainly  benefit  from  the  shift  of  the  hospital  insurance  tax  to 
general  revenues.  These  groups  include  the  persons  that  would  have 
the  greatest  difficulty  in  handling  a  .5  percent  increase  in  the  social 
security  tax.  For  man}^  of  them  that  tax  is  already  a  greater  burden 
than  the  income  tax. 

4.5    SUMMARY    OF    EFFECT    OF    COUNCIL'S    RECOMMENDATIONS 

In  Table  D,  below,  there  is  presented  a  sunnnary  of  the  various 
items  which  will  make  up  the  assumed  deficit  as  of  J...uiary  1,  1976 
(using  the  1974  trustees,  report  figures  as  a  starting  point).  This 
date  has  been  chosen  as  the  earliest  possible  date  on  which  all  of  the 
assumed  events  can  have  occurred.  The  "minus"  sign  is  used  in  the 
table  to  indicate  a  deficit  or  an  increase  in  the  deficit.  The  table 
assumes  that: 

1.  The   automatic  benefit  inc   ease  for  June   1975,  will   take 
place; 

2.  The  Congress  will  adopt  and  install  a  new  method  of  de- 
termining benefits  that  will  stabilize  replacement  ratios; 
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3.  Congress  will  adopt  six  changes  in  benefits  which  the  Council 
has  recommended  in  various  chapters  of  this  report,  and  which 
are  enumerated  below; 

4.  The  self-employed  tax  is  set  at  150  percent  of  the  employee's 
tax; 

5.  Compulsory  coverage  of  government  employees,  recom- 
mended by  the  Council,  is  not  enacted  by  Congress.  (If  this 
recommendation  were  to  be  enacted,  there  would  be  a  long- 
range  savings  of  about  0.25  percent  of  taxable  payroll.) 

Table  D. — Change  in  actuarial  balance  of  OASDI,  expressed  as  a  percent  of  taxable 

payroll 

Average 
Cost 

Actuarial  Balance  from  1974  trustees'  report —2.  98 

Automatic  Benefit  Increase  for  June  1975  assumed  to  be  8.5  percent  in- 
stead of  4.4  percent — .  51 

Total -  3.  49 

Changes  Recommended  by  Council: 

1.  New  method  of  computing  benefits  to  stabilize  replacement  ratios 

("decoupled"  system) 1.  12 

2.  No   benefit   percentage   over    100   percent   and   minimum   benefit 

frozen  at  $93.80 .07 

3.  Change  in  retirement  test — .  02 

4.  Change  in  disability  test —.13 

5.  Equalize  dependency  requirements  and  benefit  categories  for  men 

and  women .  —  .11 

6.  Reduce    secondary    benefits    by    benefits    from    noncovered    em- 

ployment           .  03 

7.  Reinstating  self-employed  tax  rate  at  150  percent  of  emploj'ee's 

rate .  03 

Total .99 

Revised  Actuarial  Balance —  2.  50 

Section  5.  Meeting  the  Estimated  Deficit 

As  pointed  out  earlier,  the  Council  has  been  dealing  with  the  issue 
of  financing  during  a  period  when  it  has  been  clear  that  the  true  deficit 
is  larger  than  that  estimated  in  the  1974  trustees'  report.  While  the 
figures  for  the  next  trustees'  report  were  not  available  before  this 
report  was  prepared,  we  believe  that  the  basic  approach  suggested 
here  will  be  applicable  to  an  increased  deficit.  The  figures  here,  using 
the  1974  estimates  and  assumptions,  should  therefore  be  taken  as 
illustrative. 

Using  the  1974  trustees'  figures  and  the  assumptions  in  4.5  above,  the 
task  is  the  covering  of  a  long-term,  average  deficit  of  2.50  percent 
of  covered  payroll.  The  2.50  deficit  arises  from  the  difference  between 
the  estimated  costs  of  the  system  and  the  tax  rates  in  the  present  law. 
The  recomputed  costs,  based  on  the  same  assumptions  as  are  con- 
tained in  Table  D,  and  employing  the  trustees'  economic  and  demo- 
graphic projections  of  1974,  are  shown  below,  along  with  the  tax 
rates  in  the  present  law : 
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TABLE  E 


Cost  as  a  percent 

of  taxable  payroll 

required  to  meet 

benefits 

Combined  tax  rate 

of  employer  and 

employee  under 

present  law 

(percent) 

Calendar  year: 

1976                  

10.9 
11.0 
11.6 
11.7 
11.7 
11.8 
12.4 
13.5 
14.8 
15.8 
16.2 
16.1 
15.9 
15.9 
16.0 

9  9 

1985      

9.9 

1990    

9.9 

1995 

9.9 

2000 .._ 

9.9 

2005       ... 

9.9 

2010 

I  11  9 

2015 _ 

11.9 

2020... _ 

11.9 

2025                  

11.9 

2030    

11.9 

2035 ..._ 

11.9 

2040 

11  9 

2045      . 

11.9 

2050    

11.9 

1  Calendar  year  2011. 


It  is  quite  apparent  that  there  are  really  two  deficits,  one  long-term 
and  the  other  short-term.  Since  each  has,  to  some  extent,  diflferent 
causes,  they  require  different  solutions.  A  clearer  picture  of  the 
problem  can  be  obtained  from  the  following  graph. 

Projected    OASDI    Current-Cost    Under    Advisory    Council 
Recommendations  and  Tax  Rates  in  Present  Law,  1976-2050 


Percent  Rata 
17 


Both  ratcf  axpretied  a*  a  %  ol  coverea  earninga 


1970   '.976      I98S        I99i       200S       ZOIS       202S       2035       204S 

I9B0       1990       2000       2010       2020       20-30       2040       20S0 

In  the  graph  the  deficit  is  represented  by  the  spread  between  the 
cost  line  and  the  tax  line. 
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5.1  SHORT-TERM  DEFICIT 

The  short-term  deficit  (again,  based  on  the  1974  trustees'  report 
and  the  assumptions  in  4.5  above)  does  require  a  prompt  increase 
of  1.0  percent  in  the  OASDI  tax  rate.  This  means  an  increase  of  .5 
percent  for  both  the  employer  and  the  employee.  This  increase  should 
not  be  delayed,  because  the  deficit  is  already  here,  not  in  the  future. 
It  arises  largely  from  existing  factors,  such  as  the  8.5  percent  increase 
in  benefits  scheduled  for  mid-1975.  These  factors  are  not  delayed  in 
their  effect  on  the  system;  they  cause  a  prompt  increase  in  the  cost 
and  must  be  offset  by  higher  tax  rates.  Based  on  present  projections, 
the  rate  will  also  have  to  rise  by  an  additional  .2  percent  in  1980 
and  by  a  .7  percent  more  in  1985. 

If  the  1.0  percent  increase  in  the  OASDI  tax  rate  is  not  enacted  by 
1976,  the  OASDI  fund  will  start  to  go  down  in  absolute  terms  by 
several  billion  dollars  per  year.  It  will  go  down  even  more  in  relation 
to  the  expenditures  for  a  year,  because  those  expenditures  will  be 
rising  by  several  billion  dollars  per  year.  This  produces  a  double- 
barrelled  effect  on  the  important  ratio  of  the  fund  to  expenditures. 
Today  the  trust  fund  stands  at  about  $50  billion,  or  about  %  of  one  year's 
expenditures.  If  the  tax  rate  is  not  increased,  the  fund  will  fall  below 
Yz  of  one  year's  expenditures  by  early  1978.  Even  at  this  level,  the 
system  could  probably  still  meet  its  payment  obligations  without 
interruption,  but  it  will  certainly  cause  concern  among  both  workers 
and  beneficiaries.  Furthermore,  there  is  no  sound  reason  for  letting 
the  fund  deteriorate  in  that  way.  The  deficit  exists  and  should  be  met 
now  with  a  reasonable  tax  increase. 

5.2  LONG-TERM   DEFICIT 

The  long-term  deficit  has  its  roots  in  the  demographic  projection  as 
explained  in  section  3.3  (pages  48,  49,  and  50).  Whether  that  deficit 
actually  occurs  will  depend  on  the  validity  of  the  estimated  future 
fertility  rates  and  their  effect  on  the  composition  of  the  population. 
It  is  very  difficult  to  forecast  fertility  rates  with  any  confidence 
and  the  Council  recognizes  that  such  forecasts  are  always  subject  to 
error.  For  that  reason  the  Council's  recommended  tax  rate  schedule, 
below,  does  not  contain  any  immediate  increase  in  order  to  handle  the 
long-term  portion  of  the  deficit.  Such  increases  are  scheduled  for 
later  years  when  the  cost  increase  has  been  more  clearly  established. 

If  all  of  the  various  assumptions  are  borne  out,  this  delaying  ap- 
proach will  result  in  a  higher  eventual  tax  rate  than  we  might  obtain 
by  an  immediate  increase  now  of  2.50  percent.  However,  the  latter 
procedure  would  be  quite  inconsistent  with  the  "current  cost"  method 
of  financing  the  OASDI  program,  because  the  taxes  collected  would 
immediately  exceed  expenditures  by  a  substantial  amount,  and  a 
large  surplus  would  be  created  in  the  near  term. 

5.3   PROPOSED   TAX   RATES 

Having  in  mind  both  the  long-  and  short-term  estimated  deficits, 
the  Council  now  proposes  a  new  tax  schedule  that  would  handle  the 
problem  to  the  extent  that  its  dimensions  are  known  to  us: 

53-424  O  -  75  -  16 
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Proposed 
tax  rate 
expresBed 
at  a  per- 
cent of 
covered 
Wages 
[Percent] 

1976-1984 10.9 

1985-1994 11-  1 

1995-2004 11-  8 

2005-2014 12.  3 

2015-2024 14.  2 

2025-2050 16-  1 

These  proposed  rates  approximate  the  estimated  cost  curve.  By  this 
approach  no  increase  in  the  tax  is  provided  before  it  is  actually  needed, 
and  if  future  trends  differ  from  the  various  assumptions  herein,  the 
rate  can  be  modified  before  the  fund  has  risen  too  high  or  fallen  too 
low.  In  the  graph  below  we  have  presented  both  the  new  cost  curve 
and  the  proposed  tax  rate  structure  so  that  the  relation  of  the  two 
can  be  clearly  seen: 

Projected   OASDI   Current   Cost  and    Tax  Rates  Under  the 
Advisory  Council  Recommendations,  1976-2050 


Parcent  Rst« 
17 


Both  r>t«i  •Jiprat*ed  &<  a  %  of  covered  earninge 
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It  is  recognized  that  an  increase  of  1.0  percent  in  the  OSADI  tax  is 
a  significant  increase,  but  the  direct  impact  in  terms  of  social  security 
tax  rates  can  be  ehminated  through  the  implementation  of  the  Coun- 
cil's proposal  to  fund  at  least  part  of  the  hospital  insurance  program 
from  general  revenues. 

Section  6.  Other  Financing  Proposals  Considered 

In  addition  to  the  proposals  discussed  above,  the  Council  also 
considered  other  approaches  to  the  deficit  problem.  One  of  these, 
compulsory  coverage  of  government  employees,  has  already  baen 
discussed.  Three  others  are  presented  below. 
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6.1  GENERAL  REVENUE  FINANCING  OF  OASDI  ^^  ^^ 

One  method  of  dealing  with  the  long-range  actuarial  deficit  in 
the  social  security  cash  benefits  program  that  has  been  advocated 
by  some,  including  several  members  of  this  Council,  is  the  use  of 
substantial  amounts  of  general  revenues.  After  consideration  of  this 
method  of  financing,  a  majority  of  the  Council  decided  against  the 
use  of  additional  general  revenue  financing  in  the  social  security 
cash  benefits  program.  The  Council  believes  that  the  deficit  can  and 
should  be  dealt  with  through  the  conventional  system  of  ear-marked 
payroll  contributions. 

General  revenues  are  used  in  the  present  social  security  cash  bene- 
fits program  only  to  a  very  limited  extent  and  only  to  finance  benefits 
in  special  cases.  General  revenues  are  used  in  the  cash  benefits  pro- 
gram to  finance  (a)  special  payments  made  on  a  transitional  basis 
to  certain  uninsured  people  age  72  and  over,  (b)  benefits  attrib- 
utable to  military  service  before  1957,  and  (c)  noncontributory  wage 
credits  provided  for  members  of  the  military  service  after  1956,  and 
(d)  noncontributory  wage  credits  for  persons  of  Japanese  ancestry 
interned  during  World  War  II.  The  Council  believes  that  it  is  entirely 
appropriate  to  finance  these  kinds  of  benefits  from  general  revenues. 

The  Council  believes  that  there  are  compelling  reasons  against  the 
use  of  substantial  amounts  of  general  revenues  in  the  cash  benefits 
program.  Such  indirect  financing  would  tend  to  obscure  the  true  cost 
of  additional  benefit  liberalizations  and  could  easily  lead  to  pressures 
for  unwarranted  increases  in  benefits.  Financing  the  program  entirely 
from  payroll  contributions  serves  to  prevent  unreasonable  demands 
for  increases  in  benefits.  The  tie  between  benefit  pajmients  and 
contributions  under  the  present  method  of  financing  fosters  a  sense 
of  responsibility  since  the  worker  knows  that  higher  benefits  mean 
higher  contributions.  At  present  when  the  program  must  deal  with  a 
substantial  long-range  deficit  it  is  particularly  important  that  any 
liberalizations  be  financed  in  a  manner  that  will  not  obscure  the 
relationship  between  benefits  and  contributions. 

Substantial  general  revenues  would  also  have  a  detrimental  effect 
on  the  insurance  nature  of  the  program.  While  there  is  recognition  of 
the  social  role  of  social  security  through  such  elements  as  the  weighted 
benefit  formula  and  provision  for  dependents,  the  program  is  es- 
sentially one  in  which  the  worker  earns  the  right  to  benefits  through 
his  work  in  covered  employment.  The  fact  that  the  program  is  sup- 
ported almost  exclusively  from  the  contributions  of  covered  workers 
and  their  employers  accords  with  the  insurance  aspects  of  the  program. 
It  is  this  earned-right,  contributory  principle  which  is  one  of  the 
primary  reasons  for  the  widespread  public  acceptance  of  and  confi- 
dence in  the  program. 

The  introduction  of  a  substantial  general  revenue  contribution  in 
the  cash  benefits  program  might  lead  to  strong  pressures  for  the  intro- 

"  See  statement  of  Mr.  Danstedt  and  statement  of  Mr.  Arnold,  Mr.  Cleary,  and  Mrs.  Norwood. 

"  By  Mr.  Danstedt.  The  arguments  in  this  section— that  the  introduction  of  the  general  revenues  may 
lead  to  a  means  test  and  would  expose  the  program  to  budgetary  curtailments— are  exactly  those  which 
led  me  and  other  Council  members  to  object  to  funding  hospital  insurance  exclusively  from  the  general 
revenues.  Hospital  insurance  is  just  as  much  a  social  insurance  program  as  OASDI,  and  as  in  the  case  of 
OASDI,  should  be  substantially  financed  from  payroll  contributions. 

I  believe  that  payroll  contributions  for  both  the  cash  benefit  and  hospital  insurance  programs  are  essential 
not  only  for  maintaining  the  important  relationships  between  benefits  and  contributions,  but  to 
guaranteeing  the  right  to  such  benefits. 

Under  a  tri-partite  approach  to  financing  payroll  contributions  would  be  the  predominant  source  of 
financing  and  substantially  larger  than  the  general  revenue  contribution. 
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ductioii  of  a  needs  test  for  many  social  security  benefits.  It  would 
be  difficult  to  justify  the  use  of  general  revenues  derived  largel}^ 
from  the  progressive  income  tax  to  pay  benefits  to  middle-  and 
upper-income  workers  who  are  not  in  financial  need. 

In  addition,  the  use  of  large  amounts  of  general  revenues  would 
place  the  social  security  system  in  competition  with  all  other  govern- 
ment programs  for  such  funds.  For  budgetary  reasons,  the  Govern- 
ment's contributions  might  not  be  paid  in  the  amount  or  at  the  time 
required.  There  would  not  necessarily  be  any  guarantee  that  this 
money  would  be  available  to  the  social  security  program  when  it  is 
needed.  In  the  absence  of  assurance  that  these  funds  would  be  forth- 
coming as  needed,  confidence  in  the  financial  integrity  of  the  system 
would  seriously  be  undermined. 

6.2    RAISING    THE    MAXIMUM    COVERED    WAGE    '* 

Today,  only  earnings  up  to  $14,100  per  year  are  covered  by  social 
security.  Under  the  automatic  changes  in  the  law,  this  amount  will 
rise  each  year  in  the  same  proportion  as  average  wages  rise.  This 
will  gradually  increase  the  amount  of  maximum  taxable  earnings  over 
the  years  to  come. 

There  is  nothing  sacred  in  the  figure,  $14,100;  it  is  largely  arbitrary.'^ 
To  help  cover  the  deficit,  the  Council,  at  one  point,  considered  raising 
the  maximum  covered  wage  to  $24,000  per  year  in  1976.  It  was  eventu- 
ally abandoned  becuase  there  were  formidable  arguments  against  this 
proposal. 

Social  security  was  designed  from  the  beginning  as  only  one  of 
three  elements  in  the  income-maintenance  system,  the  other  two 
being:  (1)  private  savings,  pension,  etc.,  and  (2)  public  assistance 
programs.  It  was  logically  argued  that  raising  the  limit  to  $24,000 
would  cause  social  security  to  interfere  with  the  private  savings 
element.  It  certainly  would  extend  coverage  to  a  level  of  income  where 
"enforced"  savings  seems  inappropriate,  and  where  it  could  further 
reduce  needed  capital  formation. 

The  only  real  argument  in  its  favor  was  that  it  would  hold  down 
the  increase  in  the  tax  rate  which  is  necessary  to  cover  the  long-term 
deficit.  If  it  were  adopted,  it  would  cut  the  short-term  deficit  by 
.89  percent  and  the  long-term  deficit  by  .49  percent. 

6.3  INCREASING  THE  RETIREMENT  AGE  ^® 

After  the  year  2005,  the  system  will  incur  substantially  higher  costs 
and  this  will  require  substantially  higher  taxes  at  that  time.  The 
high  costs  and  taxes  are  due  to  the  sliarp  changes  after  2005  in  the 
ratio  of  workers  to  beneficiaries,  as  described  earlier  herein.  If  it  is 
desired  to  minimize  those  later  high  costs,  the  Council  recommends 
that  serious  consideration  be  given  to  gradually  extending  the  retire- 
ment age,  starting  in  the  year  2005. 

The  Council  is  well  aware  that  today  most  social  and  economic 
pressures  are  directed  toward  reducing  the  retirement  age.  Those  pres- 


'<  See  statement  of  Mr.  Danstedt. 

"  The  automatic  adjustment  provisions  of  the  1972  amendments,  however,  were  intended  to  keep  the  wage 
base  eoiliiiK  at  the  same  level  relative  to  wages  in  the  future.  The  $14,100  base  does  that.  An  increase  to 
$24,000  would  break  this  relationship. 

"  See  statement  of  Mr.  Danstedt. 


241 


63 


sures  arise,  however,  because  the  work  force  is  now  growing,  and  there 
are  only  30  beneficiaries  for  every  100  workers.  After  2005,  however, 
the  number  of  people  drawing  benefits  will  be  growing  proportion- 
ately faster  than  the  number  of  people  paying  taxes,  and  by  the  year 
2030  there  will  be  45  beneficiaires  for  every  100  workers,  and  the  tax 
burden  on  the  workers  will  have  risen  substantially.  In  such  a  situation, 
and  given  the  expected  advances  in  health  care  and  longevity,  it  seems 
sensible  to  at  least  consider  some  modest  increase  in  the  retirement 
age  so  as  to  maintain  a  reasonable  ratio  of  workers  to  beneficiaries 
and  thereby  hold  down  the  tax  rates. 

As  an  example  of  how  this  might  be  accomplished,  every  six  months 
the  retirement  age  be  increased  by  one  month,  beginning  in  2005  and 
ending  in  2023.  In  the  latter  year,  then,  the  retirement  age  would  have 
been  increased  to  68  and  the  "early"  retirement  age  increased  to  65. 
If   this  were  done,   the   tax  rates  would  be  reduced   as  follows: 


|ln  percent) 


Tax  rate  if 

retirement 

Tax  rate  age  raised 

proposed      to  68  by  2023 


Calendar  years:  ,,  ,  ,,  , 

2005to2014  l-^-^  ^'^•^ 


2015  to  2024_ 
2025  to  2050. 


14.2  13.5 

16.1  14.6 
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The  Medicare  program  is  the  Nation's  basic  method  of  providing 
insurance  to  help  meet  the  costs  of  health  care  for  the  aged  and  the 
severely  disabled. 

The  hospital  insurance  program  (part  A  of  Medicare)  helps  bene- 
ficiaries to  meet  the  costs  of  inpatient  hospital  care  and  related  services. 
It  is  available  to  persons  age  65  and  over  who  are  entitled  to  monthly 
social  security  or  railroad  retirement  benefits,  to  severely  disabled 
persons  under  age  65  who  are  entitled  to  monthly  social  security  or 
railroad  retirement  benefits  on  the  basis  of  their  disability,  and  to 
persons  under  age  65  who  suffer  from  chronic  kidney  disease. 

Benefits  under  part  A  are,  like  social  security  cash  benefits,  financed 
mainly  through  taxes  based  on  covered  earnings.  When  the  program 
began,  provision  was  made  for  meeting  from  general  revenues  the 
cost  of  part  A  benefits  for  people  age  65  or  older  who  had  not  had 
sufficient  covered  work  under  the  program  to  become  entitled  to 
monthly  benefits  and  who  could  not  be  expected  to  pay  hospital 
insurance  taxes.  Also,  provision  has  been  made  (under  the  1972 
amendments)  for  aged  people  who  are  not  eligible  for  social  security 
cash  benefits  to  enroll  voluntarily  in  part  A  upon  payment  of  a  monthly 
fee — now  $36,  and  scheduled  to  rise  to  $40  in  July  1975,  and  to  rise 
thereafter  as  hospital-care  costs  rise. 

The  voluntary  supplementary  medical  insurance  program  (part  B  of 
Medicare)  complements  the  hospital  insurance  program  by  insuring 
enrollees  against  the  costs  of  physicians'  services  and  certain  medical 
services  not  covered  under  the  part  A  program.  Part  B  of  Medicare  is 
available  to  hospital  insurance  beneficiaries  and  to  virtually  all  people 
age  65  and  over.  This  program  is  financed  through  the  monthly 
premiums  paid  by  those  who  enroll  in  the  program  and  contributions 
from  the  Federal  Government. 

The  Council  has  not  recommended  any  charges  in  the  benefit  struc- 
ture of  the  Medicare  program.  Throughout  the  period  during  which  the 
Council  met,  a  number  of  proposals  for  national  health  insurance, 
including  the  Administration's  Comprehensive  Health  Insurance 
Program,  were  under  consideration  in  the  Congress  and  were  the  sub- 
ject of  widespread  public  discussion  and  comment.  Most  of  the  major 
proposals  would  change  in  some  manner  the  benefit  structure  of 
Medicare.  The  Council  reasoned  that  any  recommendations  it  might 
make  to  change  the  benefit  package  provided  under  the  Medicare 
program  might  soon  be  outdated  by  broader  modifications  of  Medicare 
within  a  national  health  insurance  framework.  For  this  reason,  and 
because  of  the  limited  time  available  for  its  study,  the  Council  decided 
to  concentrate  its  efforts  primarily  on  the  social  security  cash  benefits 
program. 

However,  the  Council  has  examined  the  financial  structure  of  the 
Medicare  program  and  recommends  that  the  method  of  financing 
part  A  of  Medicare  be  changed.  The  Council's  recommendation  calls 
for  a  gradual  reallocation  of  the  contributions  scheduled  in  the  law 
for  part  A  to  the  cash  benefits  program.  Eventually,  general  revenues 

(67) 


246 


68 

would  be  the  sole  source  of  funding  for  part  A.  The  Council  has  con- 
cluded that  the  changeover  from  payroll  tax  to  general  revenue  financing 
of  part  A  is  warranted  because  part  A  benefits  are  not  earnings- 
related,  as  are  cash  benefits.  The  Council's  recommendation  on  Medi- 
care financing  is  discussed  in  Chapter  7} 

As  required  by  section  706  of  the  Social  Security  Act,  the  Council 
has  reviewed  the  ])resent  financial  status  of  the  Federal  Hospital 
Insurance  Trust  Fund  and  the  Federal  Supplementary  Medical  Insur- 
ance Trust  Fund,  as  reflected  in  the  1974  Reports  of  the  Boards  of 
Trustees.  The  Council  finds  the  part  A  program  to  be  actuarially 
sound. ^  If  the  present  financing  schedule  is  unchanged  it  would  be 
adequate  to  ])rovide  for  payment  of  expenditures  anticipated  over  the 
period  for  which  estimates  are  made.  Of  course,  it  should  be  noted 
again  that  the  Council  is  recommending  that  the  financing  schedule  be 
changed  b}^  gradually  decreasing  the  payroll  tax  for  part  A  and 
replacing  the  income  lost  thereb}^  with  general  revenues. 

The  part  B  program  is  financed  on  a  current  basis.  In  testing  the 
actuarial  soundness  of  the  part  B  program,  it  is  appropriate  to  look  at 
the  period  for  which  the  premium  rate  and  the  level  of  general  revenue 
financing  have  been  established.  The  Council  finds  that  for  fiscal  years 
1975  and  1976,  part  B  premiums,  along  with  anticipated  Federal 
general  revenue  contributions,  are  adequate  to  finance  total  program 
costs  for  those  years. 

Statement   of   Stanford   D.    Arnold,   Edward   J.    Cleary,    and 

Elizabeth  C.  Norwood 

While  there  is  much  in  this  report  with  which  we  agree,  we  feel 
the  need  to  make  a  separate  statement  for  two  reasons;  first,  for  the 
purpose  of  clarification  and  second,  to  draw  attention  to  those  areas 
in  which  the  Council  failed  to  make  any  recommendations. 

the  adequacy  of  benefit  levels 

In  the  "Purpose  and  Principles"  section  of  this  report,  it  is  pointed 
out  that  income  protection  among  the  aged  is  made  up  of  three  parts ; 
social  insurance,  private  insurance  and  means-tested  programs. 
Social  Security  benefits  are  believed  to  make  up  only  a  part  of  the 
income  of  retired  workers.  It  is  assumed  that  pension  incomes  or 
welfare  money  supplement  the  retirees'  Social  Security  benefit.  This 
belief  in  the  existence  of  other  sources  of  income,  helps  to  explain 
the  very  low  Social  Securit}^  benefits  received  by  the  retired  popula- 
tion. Currently,  benefits  for  a  single  retiree  averages  about  $2,220 
per  year  (about  $185  per  month) ;  the  same  figure  for  a  retired  couple 
is  $3,720  per  year  ($310  per  month);  and  for  a  widow,  $2,124  per 
year  ($177  per  month). 

What  is  ignored  is  the  fact  that  for  many  of  the  aged.  Social  Security 
represents  their  only  source  of  income.  It  is  generally  estimated  that 
about  half  of  all  retired  persons  have  no  other  regular  retirement 
income  apart  from  their  monthly  Social  Security  checks. 

•  See  statement  by  Mrs.  Campbell,  Mr.  Faulkner,  Mr  Scanlon,  and  Mr.  Smith  and  statement  by  Mr. 
Danstedt. 

2  By  Mr.  Smith.  I  do  not  believe  the  Council  sufficiently  investigated  the  Medicare  program  and  probable 
costs  thereunder  to  be  justified  in  making  the  unequivocal  statement  that  Part  A  is  actuarially  sound. 


247 


69 


Our  concern  then,  is  that  it  is  unreaUstic  to  reaffirm  behef  in  a 
tripartite  system  of  income  protection  for  the  aged,  when  only  one 
part — Social  Security  benefits — provides  most  of  the  support.  Assess- 
ments of  the  adequacy  of  benefit  levels  must  no  longer  assume  that 
other  outside  incomes  are  making  up  the  difference  between  a  benefit 
level  and  what  it  costs  to  maintain  a  decent  standard  of  living. 

In  keeping  its  attention  riveted  on  cost  factors  and  the  hypothetical 
tripartite  system  of  income  i)rotection,  the  Council  has  given  in- 
adequate attention  to  the  social  adequacy  of  benefit  levels  and  the 
need  to  raise  benefits.  Until  benefits  are  raised,  the  true  purpose  of 
Social  Security — to  prevent  poverty  among  the  aged— will  not  be 
realized. 

GENERAL    REVENUE    FINANCING 

We  consider  the  single  most  important  achievement  of  this  Council 
was  its  recommendation  to  move  Medicare  under  general  revenue 
financing.  The  i)resent  Medicare  tax  paid  under  Social  Security 
would  stay  as  part  of  Social  Security  revenue.  This  switch  of  Medicare 
financing  anticipates  a  national  health  insurance  program  and,  to 
some  extent,  may  facilitate  this  development. 

The  move  to  general  revenue  financing  has  been  debated  for  many 
years  by  past  Councils  and  in  the  Congress.  Economic  changes  and 
demands  on  the  system  today,  however,  give  this  recommendation  a 
new  importance.  The  Social  Security  trust  fund  is  declining  relative  to 
expenditures,  and  sour  es  of  new  funds  must  be  found  in  order  to 
insure  stability  and  confidence  in  the  system.  Further,  it  is  no  longer 
acceptable  to  expect  the  lowest  paid  sector  to  continue  to  shoulder 
the  expense  of  the  regressive  Social  Security  tax.  The  move  to  general 
revenue  shifts  the  burden  towards  the  better  paid. 

A  remarkable,  and  in  our  view  regrettable,  oversight  in  this  report  is 
the  systematic  failure  to  give  adequate  emphasis  to  the  recommenda- 
tion to  fund  Medicare  under  general  revenue  which  this  Council 
endorsed.  We  feel  this  recommendation  is  the  most  important  one 
to  be  made  to  Congress. 

Further,  we  note  in  the  financing  sections  of  this  report,  that 
considerable  attention  is  given  to  the  necessity  of  increasing  the 
Social  Security  tax  rate.  At  no  time,  in  our  recollect^ion  of  Council 
meetings,  did  this  financing  alternative  receive  majority  support.  In 
fact,  the  final  Council  vote  on  financing  was  clearly  drawn  between  the 
choice  for  a  Social  Security  tax  rate  increase  and  the  use  of  general 
revenue  financing  for  Medicare.  The  majority  voted  against  the  tax 
rate  increase  and  for  general  revenue  financing.  The  sections  on  financ- 
ing do  not  convey  this  explicit  Council  decision. 

Rather,  the  opposite  impression  is  given,  that  is,  that  the  Council 
supports  a  Social  Security  tax  rate  increase.  At  no  time  did  we  support 
such  a  proposal  and  we  emphatically  dissociate  ourselves  from  it. 

Another  funding  alternative  discussed  was  increasing  the  taxable 
income  base  upon  which  the  Social  Security  tax  is  levied.  Though 
this  proposal  was  not  adopted,  we  supported  this  change  and  cer- 
tainly consider  it  preferable  to  any  tax  rate  increases  at  this  time. 

FINANCING  MEDICARE    (PART  a)    FROM   GENERAL  REVENUE 

In  making  the  recommendation  for  reducing  the  Medicare  payroll 
tax,  the  Council  is  not  recommending  any  reduction  in  the  intent  of 
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the  proposal  on  Medicare  benefits.  The  intent  of  the  proposal  is  that 
sufficient  funds  be  made  available  from  general  revenue  to  continue 
the  Medicare  benefits  just  as  if  no  change  in  financing  occurred. 

DISABILITY 

Although  the  Council  is  recommending  a  change  in  the  definition 
of  disability  as  it  applies  to  workers  55  and  over,  we  feel  that  the 
change  is  not  comprehensive  enough.  Simply  stated,  disability  should 
be  strictly  related  to  a  worker's  last  regular  occupation.  In  our  view, 
any  alternative  definitions  which  fall  short  of  this,  provide  insufficient 
protection  to  older  disabled  workers,  a  group  particularly  disad- 
vantaged when  competing  for  jobs  outside  their  regular  occupation. 

INDEXING  WAGES   (DECOUPLING) 

Another  important  policy  recommendation  of  this  Council  con- 
cerned the  issue  of  "decoupling."  Without  attempting  to  paraphrase 
a  description  of  the  subject  already  covered  at  some  length  m  this 
report,  we  would  like  to  make  certain  points  for  clarification.  In  our 
opinion,  the  crucial  factor  in  the  argument  for  the  proposed  "indexed" 
system  for  determining  benefit  levels,  was  not  the  alleged  flaws  in  the 
present  system.  The  advantages  of  an  indexed  system  are  twofold. 
First,  by  stabilizing  replacement  ratios  (i.e.,  the  relationship  between 
a  worker's  monthly  benefit  and  the  monthly  wage  they  earned  just 
before  they  retired)  through  a  technical  formula,  Congress  might 
better  focus  attention  on  the  adequacy  of  replacement  ratio  levels.  In 
our  view,  this  is  the  real  merit  of  the  indexing  system.  A  system  which 
predicts  benefits  according  to  a  set  formula,  will  provide  a  specific 
replacement  ratio  for  the  working  population.  Instead  of  not  knowing 
what  a  replacement  ratio  will  be,  attention  could  focus  on  the  social 
adequacy  of  benefits  produced  by  the  formula.  When  higher  benefits 
are  needed,  the  indexing  formula  can  be  adjusted  to  produce  such 
benefits. 

Second,  the  proposed  change  has  the  advantage  of  updating  wages 
earned  many  years  ago.  Wages  earned  early  in  a  career  are  reassessed 
upwards  to  mf)ke  them  comparable  to  today's  higher  salaries.  We 
consider  that  this  change  provides  more  equitable  treatment  to  these 
wages. 

FINAL  COMMENT 

A  controlling  factor  on  this  Council's  deliberations  was  the  strict 
time  limitation  imposed  (8  months).  The  Social  Security  staff  was 
often  called  upon  to  give  rough  cost  estimates  on  very  important 
financial  implications  of  different  courses  of  action.  This  led  to  some 
confusion  and  the  need  to  revise  "off  the  cuff"  estimates.  Council 
deliberations,  based  upon  partial,  misleading  or  erroneous  assump- 
tions, were  inevitable.  Future  Councils  simply  must  be  given  a  more 
adequate  tim^e  period  for  making  recommendations  of  such  general 
social  importance.^ 


We  are  Indebted  to  Hugh  Conway,  Consultant  to  the  Council,  for  assistance  in  preparing  this  statement. 
2  Mrs.  Campbell  concurs  with  this  comment. 
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Statement    of   John    W.    Byrnes,    Rudolph    T.    Danstedt,    and 

Edwin  J.  Faulkner 

DISSENT  to  liberalization   OF  THE   RETIREMENT  TEST 

Much  of  the  dissatisfaction  over  the  Retirement  Test  stems  from  a 
misconception  of  the  nature  of  the  benefits  estabhshed  by  the  Social 
Security  Act.  The  old  age  benefit  is  not  a  right  to  an  annuity  but 
rather  is  "earned  income  nisurance"  providing  at  least  partial  re- 
placement of  formerly  earned  income  lost  upon  retirement  from  the 
work  force.  The  measure  of  whether  the  loss  indemnified  has  occurred 
is  the  amount  of  the  recipient's  earned  income,  if  any,  at  and  after 
the  age  of  eligibility.  Whether  Congress  should  have  established  an 
annuity  benefit  rather  than  an  earned  income  replacement  benefit  is 
beside  the  point.  The  Social  Security  taxes  paid  have  been  calculated 
to  finance  only  the  more  restricted  insurance  benefit.  Elimination  of 
the  Retirement  Test  for  recipients  age  72  and  older  was  a  political 
concession  to  the  self-employed  who  frecjuently  never  retire  (or  more 
truly  think  they  will  never  retire),  but  one  that  had  small  financial 
impact  on  the  system.  The  annual  exempt  amount  was  established  and 
has  been  increased  from  time  to  time  to  permit  benefit  recipients  to 
earn  some  income  from  employment  not  conceived  as  their  regular 
work  or  of  substantial  amount,  thus  somewhat  reducing  pressures  for 
OSADI  benefits. 

While  the  Council's  recommendation  for  liberalization  of  the 
Retirement  Test  is  much  less  onerous  and  costly  than  would  be  the 
elimination  of  the  Retirement  Test,  at  a  time  when  the  system  is 
confronted  with  long-range  financial  problems,  the  additional  liabili- 
ties involved  in  liberalization  should  be  avoided.  Liberalization  of  the 
Retirement  Test  would  intensify  the  "transfer  payments"  complexion 
of  OASDI  and  would  encourage  retirement  at  the  earliest  date  of 
eligibility  for  Social  Security  benefits.  If  it  is  believed  the  liberalization 
of  the  Retirement  Test  would  be  advantageous  to  only  a  small 
minority  of  recipients  since  many  recipients  cannot  continue  in  regular 
employinent  because  of  health  reasons,  non-availability  of  jobs,_  or 
because  they  do  not  want  to  continue  to  work.  The  present  Retire- 
ment Test  provides  ample  opportunity  for  those  who  can  and  wish 
to  continue  to  work  to  earn  a  reasonable  amount  without  forfeiting 
all  of  the  OASDI  benefits.  The  exempt  amount,  under  the  automatic 
adjustment  provisions  of  the  present  law,  will  be  kept  up  to  date  with 
changing  levels  of  earnings  in  the  future.  It  is  estimated  the  exempt 
amount  will  increase  to  at  least  $3,000  by  1977  as  a  result  of  this 
provision.  The  Act  already  provides  eligible  recipients  who  wish  to 
continue  in  covered  employment  with  incentives  for  so  doing.  A  1% 
annual  increment  in  benefits  for  each  year  of  work  is  provided  those 
who  continue  to  work  after  age  65.  The  higher  earnings  characteristic 
of  employment  in  recent  years  permits  the  older  worker  to  increase 
his  wage  history  and  thus  to  enjoy  a  higher  average  wage  on  which 
benefits  are  computed. 

We  believe  that  the  Retirement  Test  as  presently  constituted 
should  not  be  liberalized. 


250 


72 

Statement   of  John   W.   Byrnes,   Edwin  J.   Faulkner,   John  J. 

ScANLON,  and  J.  Henry  Smith 

The  Council  has  recommended  that  the  definition  of  disabihty 
appUcable  to  the  payment  of  monthly  benefits  to  insured  workers  age 
55  or  over  should  be  liberalized  so  as  to  make  eligible  those  who  no 
longer  can  engage  in  substantial  gainful  activity  requiiing  skills  or 
abilities  comparable  to  those  previously  engaged  in  with  some  reg- 
ularity over  a  substantial  period.  Under  such  circum.stances  the  benefit 
payable  would  be  80%  of  the  primary  insurance  amount.  Thus,  the 
proposal  would  affect  only  persons  disabled  at  ages  55  to  61  since 
those  age  62  or  over  would  receive  an  equal  or  larger  benefit  under  the 
early  retirement  provisions. 

.A  key  aspect  of  the  problem  to  which  this  proposal  is  addressed  is 
administrative.  The  determination  of  whether  disability  exists  as 
defined  in  the  law  makes  for  very  difficult,  contentious  case  handling. 
Proper  interpretation  of  the  law  sometimes  seems  to  have  unreasonable 
results  in  certain  types  of  cases. 

It  should  be  understood,  however,  that  long  experience  with  dis- 
ability insurance  has  established  unequivocally  that  all  effective 
definitions  of  disability — even  the  more  liberal  ones — are  most  dif- 
ficult to  administer.  The  widely  varying  physical  conditions  en- 
countered (often  largely  subjective)  frequently  introduce  substantial 
uncertainty.  When  the  physical  factors  are  coupled  with  employment 
and  skill  questions,  such  as  whether  the  individual  can  find  and  do 
certain  kinds  of  work,  the  difficulties  are  greatly  magnified.  In  many 
cases  it  becomes  impossible  to  escape  uncertainty,  disagreement, 
resentment,  legal  action  and,  in  the  case  of  governmental  administra- 
tion, charges  of  hardhearted,  bureaucratic  inefficiency. 

It  is  our  opinion,  therefore,  that  the  proposed  change,  while  pro- 
viding some  liberalization,  will  not  overcome  the  inherent  problems 
of  administration.  They  will  still  exist  under  the  proposed  definition ; 
and  having  two  different  definitions  to  administer  adds  to  the  compli- 
cations. On  the  other  hand,  it  will  increase  costs,  and  to  do  so  at  this 
time  does  not  seem  prudent  inasmuch  as  the  financing  of  this  part 
of  the  program  has  been  deteriorating  rapidly.  Further,  we  are 
concerned  that  the  proposal  is  of  an  unstable  nature  because  its 
age  and  amount  limitations  are  arbitrary;  it  is  almost  certain  to  be 
liberalized,  significantly  increasing  the  cost  of  the  program  further. 

In  the  time  available  the  Council  was  unable  to  carry  out  the 
extensive  investigation  of  the  disability  portion  of  the  system  which 
is  needed  in  order  to  determine  corrective  measures.  As  yet,  we  have 
no  definitive  explanation  as  to  why  the  unfavorable  cost  experience 
has  developed.  We  have  had  no  opportunity  to  examine  how  the 
law  is  applied  in  individual  cases;  we  did  not  examine  court  interpreta- 
tions. A  great  deal  more  study  is  needed.  That  being  so,  it  seems 
unwise  to  adopt  at  this  time  a  measure,  which  would  add  to  the  cost 
burden  with  no  promise  of  correcting  basic  deficiencies  or  significantly 
easing  administrative  difficulties. 

Statement  of  Rita  R.  Campbell,  Edwin  J.  Faulkner,  John  J. 

ScANLON,  and  J.  Henry  Smith 

The  Council  has  recommended  that  Medicare  Part  A  payroll  tax 
contributions    be    diverted    to    meet   impending   deficits   in   OASDI 
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financing  and  that  the  government  fill  in  the  Medicare  loss  with  funds 
from  the  general  Treasury  revenues. 

While  this  device  would  meet  the  early  funding  problems  of  OASDI 
(but  not  the  long  range  one),  it  does  not  seem  to  us  to  be  an  appro- 
priate solution  to  the  problem.  It  would  shift  the  deficit  from  one 
social  insurance  plan  to  another,  but  it  would  not  solve  the  basic 
problem  of  under  funding.  The  Treasury  is  not  an  inexhaustible 
source  of  funds.  The  cost  would  still  have  to  be  met  and  resort  to 
general  revenue  financing  would  mark  a  serious  retreat  from  the 
principle  of  pa^ToU  tax  financing  that  the  Council  has  endorsed 
elsewhere  in  this  Report.  Also,  additional  large  expenditures  from 
general  revenues,  unless  financed  by  new  taxes,  carry  the  great  risk 
of  contributing  further  to  inflation. 

The  argument  that  Medicare  benefits  are  not  wage  related  and, 
therefore,  it  is  appropriate  to  support  them  by  general  revenues,  is 
more  a  rationalization  than  a  principle.  There  is  no  more  valid  reason 
now  for  funding  Medicare  from  general  revenues  than  there  was 
initially.  Medicare  is  now  looked  upon  truly  as  a  social  insurance 
program,  and  it  is  just  as  desirable  to  support  it  with  joint  employer- 
worker  contributions  as  it  is  for  OASDI.  General  revenue  financing 
would  mask  the  cost  of  the  program  and  weaken  even  further  the 
control  over  it.  Furthermore,  it  would  jeopardize  Medicare  by  placing 
it  in  competition  with  all  other  government  programs  financed  by 
general  revenues;  and  it  would  make  it  more  like  a  welfare  plan  which 
perhaps  should  involve  a  means  test. 

It's  our  preference,  therefore,  to  approach  the  problem  of  the 
OASDI  deficit  directly  by  raising  the  FICA  tax  rates  in  the  near 
future.  During  the  next  several  years  only  a  limited  increase  (about 
a  half  percent  for  employees  and  employer  each)  would  be  needed. 
And  certainly,  in  view  of  the  increasing  benefits  being  provided  by 
the  plan,  this  added  contribution  is  not  an  unreasonable  price  to  ask. 
It  is  likely  that  in  the  long  run  the  cost  of  the  OASDI  system  will 
rise  to  levels  that  will  require  additional  taxation,  and  we  might  as 
well  continue  to  exercise  the  discipline  of  balancing  benefits  and  taxes 
just  as  we  have  in  the  past.  In  this  way  the  philosophy,  integrity  and 
general  understanding  of  the  system  will  be  preserved. 

SUPPLEMENT.\RY   St.VTEMENT    BY    RiTA    RiCARDO    CaMPBELL 

During  the  several  meetings  of  this  Council,  I  have  felt  that  we  are 
tinkering  at  the  edges  of  what  was  originally,  in  1935,  a  rather  simple 
program,  but  which  has  grown  because  of  its  many  amendments  so 
complex  that  even  the  well-informed  citizen  does  not  understand  it. 
Additionally,  over  the  40  years  since  the  initial  passage  of  the  Social 
Security  Act,  tremendous  socio-economic  changes  have  taken  place, 
a  whole  new  welfare  system  of  benefits  has  been  enacted,  and  other 
tax  laws  with  which  OASDI  taxes  interrelate  have  been  amended. 

Although  1  view  any  change  in  OASDI  benefits  which  adds  to 
present  costs  as  undesirable  in  view  of  the  short-run  and  especially 
the  long-run  actuarial  imbalance,  which  is  based  on  what  I  believe 
to  be  over-optimistic  assumptions,*  I  have  voted  as  a  Council  mem- 
ber to  recommend  some  changes  in  benefits  which,  relative  to  the 


*  See  elaboration  of  this  point  on  page  78  ff. 
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system  as  a  whole,  have  minor  cost  impact.  My  reason  in  one  instance 
was  to  eUminate  an  inequity  which  exists  because  of  differences  in 
entitlement  between  dependents  of  men  workers  for  secondary  bene- 
fits and  dependents  of  women  workers.  My  reason  in  another  instance 
was  to  improve  the  social  adequacy  of  the  system  by  making  less 
stringent  entitlement  to  long-term  permanent  disability  benefits  for 
those  persons  55  years  and  over. 

The  Council's  refusal  to  recommend  "fairer"  tax  treatment  of  the 
twenty-two  millions  of  married  women  who  work  and  many  of  whom 
earn  little  and  yet  pay  OASDI  taxes  on  what  are  low  earnings  ^  is  an 
example  of  the  dangers  in  "tinkering"  rather  than  restructuring 
social  security  into  a  logical  part  of  the  U.S.  total  system  of  taxes 
and  social  benefits.  There  are  hundreds  of  thousands  of  couples,  the 
precise  numbers  are  not  known,  where  both  the  husband  and  wife 
work,  earn  relatively  low  wages  and  pay  a  tax  on  those  wages  and 
who  when  they  retire  at  age  65  receive  not  more  but  less  than  other 
couples  where  the  husband  has  worked  and  earned  the  equal  of  the 
two-worker  family's  combined  wages  and  his  wife  has  not  worked. 
For  example,  as  stated  in  the  Report  of  the  Subcommittee  on  the 
Treatment  of  Men  and  Women,  a  husband  with  average,  annual 
earnings  of  $4,000  and  a  wife  with  average,  annual  earnings  of  $4,000 
each  receive  $228.50  a  month  on  retirement  at  age  65,  or  a  monthly 
total  of  $457.00,  which  is  $17.50  less  than  $474.50  or  one  and  one-half 
the  monthly  primary  benefit  payable  to  a  married  worker  with  aver- 
age, annual  earnings  of  $8,000  and  a  spouse  who  has  not  worked  in 
covered  employment.  Further,  this  situation  also  exists  for  comparable 
families  with  average  annual  earnings  of  $6,000. 

To  cite  a  more  general  example,  consider  the  difference  in  benefits 
upon  retirement  for  two  families :  Family  A,  where  the  wife  works  and 
earns  40  percent  each  year  of  the  family  income,  the  husband  60  per- 
cent; and  Family  B,  where  the  wife  does  not  work.  Since  the  social 
security  program  began,  the  annual  earnings  of  the  two  families  are 
equal  and  year-by-year  are  equal  to  the  maximum,  annual  earnings 
tax  base  which  is  also  used  to  compute  benefits.  If  it  is  assumed  that 
all  four  individuals  are  65  during  the  first  six  months  of  1975,  the 
husband  in  Family  A  would  receive  $226.50  monthly  benefit  and  the 
wife,  whose  earnings  were  considerably  less,  $179.60,  for  a  total 
monthly  retirement  benefit  of  $406.10.  In  Family  B,  where  the  hus- 
band alone  has  worked,  he  and  his  wife  would  receive  a  much  greater 
monthly  retirement  benefit,  the  husband's  primary  of  $316.30  plus 
one-half  of  this  amount  ("rounded")  or  $158.20,  (a  secondary  benefit) 
for  his  "presumed  dependent"  wife,  or  $474.50  in  total.  For  each  year 
that  Family  B  receives  retirement  benefits,  it  would  receive  $820.80 
more  (before  automatic  adjustments  to  take  account  of  cost-of-living 
increases)  than  the  two-worker  family.  Family  A. 

It  is  largely  because  of  such  anomalies  as  these  which  are  inherent  in 
the  benefit  structure  that  I  argue  for  retirement  benefits  being  paid  on 
an  individual  basis,  as  well  as  OASDI  taxes  being  collected  on  an 
individual  basis.  To  argue  that  working,  married  women  should  not 
only  contribute  in  large  measure  to  the  "social"  benefits  under  social 
insurance,  but  should  also  actually  in  a  family  unit  receive  less  than 

'  In  1973,  the  median  earnings  of  fuU-tlme  working  women  were  57  percent  of  the  median  earnings  of  full- 
time  working  men.  (U.S.  Census.  CPS.  P-60,  No.  93,  July  1974,  p.  2.) 
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if  she  had  never  worked  at  all  and  paid  substantial  taxes  is  to  me 
ethically  unacceptable. 

The  Council  members  fail  to  recognize  the  impact  of  the  dramatic 
continuing  increase  in  the  numbers  of  married  women  who  work, 
generally  for  low  wages,  and  pay  OASDI  taxes  on  those  wages,  some- 
times in  preference  to  going  on  welfare  or  anticipating,  when  they  are 
older,  going  on  welfare.  Many  of  these  women  pay  higher  OASDI 
taxes  than  income  taxes.  Many  of  the  twenty-two  million  married 
working  women  (and  generally  also  their  husbands)  are  highly  critical 
of  the  OASDI  program  because  they  know  that  they  will  not  receive 
upon  retirement  or  widowhood  any  more  benefits  than  if  they  had  not 
worked  and  paid  taxes  during  their  lifetime.  They  may  know  that  they 
have  protection  for  dependent  children  and  for  long-term  disability, 
but  feel  that  these  tax  payments  are  high  "premium?"  for  such  in- 
surance. Since  the  vast  majority  of  these  women  bear  and  raise  chil- 
dren, they  contribute  to  society  in  ways  beyond  what  the  usual  single 
person  does. 

In  those  families  where  both  husband  and  wife  worked  in  1973,  the 
differentials  in  annual  median  income  compared  to  families  where  only 
the  husband  worked,  by  age  of  head  of  household,  were  as  follows:  ^ 

WORKERS-MEDIAN  INCOME 


Age,  by  age  of  husband 

Whites: 

25  to  34.... 

35  to  44 

45to54 

55  to  64 

Negroes: 

25  to  34 

35  to  44 

45  to  54 

55  to  64 

Obviously,  married  women  contribute  substantially  to  the  family 
earnings.  The  life  styles  of  their  families  are  based  on  combined 
earnings,  and  it  is  the  replacement  ratio  of  combined  family  earnings, 
at  least  of  low-paid  workers,  which  the  social  security  system  should 
consider  in  determing  replacement  ratios  (percentages  of  earnings 
replaced  by  social  security  benefits  upon  retirement)  if  it  is  claimed 
to  have  made  some  adaptation  to  the  rapid  socio-economic  changes 
of  the  last  40  years. 

The  argument  of  the  Council's  majority  that  to  give  more  individual 
equity  to  working  married  women  is  wrong  because  it  would  favor  a 
"special  group"  (Report  of  the  Council,  Chapter  5,  Sec.  3.1)  indicates 
to  me  a  surprising  lack  of  awareness  of  today's  socio-economic  world — 
a  world  in  which  the  majority  of  married  women  work.^ 

There  are  other  special  groups  which  are  smaller  in  number  and 
for  whom  the  Council  has  recommended  that  their  benefits  be  lib- 
eralized, e.g.,  those  over  age  65  and  under  72,  who  continue  to  work. 

If  among  married  women  there  is  currently  a  special  group,  it  may 
be  that  it  is  those  non-working  married  women  who  become  entitled 

«  U.S.  Census,  P-60,  No.  97,  January  1975,  Table  74,  p.  156. 

'  Mrs.  Norwood  concurs  with  tlie  portion  of  this  statement  beginning  with  paragraph  2  on  page  74  and 
ending  with  this  paragraph. 

53-424  O  -  75  -  17 


Husband 

Husband 

Difference  in 

and  wife 

only 

family  income 

$14, 186 

$11,967 

$2,  219 

17,056 

13,653 

3,403 

18,418 

12,609 

5,  809 

16,  819 

11,918 

4,901 

12,509 

8,528 

3,981 

13,082 

7,872 

5,210 

13,  867 

8,280 

5,587 

11,526 

5,853 

5,673 
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in  1975  and  later  to  only  secondary  benefits  often  sizeable  and  based 
only  on  their  husband's  earnings.  Ihese  women  have  not  accumulated 
enough,  or  any,  earnings  credits  to  obtain  a  primary  benefit  based  on 
their  own  earnings  and  many  of  them  may  have  husbands  who  had 
high  earnings  from  which  savings  were  accumulated  and  also  these 
women  may  enjoy  other  sizeable  income  as  interest,  rents  and  divi- 
dends. As  the  years  go  by,  the  number  of  women  who  have  never 
worked  in  covered  employment  will  decline.  Of  all  aged  wives  of  re- 
tired worker  beneficiaries,  the  group  entitled  only  to  a  secondary 
benefit,  that  is  one-half  of  their  husband's  primary  retirement  benefit 
because  they  are  "presumed  dependent,"  is  estimated  by  SSA  to  fall 
to  about  30-35  percent  by  2020.^  However,  by  1970,  68  percent  of 
women,  ages  45-49,  had  already  earned  enough  quarters  of  covered 
work  to  be  insured  for  their  own  primary  benefit.  SSA's  projection 
that  30  percent  to  35  percent  of  aged  wives  of  retired  worker  bene- 
ficiaries will  be  entitled  to  only  secondary  benefits  by  2020,  rather 
than  earlier,  as  in  1990  or  1995,  when  the  women  ages  45-49  would 
be  old  enough  to  be  entitled  and  be  drawing  benefits,  depends  on  two 
major  assumptions.  These  are  the  rate  at  which  women  already  re- 
ceiving a  secondary  benefit  leave  the  rolls  by  death  or  other  disquali- 
fication and  the  labor  force  participation  rate  of  women  in  future 
years  by  marital  status. 

SSA  actuaries,  in  projecting  future  costs  of  the  system,  assumed  an 
increase  for  women  by  age  groups  of  their  labor  force  participation 
rate.  For  example,  the  percent  of  women  in  the  labor  force  by  selected 
age  groups  in  1970  (actual)  and  1995  (estimated)  is:^ 


[In  percent] 

Ages 

1970  actual 

1995 

45  to  49 

55 

59 

50  to  54 

54 

58 

55  to  59    .     .      . 

49 

53 

In  every  case  there  is  an  estimated  increase. 

It  is  possible,  depending  on  the  assumptions  used,  that  women  who 
are  entitled  only  to  a  secondary  benefit — that  is  they  did  not  work 
even  intermittently  and/or  part-time  to  acquire  40  quarters  of  cov- 
erage, the  equivalent  of  10  3^ears  in  covered  employment — may  be 
30  percent  or  even  less  of  all  aged  women  whose  husbands  are  receiving 
old-age  benefits  some  years  before  2020. 

For  example,  an  article  in  the  Social  Security  Bulletin  '°  states  that, 
I'More  than  half  the  women  between  ages  60  and  64  in  1970  were 
insured  for  benefits  in  their  own  right.  Among  women  in  their  forties 
and  early  fiities  in  1970,  2  in  3  were  earning  insured  status  at  a  rate 
that  would  qualify  them  for  benefits  when  they  reached  retirement 
age." 

My  proposal  is  two-fold.  The  first  part  was  supported  by  the  Sub- 
committee on  the  Treatment  of  Men  and  Women  (see  Report,  Ap- 


'  Office  of  the  Actuary,  SSA. 

»  Developed  hv  ttie  Office  of  the  Actuary,  SSA,  for  use  in  long-range  cost  estimates  in  the  1974  Trustees' 
Report,  unpublished  data. 

'o  v.  Reno,  "Women  Newly  Entitled  to  Retired-Worker  Benefits  .  .  . ,"  Social  Security  Bulletin,  April 
1973,  p.  4. 


255 


77 


pendix  B,  pp.  147-148),  but  the  second  part  was  not.  The  proposal 
is  (1)  to  help  low-earning,  married  men  and  low-earning,  married 
women  by  permitting  a  couple  coming  on  the  benefit  rolls  in  the  future 
an  option  in  computing  their  retirement  benefits  to  combine  their 
earnings  up  to  the  taxable  base  (thus  helping  only  low  earners) 
when  each  of  them  has  paid  taxes  on  10  years  (40  quarters)  of  covered 
earnings  during  the  last  20  years  prior  to  retirement  at  a  long-run 
cost  of  0.20  percent  of  taxable  payroll ;  and  (2)  to  phase  out  gradually 
over  a  30-year  period  (see  Subcommittee  Report,  p.  146  details) 
secondary,  retirement  benefits  of  an  aged  spouse  (wife  or  husband). 
The  secondary  benefits  of  surviving  spouses  and  children  would  be 
retained.  The  second  part  of  the  proposal  would  result  in  an  estimated 
long-run  savings  of  0.39  percent  of  taxable  payroll.  This  estimate 
assumes  that  the  following  three  recommendations  initially  made 
by  the  Council  will  be  enacted  and  effective  immediately." 

(1)  The  same  rules  of  entitlement  to  secondar^^  benefits  would  apply 
to  men  and  women ;  (2)  immediate  universal  coverage  and  {3}  for  those 
coming  on  the  rolls  in  the  future  an  immediate  offset  of  a  private 
pension  earned  in  uncovered  employment  against  secondary,  retire- 
ment and  survivor  benefits  of  social  security  based  on  earnings  of  a 
spouse  in  covered  employment.  If  either  of  the  latter  two  recommenda- 
tions are  not  enacted  and  the  first  one  is  enacted — as  is  likel}'  to  be  the 
case,  as  note  the  finalized  version  of  Chapter  7  of  the  Council's  report 
points  out  that  universal  coverage  will  face  man}^  obstacles — ^then  the 
savings  would  be  somewhat  greater  than  0.39  percent  of  payroll. 
Actuarial  data  are  not  available  covering  the  cases  when  all  or  some 
of  these  assumptions  are  dropped. 

There  are  among  the  8.8  million  workers  who  are  not  currently 
covered,  3.6  million  persons  who  work  for  State  and  local  government, 
where  legal  problems  probably  would  interfere  with  their  rapid,  com- 
pulsory coverage  under  social  security. 

The  Council  voted  to  recommend,  without  any  phase-out  period 
but  merely  prospectively,  to  treat  as  an  offset  against  both  the  retire- 
ment and  survivor's  secondary  benefits,  based  on  the  spouse's  covered 
earnings,  any  pension  earned  by  the  other  member  of  the  couple 
which  derives  from  work  in  non-covered  employment.  This  recom- 
mendation would  create  a  new  inequity  primarily  to  a  particular  class 
of  married,  working  women  and  that  is  those  wives  whose  husbands 
work  in  covered  emplo3anent  while  they  work  in  non-covered  employ- 
ment as  in  civil  service  or  in  many  States  as  school  teachers.  The  lack 
of  a  phase-out  period  gives  virtually  no  time  for  these  couples,  some  of 
whom  may  be  within  ten  or  less  years  before  retirement,  to  attempt 
to  make  up  or  recapture  the  proposed  sudden  loss  in  secondary  bene- 
fits to  the  wife  and  benefits  on  which  their  retirement  plans  have  been 
based. ^^  This  is  an  example  of  what  "tinkering"  with  benefits,  rather 
than  restructuring  the  system  to  pay  retirement  benefits  on  an  in- 
dividual basis,  may  do. 

The  second  part  of  my  proposal  has  a  phase-out  period  of  thirty 
years  to  avoid  a  comparable  inequity  to  non-working,  married  women 
and  it  applies  only  to  retired  couples  not  to  the  surviving  spouse. 


11  Office  of  the  Actuary,  SSA. 

'2  Mrs.  Norwood  also  concurs  with  the  portion  of  this  statement  beginning  with  paragraph  3  on  page  77 
and  ending  with  this  sentence. 
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Under  my  proposal  the  secondary  benefits  to  aged  wives  and/or 
husbands  without  a  dependent  child  in  their  care  would  be  phased 
out  at  the  end  of  30  3'ears.  Thus,  the  largest  savings  impact  would 
occur  at  a  most  favorable  time  to  coincide  with  the  timing,  the  3'ear 
2005,  when  the  double  impact  of  high  costs  of  total  benefits  due  to  the 
relatively  large  number  of  World  War  II  babies  who  will  be  retiring 
and  collecting  OASDI  benefits,  and  concomitantly  of  fewer  workers  to 
pay  these  benefits  as  the  relatively  fewer  births  during  the  past  several 
3^ears  enter  the  labor  force,  occurs. 

The  Finance  Subcommittee  and  the  Council's  Reports  reflect  the 
estimate  used  in  the  1974  Report  of  the  Boards  of  Trustees  that  the 
fertilit}^  rate  will  return  to  2.1  babies  per  woman,  the  population 
replacement  rate,  by  1985.  It  is  anticipated  that  the  double  impact  of 
more  beneficiaries  and  relatively/  fewer  workers  will  increase  the  num- 
ber of  social  security  beneficiaries  from  30  beneficiaries  for  every  100 
workers  to  45  beneficiaries  for  every  100  workers  by  the  year  2025. 
In  1950  the  ratio  was  6  beneficiaries  for  every  100  workers.'^  If  a 
fertiUty  rate  of  2.1  is  not  achieved  by  1985,  and  there  are  good  reasons 
to  anticipate  this,  then  the  long-run  actuarial  imbalance  will  be 
considerably  greater. 

Because  only  a  single  set  of  assumptions,  covering  projected  birth 
rates  and  price  and  wage  increases,  were  presented  by  the  Finance 
Subcommittee  to  the  Council  (and  these  are  the  same  as  in  the  1974 
Trustee's  Report)  rather  than  is  more  customary,  a  range  of  low, 
medium  and  high  estimates,  and  the  single  set  of  assumptions  was 
accepted  by  the  Council  as  "reasonable,"  the  underlying  assumptions 
of  the  long-run  projected  deficit  should  be  examined  critically. 

The  three  assumptions  are:  (1)  an  annual  5-percent  increase  in 
average  money  wages,  (2)  an  annual  3-percent  average  increase  in  the 
Consumer  Price  Index  and  thus  a  2-percent  average  rate  of  increase 
in  real  wages  and  (3)  a  2.1  fertility  rate  by  1985,  which  will  remain 
constant  at  that  level  for  the  remainder  of  the  75  years. 

If,  however,  1 .9  births  per  woman  were  the  average  fertility  rate  for 
the  whole  75  years,  the  2.98  percent  actuarial  imbalance  would  be 
3.73  percent  of  taxable  payroll.  Additionally,  without  decoupling  the 
system  but  with  a  steady  annual  rate  of  growth  in  real  wages  of  only 
1  percent,  based  on  wages  increasing  at  5  percent  and  prices  increasing 
at  4  percent,  the  long-run  deficit  may  be  as  high  as  about  10  percent 
of  taxable  payroll.'* 

It  is  noted  in  the  Finance  Subcommittee  Report  of  February  3, 
p.  98,  and  also  in  Chapter  7  of  the  Council  Report  (Sec.  3.3),  that 
"...  the  demographic  projection  has  an  almost  overwhelming  effect 
on  the  costs  of  the  system.  .  .  .  The  change  [b}'  the  Trustees  of  the 
funds  in  their  1974  Report]  in  population  assumptions  accounts  for 
63  percent  of  the  total  deficit  and  76  percent  of  the  increase  in  the 
deficit  since  the  last  actuarial  review."  (p.  98,  "Deficit"  is  the  long- 
run  actuarial  imbalance.) 

The  argument  to  support  an  assumption  of  1.9  births  rather  than 
2.1  births  per  female  over  the  75  years  period  follows.  Because  of  the 
change  in  technology  in  respect  to  birth  control,  it  is  the  woman,  and 


"  Subcommittee  on  Finance  Report,  Februarys,  1975,  p.  98. 
"  Office  of  the  Actuary,  SSA. 
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not  the  man,  who  decides  for  the  first  time  in  history  the  number  of 
children  a  woman  will  bear.  Because  of  this  factor,  it  is  impossible 
to  predict  on  the  basis  of  experience,  future  birth  rates,  and  the 
statistical  data  available  appear  to  support  this  conclusion. 

I  attach  as  Exhibit  A,  a  graph  which  gives  birth  rates  by  age  of 
mother,  1945-1973,  originally  drawn  on  a  "semi-log"  scale,  ^^  but 
redrawn  here  on  the  normal  scale  to  which  most  persons  are  ac- 
customed and  which  does  not  compress  the  extreme  drop,  but  rather 
makes  clear  the  size  of  the  drop  from  1960  on  in  birth  rates  by  age  of 
mother.  There  is  clearly  a  precipitous  decline  in  birth  rates  for  each 
of  the  five-year  age  brackets  which  the  compression  of  the  original 
chart  tends  to  minimize. 

Additionally,  the  February  1975,  Census  Bureau's  Population 
Estimates  and  Projections  '^  includes  a  range  of  estimated  birth  rates 
through  the  year  2025,  one  of  which,  Ser.  Ill,  is  only  1.7  births  per 
woman,  in  order  "to  provide  a  reasonable  range  in  projections  of 
future  births."  (p.  3). 

My  proposal  supports  the  philosophy  of  a  replacement  ratio  of 
earnings  lost  b}-^  retirement,  but  interpreted  as  replacement  ratio  of 
family  earnings.  Two-worker  famiUes  gear  their  style  of  living  to  two 
incomes.  The  replacement  of  "head  of  household"  earnings  with  an 
allowance  for  his  dependents  does  not  fit  the  facts  of  family  structure 
in  1975.  Married  couples  with  only  the  husband  working  no  longer 
comprise  the  majority  of  families  in  those  age  brackets  where  it  is 
usual  to  work. 

The  advantages  of  the  two  proposals  as  a  package  would  be  to  give 
greater  equity  to  married  women  who  work  and  eventually,  as  the 
phaseout  is  completed,  greater  equity  to  singles  who  work,  pay  the 
same  tax  and  have  no  dependents.  It  is  my  belief  that  because  of  the 
continuing  trends  in  the  increasing  labor  force  participation  rate  of 
women,  the  declining  labor  force  participation  rate  of  men,  the 
increase  in  divorce  and  decrease  in  marriages,  and  the  decline  in  the 
birth  rate,  it  is  advisable  to  begin  now  to  restructure  the  social  security 
system  to  adapt  to  these  socio-economic  changes  rather  than  wait  for 
dissatisfaction  with  the  system  to  so  increase  as  to  force  hurriedly 
changes  which  may  be  undesirable. 

The  current  system,  coupled  with  Federal  income  taxes,  discourages 
women  from  working  outside  of  the  home  and  also  discourages  private 
savings  which  provide  the  financing  for  investment  needed  for  growth 
of  national  real  income.  As  the  ratio  of  beneficiaries  to  workers  in- 
creases, it  will  create  a  need  for  more  revenues  to  finance  social 
security  benefits,  but  from  taxes  on  relatively  fewer  workers  or  pro- 
ducers. Then  the  undesirable  effect  of  the  loss  of  economic  product 
to  society  because  of  penalties  imposed  by  the  tax  system,  and  espe- 
cially by  OASDI  taxes  on  married  women,  will  become  more  obvious. 
It  may  be  in  the  area  of  inducing  a  higher  labor  force  participation  rate 
by  women,  rather  than  in  attempting  to  extend  normal  retirement 
age  to  68  years,  that  long-run  solutions  may  be  successfully  sought. 


15  Monthly  Vital  Statistics  Report,  Vol.  23,  No.  11,  Supplement,  Jan.  30, 1975,  p.  3. 
'6  Ser.  P-25,  No.  541. 
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EXHIBIT  A 


BIRTH    RATES    BY  AGE   OF    MOTHER:   UNITED    STATES.  1945-73 
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Statement  of  Rudolph  T.  Danstedt 

The  Council  has  made  three  major  findings  and  recommendations 
and  several  minor  ones: 

1.  I  strongly  support  the  statement  on  the  philosophy  and  objec- 
tives of  social  security  in  which  the  Council  unanimously  endorsed 
the  major  principles  of  the  contributory,  wage-related  social  security 
program.  i 
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2.  I  support  the  Council's  recommendation  that  the  method  of 
computing  social  security  benefits  be  changed  to  a  system  guarantee- 
ing that  the  protection  for  current  workers  is  kept  up  to  date  auto- 
matically at  least  as  high  as  future  increases  in  the  level  of  earnings 
and  that,  as  in  the  present  system,  benefits  once  payable  would  be 
kept  up  to  date  with  increases  in  prices.  I  support  this  recommenda- 
tion, however,  with  the  understanding  that  the  "wage  replacement 
ratios"  established  under  the  new  system  will  be  those  pertaining 
under  present  law  after  the  updating  of  benefits  in  June  of  1975. 

3.  I  strongly  disagree  with  the  Council's  recommendation  that  the 
hospitalization  insurance  part  of  Medicare  be  changed  from  a  program 
of  contributory  social  insurance  to  one  which  would  be  entirely  sup- 
ported by  general  revenues  and  that  the  contributions  now  earmarked 
for  hospital  insurance  be  shifted  to  the  support  of  the  cash  benefit 
program. 

The  Council  made  several  other  recommendations  which,  however, 
compared  with  the  above  recommendations  are  of  lesser  significance. 

While  agreeing  that  the  definition  of  disability  for  older  workers 
(55-64)  should  be  liberalized,  the  Council's  liberahzation  of  the 
disability  definition  does  not  address  itself  adequately  to  the  older 
disabled  worker  in  a  job  market  that  discriminates  against  the  older 
worker.  I  support  a  definition  under  which  older  workers  should  be 
able  to  qualify  for  disability  benefits  if  they  are  occupationally  dis- 
abled, that  is,  if  they  can  no  longer  engage  in  substantial  gainful 
activity  in  their  last  regular  occupation.  These  older  occupationally 
disabled  people  are  in  a  situation  similar  to  that  in  which  many 
people  find  themselves  at  age  65  when,  because  of  their  age,  they 
cannot  find  job  opportunities,  and  are  in  effect  superannuated. 

I  disagree  with  further  loosening  up  of  the  retirement  test.  Basically 
I  strongly  support  the  concept  of  social  security  as  retirement  insur- 
ance. The  present  retirement  test  with  its  automatic  adjustment  for 
an  increase  as  wages  rise  is  a  liberal  one.  It  allows  individuals  to  have 
more  in  total  income — social  security  benefits  plus  earnings — the 
more  an  individual  works  and  earns.  Under  present  law  some  people 
earning  as  much  as  $8,000  or  $9,000  a  year  may  still  be  ehgible  for 
partial  social  security  benefits. 

I  see  no  good  reason  to  incur  extra  costs  for  the  program  to  favor 
further  those  who  are  fortunate  enough  to  be  able  to  continue  at 
work,  particularly  the  self-employed  and  professional  people  and 
higher-paid  salary  and  wage  workers  who  frequently  do  not  encounter 
the  same  age  barriers  to  gainful  activity  as  other  members  of  the 
labor  force. 

ABOLISHING  MEDICARE  AS  AN   EARNED   RIGHT 

I  want  to  indicate  in  detail  why  we  strongly  disagree  with  the 
Council's  recommendation  to  change  the  hospitalization  part  of 
Medicare  from  a  program  of  contributory  social  insurance  to  one 
which  would  be  entirely  supported  by  general  revenues,  and  shift 
the  contribution  now  earmarked  for  hospital  insurance  to  the  support 
of  the  cash  benefit  program. 

The  charge  to  the  Council  from  the  Congress  specified  an  examina- 
tion of  "The  scope  of  coverage  and  adequacy  of  benefits  and  other 
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aspects  of  the  Program"  including  Title  XVIII — Medicare.  However, 
at  an  early  stage  of  the  Council's  deliberations,  the  lateness  of  the 
Council's  appointment  which  allowed  only  nine  months  for  its  study, 
and  the  extensive  study  presumably  underway  of  national  health 
insurance  proposals,  were  presented  as  reasons  for  this  Council 
excluding  an  examination  of  Medicare. 

I  agreed  reluctantly  with  this  decision  because  I  believed  that  the 
Medicare  program  for  older  and  disabled  people  should  be  improved 
in  several  important  respects.  I  was  and  am  now  concerned  with  the 
financial  burden  on  low  and  middle-income  social  security  recipients 
of  the  $6.70  per  month  premium  payment  of  Part  B  of  Medicare 
which  reduces  their  cash  benefits  approximately  5%.  I  support  for 
financing  purposes  elimination  of  this  premium  by  combining  Part 
A  (Hospital  Insurance)  and  Part  B  (Supplementary  Medical  In- 
surance)— now  financed  through  premiums  and  general  revenues — of 
Medicare  and  the  financing  of  Medicare  by  one-third  contribution 
from  employees,  one-third  contribution  from  employers  and  one- 
third  from  the  general  revenues.  Such  a  recommendation  was  endorsed 
by  the  1970-1971  Advisory  Council. 

In  spite  of  the  fact  that  the  Council  has  not  studied  the  Medicare 
program,  at  its  very  last  meeting  the  Council  voted  to  fundamentally 
change  the  nature  of  the  hospital  insurance  part  of  Medicare  from  a 
contributory  social  insurance  system  to  a  system  which  would  be  one 
entirely  supported  by  general  revenues.  In  contrast  to  the  careful 
work  of  the  Council  and  its  staff  on  the  cash  benefit  part  of  social 
security,  the  reasoning  put  forth  in  support  of  this  recommendation 
shows  a  lack  of  serious  attention  and  analysis.  The  notion  that 
hospital  insurance  should  be  paid  for  entirely  by  general  revenues 
because  the  medical  benefits  provided  by  the  hospital  insurance 
program  vary  according  to  the  medical  needs  of  the  insured  individual 
seems  to  be  based  on  a  misunderstanding  of  the  nature  of  health 
insurance.  What  people  are  paying  for  under  the  Medicare  program  is 
"protection  against  a  risk."  The  fact  that  some  people  may  draw 
much  more  in  the  way  of  benefits  than  others  is  no  more  a  reason  to 
drop  the  contributory  concept  than  it  would  be  to  drop  the  contribu- 
tory concept  in  the  case  of  the  life  insurance  part  of  the  program 
where  the  amount  actually  paid  differs  according  to  the  age  of  the 
individual  at  death,  the  number  of  dependents,  etc. 

Moreover,  the  fact  that  the  amount  of  protection  under  hospital 
insurance  (as  distinct  from  the  value  of  benefits  actually  paid)  does 
not  vary  by  past  earnings  does  not  seem  to  us  a  significant  reason  for 
dropping  the  contributory  principle.  In  hospital  insurance  it  is  the 
fact  that  those  who  earn  more  pay  somewhat  more  for  the  same 
protection  and  the  fact  that  more  of  the  employer's  contribution  is 
used  for  the  protection  of  the  lower  paid  that  introduces  progressive 
principles  into  the  program.  In  the  cash  benefit  program  this  result  is 
accomplished  by  the  combination  of  a  flat  percentage  contribution 
rate  but  a  weighted  benefit  formula.  In  the  Medicare  program  the 
progressive  element  is  established  by  having  the  low-wage  earner  pay 
less  for  comparable  protection. 

I  am  greatly  concerned  that  changing  Medicare  from  a  contributory 
social  insurance  program  to  one  supported  entirely  by  general  revenues 
could  well  lead  to  the  loss  of  the  concept  of  earned  right  and  to  the 
possible  introduction  of  an  income  or  means  test  intp  the  program. 
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Workers  contribute  toward  hospital  insurance  with  the  clear 
understanding — amounting  to  a  social  compact  with  their  govern- 
ment— that  when  retired  or  disabled  with  income  down  and  the  inci- 
dence of  illness  up — their  hospital  insurance  costs  will  be  paid  as  a 
matter  of  right. 

It  needs  to  be  underlined  that  when  Medicare  was  enacted  the 
representatives  of  large  groups  of  organized  employees — the  AFL- 
CIO  and  a  wide  range  of  international  unions — supported  the  payroll 
contributions  for  hospital  insurance  as  a  guarantee  that  hospital 
insurance  shall  be  an  earned  right.  This  continues  to  be  their  position. 

If  Medicare  is  to  be  supported  entirely  by  the  general  taxpayer 
rather  than  in  significant  part  by  earmarked  contributions  from  those 
who  are  to  benefit  from  the  protection,  the  question  in  the  future  will 
inevitably  arise  as  to  why  general  funds  should  go  to  pay  for  the 
hospitalization  and  physicians'  bills  of  a  selected  group  in  the  popu- 
lation— the  elderly  and  disabled— regardless  of  whether  or  not  a 
particular  elderly  or  disabled  person  is  entirely  able  to  pay  for  the 
services  on  his  own.  Thus  I  fear  that  the  recommendations  of  the 
majority  could  over  time  transform  the  Medicare  social  insurance 
program  into  a  relief  program.  There  is  enough  experience  with  the 
income-tested  Medicaid  program  to  predict  what  the  implications  of 
such  a  transformation  would  be  for  the  perpetuation  of  a  two-class 
system  of  medicine  and  in  terms  of  undermining  the  dignity  of  the 
recipient. 

If  the  protection  that  is  now  afforded  the  hospital  insurance  pro- 
gram by  its  contributory  nature  is  destroyed,  it  is  likely  that  it  would 
become  much  easier  to  reduce  the  protection  provided.  In  times  of 
budgetary  restriction  it  would  be  easier  to  propose  and  harder  to 
restrict  such  money-saving  proposals.  Even  today,  this  Administra- 
tion is  seeking  to  reduce  the  deficits  in  the  unified  budget  by  requiring 
the  elderly  and  disabled  to  bear  more  of  the  cost  of  Medicare  through 
cost-sharing.  Thus  I  fear  that  the  proposal  to  finance  Medicare  out 
of  general  revenues  so  as  to  use  the  hospital  insurance  contributions 
for  the  cash  benefit  program  could  easily  result  over  time  in  the 
elderly  being  asked,  in  effect,  to  make  up  for  the  deficits  in  the  cash 
benefits  program  through  reduction  in  their  health  insurance 
protection. 

Although  the  Council  had  not  considered  these  matters  or  any 
other  matters  concerning  the  ]\ledicare  program  and  operating  under 
the  pressure  to  conclude  its  affairs  on  its  final  meeting  day,  the  Council 
seized  on  the  hospital  insurance  contributions  to  finance  the  deficit 
in  the  OASDI  program. 

RECOMMENDATIONS    FOR    IMPROVING    THE    FINANCING    BASE    FOR    THE 

CASH  BENEFIT  PROGRAM 

Instead  of  sacrificing  the  Medicare  program  in  order  to  improve 
the  financing  base  for  the  cash  benefit,  I  propose  that  the  financing 
problems  of  the  cash  benefit  program  be  faced  directly. 

That  the  outgo  of  the  cash  benefit  programs  should  exceed  income 
in  the  immediate  future  is  not  a  cause  for  concern.  The  $46  billion 
in  trust  fund  assets  available  to  the  OASDI  program  exist  for  just 
this  purpose.  The  reserves  should  be  drawn  on  in  a  period  of  recession 
like  the  present.  What  this  means  is  that  social  security  beneficiaries 
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get  more  money  to  spend  than  is  being  deducted  from  worker's 
earnings  as  social  security  contributions,  and  today  that  is  good  for 
the  economy. 

The  annual  deficit,  however,  cannot  be  allowed  to  continue.  To 
meet  this  deficit  I  propose  first,  that  beginning  in  calendar  year  1977 
the  maximum  amount  counted  for  the  computation  of  benefits  and 
for  contributions — the  wage  base — should  be  raised  above  the  approxi- 
mately $16,800  that  can  be  expected  to  be  in  effect  in  1977  under 
present  law.  The  economic  impact  of  such  an  increase  would  not  be 
felt  until  the  fall  of  1977  because  it  is  not  until  then  that  any  signifi- 
cant number  of  workers  would  have  earnings  that  exceed  the  $16,800 
figure  that  would  be  in  effect  in  any  event.  The  exact  amount  of  the 
increase  in  the  earnings  base  should  be  determined  by  whether  it  is 
to  be  done  in  one  step  or  in  several  steps.  One  alternative  is  to  increase 
the  amount  to  $24,000  in  1977  and  have  it  rise  automatically  from 
this  figure  as  wages  increase.  Another  possibility  is  to  provide  for 
more  gradual  increases,  that  is,  a  lesser  increase  for  1977,  compensated 
for  by  larger  increases  later.  It  is  of  interest  to  note  that  the  AFL-CIO 
Executive  Council  has  endorsed  moving  the  wage  base  up  to  $28,000 
over  a  period  of  years.  ^^ 

I  propose,  further,  a  tax  on  the  employer's  full  payroll.  A  maximum 
on  the  benefit  and  contribution  base  for  individual  workers  is  appro- 
priate since  the  amount  that  j>eople  pay  and  the  amount  that  is 
credited  to  their  record  for  benefit  purposes  should  be  tied  together, 
and  it  would  seem  unreasonable  under  social  insurance  to  compute 
benefits  on  the  very  high  salaries  earned  by  the  top  2  percent  or  3  per- 
cent of  the  wage-earning  portion  of  the  population.  There  is  no  similar 
need  for  a  limitation  on  employer's  payroll.  The  tax  on  employer's 
payroll  is  less  now  than  contemplated  in  the  original  Social  Security 
Act.  There  was  then  provided  an  ultimate  combined  employer  tax 
rate  for  social  security  and  unemployment  compensation  totalling  6 
percent.  Because  of  the  lower  proportion  of  wages  now  covered  under 
the  experience  rating  of  unemployment  compensation  and  the  increased 
tax  deductible  advantages  now  available  through  corporate  tax  laws, 
the  tax  burden  on  employers  is  now  significantly  less  than  provided 
by  the  original  law. 

With  a  higher  benefit  and  contribution  base,  the  contribution 
schedule  in  present  law  would  substantially  over-finance  the  Medicare 
hospital  insurance  program  for  many  years  into  the  future.  Con- 
sequently, it  would  be  possible  to  allocate  the  1978  scheduled  increase 
of  0.2  percent  of  payroll  to  employees,  and  a  like  amount  on  employers, 
to  the  cash  benefit  program  rather  than  to  the  hospital  program.  I 
propose  that  this  be  done. 

The  increase  in  the  wage  base  I  am  proposing  would  return  the 
system,  partly,  but  not  all  the  way,  to  the  original  program  intent. 
In  1938,  the  first  year  for  which  there  is  adequate  social  security  data 
(the  social  security  system  began  to  collect  contributions  in  1937), 
97  percent  of  all  the  workers  in  the  system  had  their  full  wages  counted 
toward  social  security.  Today,  only  85  percent  of  the  workers  covered 
by  the  system  have  all  of  their  earnings  counted.  To  get  back  to  the 
siutation  that  existed  at  the  time  the  program  first  went  into  effect 
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would  require  an  earnings  base  substantially  in  excess  of  what  I 
propose,  probably  an  earnings  base  in  1977  in  excess  of  $30,000. 

Although  the  Council  adopted  an  increase  in  the  tax  base  to  $24,000 
at  its  next  to  last  meeting,  because  of  a  concern  that  an  increase  in  the 
maximum  earnings  base  would  invade  an  area  of  protection  which  it 
was  argued  should  be  left  to  private  pensions  and  individual  savings, 
the  Council  at  its  last  meeting  rescinded  this  earlier  decision.  It  was 
my  view  then  and  is  now  that  an  increase  in  the  earnings  base  such  as  I 
have  proposed  would  still  leave  substantial  room  for  supplementation 
b}^  private  pension  plans  and  savings.  The  replacement  rate  for  the 
w'orker  earning  at  the  $24,000  maximum  w^ould  be  only  about  35 
percent. 

Moreover,  such  a  higher  wage  base  obviates  the  necessity  for  an 
increase  in  the  contribution  rate — a  position  which  I  strongly  favor— 
and  imposes  no  additional  cost  on  the  middle  level  and  lower  paid 
workers,  while  providing  increased  protection  for  those  who  pay 
more.  It  is  important  to  emphasize  that  the  social  security  program 
provides  a  unique  protection  which  offers  the  workers  absolute 
assurance  as  to  vesting,  portability  and  receipt  of  benefits  when 
they  are  due.  Raising  the  maximum  earnings  base  increases  benefit 
protection  for  workers  as  well  as  contributes  to  the  improved  financing 
of  the  program.  For  example,  if  the  maximum  earnings  base  were 
increased  to  $24 ,000,  a  55  year  old  worker  earning  the  maximum 
amount  would  get  nearly  $125  a  month  more  when  he  retired  at  65 
than  he  would  if  the  earnings  base  were  left  as  in  present  law.  If  he 
were  60  when  the  increased  earnings  base  went  into  effect,  he  would 
get  benefits  at  65  of  somewhat  more  than  $50  a  month  above  present 
law. 

I  share  the  Councii's  commitment  to  income  programs  supple- 
mentary to  social  security,  effective  private  pensions  (as  well  as 
individual  insurance,  savings  and  other  investments)  but  I  hold 
that  we  must  also  keep  in  mind  that  less  than  one-third  of  all  older 
people  now  have  supplementation  from  private  pensions  and  even 
in  the  long  run  it  is  doubtful  whether  the  proportion  would  exceed 
50  percent.  Maintaining  the  financial  integrity  and  protection  of  the 
social  security  system  is  thus  of  paramount  concern. 

These  steps  that  I  propose — the  increase  in  the  maximum  earnings 
base,  a  tax  on  the  employer's  total  payroll  and  the  reallocation  of 
the  1978  contribution  increase  from  hospital  insurance  to  the  cash 
benefit  program — would  solve  what  the  Council  has  described  as 
the  short-run  financing  problem  of  the  cash  benefit  program  and 
carry  the  cash  benefit  program  on  a  self-sufficient  basis  well  into  the 
late  1980's. 

However,  depending  on  what  happens  to  wage  and  cost  of  living 
rates,  a  limited  contribution  may  be  required  from  the  general  revenues 
in  the  last  decade  of  this  century. 

I  propose,  therefore,  to  meet  this  possible  contingency  by  restoring 
to  the  Social  Security  law  the  provision  for  general  revenue  financing 
that  existed  from  1944-1950  as  follows:  'There  is  also  authorized 
to  be  appropriated  to  the  Trust  Fund  such  additional  sums  as  may 
be  required  to  finance  the  benefits  and  payments  provided  for  in 
this  title." 
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The  financing  problem  in  the  next  century  growing  out  of  the 
likelihood  of  an  increasing  proportion  of  older  people  as  compared 
to  those  of  working  age,  will  require  a  gradual  introduction  of  a 
government  contribution. 

As  I  have  indicated,  1  am  opposed  to  solving  the  financial  problems 
in  social  security  through  an  increase  in  the  contribution  rates  beyond 
those  provided  in  present  law.  In  place  of  further  contribution  rate 
increases  beyond  those  presently  scheduled,  I  believe  that  the  govern- 
ment, as  in  other  countries,  should  make  a  contribution  to  the  social 
security  program,  not  just  for  the  hospital  insurance  part  of  Medicare 
but  for  the  cash  benefit  program  as  well.  Thus,  in  the  long  run,  I 
see  a  social  security  system  covering  both  cash  benefits  and  health 
insurance  financed  partly  by  employer  contributions,  partly  by 
employee  contributions,  and  partly  by  contributions  from  the  govern- 
ment in  recognition  of  society's  stake  in  a  well-functioning  social 
insurance  program.  While  preserving  the  values  inherent  in  contrib- 
utory social  insurance,  such  a  tri-partite  approach  will  make  the 
financing  of  the  system  more  progressive. 

To  recapitulate— I  seek  to  deal  responsibly  with  the  OASDI  deficit 
in  the  proposals  we  have  presented,  introducing  at  a  later  time  the 
use  of  the  general  revenues  when  this  is  indicated.  The  Council's 
proposal  does  not  only  undermine  the  Medicare  program,  but  adds 
$7-8  billion  now  to  the  government's  deficit  when  this  deficit  is  at 
an  all  time  high.  I  believe  this  proposal  is  the  more  fiscally  responsible 
one. 

SOCIAL  SECURITY  IN  THE  21ST  CENTURY 

Whether  or  not  there  are  financing  problems  for  social  security 
in  the  next  century  depends,  under  present  law,  not  only  on  the  future 
course  of  fertility  rates  but  on  what  happens  to  wage  and  price  in- 
creases over  the  next  75  years.  I  do  not  believe  it  is  wise  to  place  sub- 
stantial reliance  on  any  particular  set  of  assumptions  concerning  the 
movement  of  wages  and  prices.  The  assumptions  made  in  the  1974 
Report  of  the  Board  of  Trustees  of  an  average  increase  of  5  percent  in 
wages  and  an  average  increase  of  3  percent  in  consumers'  prices  produces 
one  level  of  deficit  in  the  funds  after  the  year  2000.  An  assumption  of 
a  5  percent  increase  in  wages  and  a  2  percent  increase  in  the  cost  of 
living,  on  the  other  hand,  would  eliminate  the  deficit  even  with  the 
fertility  assumptions  used  in  the  Trustees'  Report.  Higher  assump- 
tions, such  as  an  average  increase  of  6  percent  in  wages  and  4  percent 
for  the  cost  of  living,  as  assumed  in  a  recent  study  by  a  group  of  con- 
sultants to  the  Senate  Finance  Committee,  produces  still  larger  defi- 
cits than  those  shown  in  the  1974  Trustees'  Report.  Under  these 
assumptions,  retirement  benefits  at  award  would  have  increased 
under  present  law  by  the  year  2045  by  56  percent  more  than  the  in- 
crease in  earnings.  It  also  produces  unreasonably  high  increases  in 
wage  replacement  rates.  In  my  judgment,  such  benefit  results  would 
never  be  allowed  to  take  place  and  would  call  for  legislative  correction. 
Consequently,  I  consider  the  cost  results  of  such  assumptions  to  be 
highly  unrealistic. 

Fortunately,  the  Council's  recommendations  for  basing  benefit  com- 
putation on  a  system  of  wage  indexing  largely  removes  these  uncer- 
tainties, making  the  level  of  protection  more  certain  and  the  cost- 
estimating  job  more  reliable.  Pending  this  change  in  the  benefit 
system,  a  change  which  I  support,  I  see  no  need  to  provide,  on  the 
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basis  of  a  hig^hly  speculative  set  of  assumptions  concerning  the  move- 
ment of  wages  and  prices,  a  set  of  contribution  rates  in  the  next 
century  that  are  any  higher  than  those  required  to  support  the  program 
over  the  next  few  decades,  and  have  recommended  that  it  would  be 
more  reasonable  now  to  provide  specifically  for  contribution  income 
to  finance  the  present  program  over  such  a  period,  and  at  the  same 
time  to  restore  to  the  social  security  law  the  provision  for  general 
revenue  financing  that  was  contained  in  the  law  from  1944  to  1950. 

The  predicted  change  in  the  age  composition  of  the  population  does 
not  present  any  major  increase  in  the  burden  of  supporting  non- 
workers.  The  very  assumptions  that  lead  to  an  increasing  proportion 
of  older  people  to  those  of  working  age  leads  to  a  smaller  number  of 
children  per  person  of  working  age.  Taking  the  two  non-working  parts 
of  the  population  together — the  retired  aged  and  children — there  is 
Uttle  change  in  the  ratio  of  dependents  to  workers.  Thus  the  resources 
now  required  for  the  upbringing  and  education  of  children  can  under 
these  population  assumptions  be  directed  toward  providing  for  older 
people,  at  least  in  part,  without  any  increased  burden  on  current 
workers,  tinder  such  circumstances  there  is  little  doubt  also  but  that 
labor  force  participation  of  older  people  would  increase.  Cost  savings 
to  social  security  would,  of  course,  result  from  such  increased  labor 
force  participation  by  older  people.  It  is  not  necessary  to  change  the 
legal  age  at  which  an  individual  becomes  ehgibie  for  benefits,  as 
discussed  in  the  Council.  With  greater  opportunity  for  employment, 
the  cost  savings  will  come  about  automatically.  The  proposal  to  change 
the  legal  age  of  entitlement  not  only  violates  the  agreement  between 
the  social  security  payee  and  his  government,  but  penalizes  the  person 
who  chooses  to  retire  or  has  to  retire  because  of  health  or  employment 
circumstances. 

It  is  also  possible  that  costs  in  the  next  century  measured  as  a  per- 
centage of  covered  payroll  will  be  smaller  than  indicated  by  current 
estimates  because  of  greater  labor  force  participation  by  women.  With 
smaller  families  such  a  result  would  seem  to  be  quite  likely.  Most 
fundamental,  of  course,  is  the  long-range  trend  of  productivity  in- 
creases. Although  as  indicated  earlier,  th  long-range  actuarial  deficit 
of  the  system  is  3%  of  payroll  with  an  assumption  of  5%  increases  in 
wages  and  .3%  increases  in  prices  and  a  6%  of  payroll  deficit  on  a  long- 
range  assumption  of  a  6%  increase  in  wages  and  a  4%  increase  in 
prices,  an  assumption  of  a  5%  increase  in  wages  and  a  2%  increase  in 
prices  shows  the  present  program  to  be  fully  financed!  Thus,  whether 
or  not  there  really  is  a  long-range  financing  problem  for  social  security 
depends  on  a  highly  speculative  set  of  assumptions  about  fertility 
rates,  labor  force  participation  rates,  and  long-range  movement  of 
wages  and  prices  and  the  productivity  of  the  labor  force. 

CONCLUSION 

I  share  the  firm  conviction  contained  in  the  title  of  the  recently 
issued  White  Paper,  endorsed  hy  Jive  former  HEW  Secretaries  and 
three  former  Social  Security  Commissioners,  "Social  Security:  A 
Sound  and  Durable  Institution  of  Great  Value,"  that  (1)  the  short- 
term  financial  problems  of  the  system  are  clearly  manageable  without 
radical  change,  and  (2)  that  any  long-range  problems  in  financing  can 
and  will  be  met  in  a  way  to  fully  redeem  the  promises  made  to  social 
security  contributors." 
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Report   of   Subcommittee   on   Finance   of   the   1974   Advisory 
Council  on  Social  Security,  February  3,  1975 

The  Subcommittee  on  Finance  was  charged  with  the  basic  responsi- 
bihty  of  reviewing  the  financial  condition  of  the  system  and  recom- 
mending changes  that  would  improve  it.  As  a  collateral  task,  it  also 
reviewed  all  of  the  proposals  made  to  the  Council  which  might  have  a 
financial  impact  on  the  system. 

In  its  work,  the  Subcommittee  received  advice  and  assistance  from 
five  independent  professionals,  consisting  of  three  actuaries  and  two 
economists,^  and  they  are  referred  to  in  this  report  as  the  "Consult- 
ants." Certain  staff  members  of  the  Social  Security  Administration 
were  also  very  helpful,  providing  a  wide  variety  of  technical  data  and 
numerous  projections  and  analyses. 

The  Social  Security  system  consists  of  two  programs: 

1.  Old- Age,   Survivors,   and   Disability  Insurance,  known  as 
"OASDI"; 

2.  Hospital  and  Medical  Insurance,  known  as  "Medicare." 
The  short  time  allowed  for  the  Council  to  complete  its  work  was  far 

too  limited  to  permit  the  Subcommittee  to  review  all  aspects  of  both 
programs.  In  this  report,  therefore,  we  have  concentrated  our  atten- 
tion very  heavil}^  on  OASDI  because  it  has  certain  long-term  financial 
problems  of  a  complicated  nature.  Only  in  the  late  pages  of  the  report 
do  we  discuss  briefly  a  change  m  the  method  of  financing  the  Medicare 
program  which  has  been  proposed  by  the  Council  and  which  could 
affect  the  OASDI  tax. 


'  See  statement  of  Mrs.  Norwood.  „  , ,     .     ^       ^        ^   ,  t, 

2  Phillip  D.  Cagan,  National  Bureau  of  Economic  Research;  Martm  Feldstein,  Department  of  Economics, 
Harvard  University;  Robert  J.  Myers,  Professor  of  Actuarial  Science;  Temple  University;  Charles  L.  Trow- 
bridge, Senior  Vice  President  and  Chief  Actuary,  Bankers  Life  Company;  Howard  Young,  Consulting 
Actuary  and  presently  Special  Consultant  to  the  President  of  the  United  Auto  Workers. 
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I.  BASIC  CHARACTERISTICS  OF  OASDI  SYSTEM 
A.  General  Characteristics 

As  an  essential  prelude  to  our  analysis,  we  have  set  out  below  some 
of  the  system's  basic  characteristics. 

Discussions  of  OASDI  usually  focus  on  retirement  benefits,  and 
most  of  the  examples  in  this  report  are  drawn  from  that  aspect  of  the 
system.  It  must  always  be  remembered,  however,  that  there  are  also 
very  significant  benefits  available  to  those  who  become  disabled  and 
to  certain  dependents  of  both  disabled  and  deceased  workers. 

The  OASDI  system  employs  the  "current  cost"  method  of  financ- 
ing. Under  this  type  of  plan,  no  fund  is  created  during  the  life  of  a 
worker  from  which  his  benefits  are  ultimately  paid.  Instead,  virtually 
all  of  the  Social  Security  taxes  he  pays  are  immediately  paid  out  by 
the  government  to  persons  who  are  already  beneficiaries.  When  he, 
himself,  retires,  his  benefits  will  be  paid  from  the  taxes  collected  at 
that  future  time  from  the  persons  who  are  then  working.  The  tax 
rate  is  therefore  set  so  as  to  provide  tax  receipts  that  approximate 
current  expenditures. 

While  such  a  system  would  be  questionable  for  a  private  pension 
plan,  it  is  perfectly  sound  for  OASDI,  because  the  government  has 
the  continuing  power  to  tax  future  workers  in  order  to  pay  benefits 
in  the  future  to  those  who  are  now  working.  In  essence,  the  plan 
transfers  money  from  one  generation  to  another,  with  the  amount 
taken  from  one  generation  being  measured  by  the  other  generation's 
benefit  requirements. 

A  system  of  this  kind  can  have  a  definite  impact  on  the  nation's 
rate  of  saving  and  capital  formation.  Oversimplifying  for  purposes 
of  illustration,  it  can  be  said  that,  if  there  were  no  OASDI,  individual 
earners  would  presumably  save  some  or  all  of  the  money  they  now 
pay  in  Social  Security  taxes  in  order  to  have  something  for  their 
retirement.  These  savings  would  be  invested  in  stocks,  bonds,  savings 
accounts,  and  other  forms.  Under  OASDI,  however,  the  taxes  paid 
by  workers  are  transferred  to  persons  who  are  primarily  consumers, 
not  savers,  and  capital  formation  will  usually  be  thereby  reduced. 
Since  the  tax  revenues  of  the  system  now  approximate  $65  billion  per 
year,  the  effect  can  be  material.  No  one  would  argue  from  this  that  the 
system  should  be  abolished,  but  the  phenomenon  must  be  understood 
and  needs  to  be  considered  when  increases  in  benefits  and  taxes  are 
contemplated.  The  Subcommittee  did  not  have  nearly  enough  time 
to  properly  investigate  such  a  complex  subject.  Because  of  the  wide- 
spread concern  over  the  sufficiency  of  capital  forniation  in  this 
country,  the  Subcommittee  urges  that  Congress  authorize  a  definitive 
study  of  this  important  aspect  of  Social  Security.^ 

5  Some  authorities  have  recommended  that  the  system  be  substantially  funded,  arguing  that  the  much 
larger  payments  of  taxes  that  would  result  would  eventually  work  their  way  through  our  economic  system 
and  provide  needed  additional  capital  to  private  users.  Martin  I'eldstein,  of  the  Harvard  Economics  De- 
partment, is  such  a  proponent. 
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In  the  present  system,  ihere  are  constant  changes  in  the  number  of 
workers,  beneficiaries,  wage  and  benefit  levels  and  other  factors.  This 
makes  it  very  difficult  to  express  the  cost  of  the  system  in  absolute 
dollars  in  any  meaningful  way.  The  cost  can  best  be  expressed  as  a 
percentage  of  total  "covered  earnings,"  meaning  earnings  subject  to 
the  OASDI  tax.  This  is  the  measure  of  cost  that  will  be  used  herein 
because  it  focuses  attention  on  the  size  of  the  burden  to  be  borne  by 
each  individual  taxpayer  and  employer.  As  an  example,  the  cost  of 
the  OASDI  system  in  1974  is  estimated  to  be  10.67  percent  of  covered 
earnings.  With  a  maximum  covered  wage  of  $13,200  per  person,  the 
total  covered  earnings  in  1974  were  approximately  $600  billion,  so 
the  absolute  cost  of  the  system  in  that  year  was  about  $64  billion.  In 
comparison,  the  tax  rate  is  currently  9.9  percent,  borne  4.95  percent 
by  the  employee  and  4.95  percent  by  his  employer.* 

While  the  tax  rate  is  uniform  for  all  workers,^  the  benefits  are  not. 
They  are  weighted  sharply  in  favor  of  the  lower  paid  individual.  Com- 
putation of  benefits  begins  with  a  determination  of  the  person's 
Average  Monthly  Earnings  (A.M.E.)  during  his  working  life.  To  this 
is  then  applied,  in  effect,  the  following  benefit  schedule: 

1 19.89  percent  of  first  $1 10.00  of  A.M.E. 
43.61  percent  of  next  $290.00  of  A.M.E. 
40.75  percent  of  next  $150.00  of  A.M.E. 
47.90  percent  of  next  $100.00  of  A.M.E. 
26.64  percent  of  next  $100.00  of  A.M.E. 
22.20  percent  of  next  $250.00  of  A.M.E. 
20.00  percent  of  next  $175.00  of  A.M.E. 

From  this  schedule  we  can  see  that  if  a  worker  had  Average  Monthly 
Earnings  of  only  $100.00,  he  would  receive  a  benefit  of  $119.89,  or 
almost  120  percent  of  his  A.M.E.  At  the  other  extreme,  a  worker  with 
an  A.M.E.  of  $1,175  would  receive  only  20  percent  in  benefits  on  his 
top  $175.00  in  earnings. 

This  type  of  benefits  schedule  represents  society's  attempt  to  provide 
a  higher  relative  benefit  for  the  low-paid  worker.  It  is  a  recognition  of 
"need"  as  a  criterion,  and  is,  therefore,  a  departure  from  the  strict 
idea  of  individual  equity.  Another  such  social  concept  is  found  in  the 
fact  that  a  married  worker  receives  certain  protection  for  his  depend- 
ents without  paying  any  more  tax  than  a  single  worker  who  receives 
no  such  protection. 

The  entire  Social  Security  program  is  necessarily  a  blend  of  social 
goals  and  individual  equity.  Maintaining  the  proper  blend  is  very 
important  if  we  are  to  sustain  the  workers'  support  of  the  plan.  To 
date,  most  workers  feel  responsible  for  the  system  because,  while 
aware  of  the  social  weighting  in  some  aspects  of  the  program,  they 
still  view  their  protection  as  being  reasonably  related  to  the  taxes 
they  pay.  This  attitude  is  important  to  the  success  of  Social  Security, 
and  should  be  weighed  when  considering  the  introduction  of  additional 
benefits  based  on  need  or  methods  of  financing  from  general  revenues. 


*  To  the  4.95  percent  for  OA.SDI  is  added  an  additional  tax  of  .90  percent  for  Medicare,  making  the  full 
Social  Security  tax  5.85  percent  for  both  the  employer  and  the  employee. 

5  All  employees  pay  4.95  percent.  Self-employed  persons  were  orieinally  supposed  to  pay  50  percent  more, 
or  7.425  percent,  but  their  rate  has  been  frozen  at  7  percent  since  1973. 
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B.  Automatic  Changes  in  Benefits 

In  the  40  years  since  the  OASDI  was  created,  Congress  has  voted 
several  raises  in  benefits.  Such  raises  were  usually  expressed  as  a 
fixed  percentage  of  the  benefit  schedule  above,  so  the  increase  m  costs 
was  limited  and  could  be  estimated  within  a  narrow  band.  When 
benefits  were  raised,  tax  rates  were  also  reviewed,  and  they  were 
modified  to  the  extent  necessary  to  provide  sufficient  additional 
revenues  to  meet  the  higher  benefit  requirements.  From  time  to  time 
Congress  has  also  raised  the  maximum  level  of  wages  subject  to  the 
tax. 

In  1972,  Congress  enacted  a  basic  change  in  the  law.  It  shifted 
from  the  ad  hoc  approach  and  provided  that  thereafter  benefits 
would  increase  automatically  in  accordance  with  changes  in  the  cost 
of  living,  without  any  action  by  Congress.  The  cost  of  living  is  to  be 
measured  by  the  Consumer's  Price  Index  (CPI).  The  first  such 
automatic  increase  it  now  scheduled  to  take  place  for  the  month  of 
June,  1975,  with  the  increase  in  benefits  to  be  payable  in  early  July, 
and  to  be  measured  by  the  increase  in  the  CPI  between  the  second 
quarter  of  1974  and  the  first  quarter  of  1975. 

In  adopting  the  "automatic"  approach.  Congress  was  aware  that, 
over  any  reasonable  period  of  time,  wage  increases  can  be  expected 
to  be  greater  than  increases  in  the  CPI,  although  for  short  periods  of 
time  the  opposite  may  be  true.  Higher  wages  will  provide  more 
Social  Security  taxes  without  any  increase  in  the  tax  rate,  and  Con- 
gress is  generally  relying  on  this  factor  to  provide  the  additional 
revenues  necessary  to  balance  the  higher  benefit  costs. 

Adoption  of  this  automatic  method,  however,  made  the  actuarial 
analysis  of  the  system  considerably  more  complex,  because  it  made  the 
cost  of  the  system  very  sensitive  to  the  relationship  of  changes  in 
prices  and  in  wages.  In  determining  the  soundness  of  the  system, 
therefore,  it  is  now  necessary  to  estimate  the  movements  of  prices 
and  wages  for  the  next  75  years.  This  is  obviously  a  difficult  thing  to 
do,  and  it  has  not  been  made  any  easier  by  the  sudden  appearance  of 
inflation  rates  that  are  far  beyond  any  recent  experience. 

Further  complicating  the  forecasting  problem  has  been  the  decline 
in  the  birth  rate  and  the  development  of  several  factors  that  should 
tend  to  hold  it  at  a  relatively  low  rate  in  the  future.  The  cost  of  the 
OASDI  system  has  always  been  influenced  by  demographic  factors, 
but  the  recent  changes  in  the  actual  and  estimated  fertihty  rates  are  of 
much  greater  magnitude  than  those  of  the  past,  and  those  changes 
have  produced  the  most  material  effect  on  the  actuarial  soundness  of 
the  plan,  as  discussed  below. 

II.  TRUSTEES'  REPORT  OF  1974 

In  early  1974,  the  trustees  of  the  OASDI  system  caused  their 
regular  actuarial  review  of  the  system  to  be  made,  and  they  issued  a 
report  to  the  Congress  on  June  3,  1974.  We  will  summarize  that  report 
and  then  test  the  reasonableness  of  the  factors  upon  which  it  is  based. 

The  trustees'  report  analyzes  the  cost  of  the  OASDI  system  over 
the  75-year  period  beginning  with  1974  and  ending  with  2048.  This 
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length  of  time  is  required  in  order  for  the  demographic  factors  to  be 
fully  reflected  in  the  costs.  Like  most  persons,  the  trustees  did  not 
fully  anticipate  the  inflationary  forces  in  1974  but  this,  in  itself,  does 
not  invalidate  their  long-term  conclusions. 

A.  Major  Assumptions  and  Resulting  Deficit 

The  trustees  founded  their  conclusions  on  four  major  assumptions: 

(1)  Wage  increases  will  fall  gradually  from  8^  percent  in  1975 
to  5%  percent  in  1978  and  will  average  5  percent  for  the  rest  of  the 
75-year  period.  (See  Exhibit  I) 

(2)  The  rise  in  the  CPI  will  fall  gradually  from  9.1  percent  in 
1974  to  3  percent  in  1978  and  will  average  3  percent  for  the  rest 
of  the  75-year  period.  (See  Exhibit  I) 

(3)  The  increase  in  real  wages  will  fluctuate  until  1978  and  will 
thereafter  average  2  percent  for  the  rest  of  the  75-year  period. 
(See  Exhibit  I)  Real  wages  are  wages  adjusted  for  changes  in  the 
CPI.  This  factor  actually  expresses  the  relationship  between  the 
first  two  assumptions,  but  it  is  set  out  separately  because  of  its 
importance,  the  cost  of  the  system  being  very  sensitive  to  this 
relationship. 

(4)  The  "total  fertility  rate"  is  the  average  number  of  babies 
born  per  woman  during  her  lifetime.  This  rate  now  stands  at 
about  1 .9,  which  is  below  the  replacement  rate.  The  trustees  have 
estimated  that  this  will  rise  to  2.1  by  about  1985  and  will  remain 
there  for  the  rest  of  the  period.  (See  Exhibit  II)  At  a  rate  of  2.1 
the  population  will  reach  320  million  around  the  year  2045,  at 
which  time  it  will  be  growing  at  only  450,000  per  year,  mostly 
from  immigration. 

Based  upon  these  assumptions,  the  trustees  have  computed  the  cost 
of  the  system  as  set  out  in  Table  A,  below.  For  comparison,  the  tax 
rate  presently  authorized  by  law  has  also  been  provided: 

[In  percent) 


Calendar  year 

Cost,  as  a  percent 

of  total  taxable 

payroll  required 

to  meet  benefits 

Combined  tax  rate 

of  employer  and 

employee  under 

present  law 

1974  .  .. 

10.67 

9.9 

1985 

10.44 

9.9 

1990. 

11.03 

9.9 

1995  ... 

11.25 

9.9 

2000 

11.31 

9.9 

2005. 

11.69 

9.9 

2010 

12.69 

(2011)  11.9 

2015. 

14.14 

11.9 

2020 

15.71 

11.9 

2025.. 

16.97 

11.9 

2030 

17.60 

11.9 

2035 

17.68 

11.9 

2040 

1/.68 

11.9 

2045 

17.86 

11.9 

Average 

U3.89 

2  10.91 

'  Cos;. 
'Tax. 

The  difference  between  the  costs  and  the  tax  rates  above  represents 
an  actuarial  deficit  which  averages  2.98  percent  over  the  75-year 
period. 
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B.  Shape  of  Deficit  and  Cause 

It  is  clear  from  the  above  that  the  deficit,  while  averaging  2.98 
percent,  does  not  occur  evenly  at  that  figure  over  the  period.  This  is 
a  vital  factor  in  determining  future  tax  rates,  and  it  is  even  more 
evident  in  the  graphic  portrayal  below. 


•  •rcant  Rat* 


PROJECTED  OASDI  CURRENT-COST  AND  TAX  RATE  IN  PRESENT  LAW,    197S-20-tS 
Both  ratal  axpraxad  at  a  %  of  covarad  carnlaga 
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The  spread  between  the  cost  line  and  the  tax  line  represents  the 
deficit.  From  the  graph  we  can  see  that  if  the  trustees  had  made  only 
a  25-year  review,  they  would  have  reported  a  considerably  smaller 
deficit,  because  most  of  it  occurs  in  the  later  years.  This  "shape"  of 
the  deficit  has  a  strong  influence  on  the  methods  eventually  proposed 
for  correcting  the  shortfall. 

While  there  are  several  reasons  for  this  shape  of  the  deficit,  the 
most  important  one  is  demographic.  Relatively  few  people  were 
born  during  the  great  depression  of  the  30's.  After  the  war,  the  total 
fertility  rate  rose  sharply  to  a  peak  of  3.77  in  1957  and  produced  the 
war  baby  boom.  Thereafter  it  began  to  decline  and  it  has  recently 
reached  the  very  low  rate  of  1.9  which  is  below  the  population  re- 
placement rate.  The  trustees  have  estimated  that  this  rate  will 
gradually  rise  to  2.1,  which  is  the  rate  at  which  the  population  will 
eventually  stabilize  itself,  and  will  remain  there  indefinitely.  (See 
Exhibit  III) 

It  is  this  historic  birth  rate  pattern  that  largely  shapes  the  deficit. 
The  working  population  has  been  growing  rapidl}^  as  the  "war  babies" 
have  entered  the  work  force,  and  this  will  continue  for  some  years. 
This  means  that  there  is  a  relatively  large  number  of  people  who  will 
be  paying  the  benefits  of  a  relatively  small  number  of  people,  and  for 
this  reason  the  cost  will  not  rise  materially,  even  with  automatic 
increases  in  benefits.  After  all  of  the  war  babies  have  entered  the  work 
force,  costs  will  still  rise  slowly  for  a  short  period  during  which  the 
relatively  small  number  of  depression  babies  start  to  draw  retirement 
benefits. 

Starting  about  2005,  however,  the  process  reverses  itself.  Then  the 
war  babies  begin  to  draw  Social  Security  benefits  in  ever  larger  num- 
bers, while  the  work  force  is  not  increasing  at  a  commensurate  rate 
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because  of  the  low  fertility  rate  now  existing  and  forecasted  for  the 
future. 

These  demographic  changes  are  reflected  in  two  important  statistics: 

1.  Today  there  are  30  beneficiaries  for  every  100  workers.^ 

2.  In  the  year  2030  it  is  estimated  that  there  will  be  45  bene- 
ficiaries for  each  100  workers. 

This  situation  is  more  easily  grasped  with  another  graph: 

PROJECTED  OASDI  BENEFICIARIES  PER  HUNDRED  COVERED  WORKERS,    1975-2045 


50 
Beneflciariea 
per  Hundred 
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It  is  possible,  of  course,  that  greater  immigration  or  increased 
participation  by  women  in  the  work  force  may  ameliorate  the  prob- 
lems. If  not,  this  graph  strongly  suggests  that  around  the  year  2005, 
pressures  may  well  develop  to  increase  the  retirement  age  beyond  65. 
This  would  modify  the  ratio  between  workers  and  beneficiaries  and 
reduce  the  high  tax  burden  that  will  otherwise  occur.  Toda}^  of 
course,  the  general  demand  is  to  reduce  the  retirement  age,  not 
increase  it,  because  the  work  force  is  expanding.  By  2005,  however, 
this  factor  will  have  been  reversed  under  present  assumptions. 

Obviously  the  demographic  projection  has  an  almost  overwhelming 
effect  on  the  costs  of  the  system.  This  can  be  seen  in  the  table  below 
where  the  2.98  percent  deficit  has  been  broken  down  into  its 
components: 

Table  B 

Percent 

of 
taxa'ile 
payroll 

Actuarial  balance  of  OASDI  estimated  in  late  1973 — .  51 

Effect  of  sub.sequent  changes  in: 

Population  assumptions —  1.  87 

Economic  assumptions — .  19 

Disability  rates. — .  21 

All  other  assumptions — .  20 

Total -  2.  47 

New  actuarial  balance —  2.  98 

The  change  in  population  assumptions  accounts  for  63  percent  of 
the  total  deficit  and  76  percent  of  the  increase  in  the  deficit  since  the 
last  actuarial  review. 


« It  is  interesting  to  note  that  in  1950  there  were  only  6  beneficiaries  for  every  100  worliers. 
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III.  TESTING  TRUSTEES'  CONCLUSIONS 

An  actuarial  deficit  of  2.98  percent  presents  a  serious  problem  to 
to  the  system.  Before  attempting  to  deal  with  it,  however,  we  should 
first  test  its  validity. 

The  trustees'  conclusion  as  to  the  deficit  depends  upon  the  reason- 
ableness of  their  four  basic  assumptions: 

(1)  Wages  will  increase  at  an  average  rate  of  5  percent. 

(2)  The  CPI  will  increase  at  an  average  rate  of  3  percent. 

(3)  Real  wages  will  increase  at  an  average  rate  of  2  percent. 

(4)  Fertility  rate  will  rise  from  1.9  to  2.1  by  1985  and  remain 
there. 

The  Subcommittee  has  reviewed  the  more  important  data  upon 
which  these  assumptions  have  been  based  and  has  presented  its 
views  below, 

A.  Economic  Assumptions 

Wage  increase  data  since  1950  is  set  out  in  Exhibit  IV.  There  the 
compounded  rates  of  increase  in  covered  wages  are  shown  for  each 
year  down  to  1973.  From  the  Exhibit  we  can  see  that  average  covered 
wages  rose  at  a  compounded  rate  of  4.76  percent  from  1950  to  1973. 
For  each  of  the  years  1961  through  1964,  the  compounded  rate  of 
growth  to  1973  exceeded  5  percent,  and  for  every  year  since  1965, 
the  compounded  rate  is  above  6  percent. 

Price  increases  since  1950  are  set  out  in  Exhibit  V,  which  presents 
the  compounded  rate  of  increase  for  each  year  down  through  1973. 
Here  we  can  see  that  from  1950  to  1973,  the  CPI  rose  at  a  compounded 
annual  rate  of  2.70  percent.  For  each  of  the  years  1959  through  1963, 
the  compounded  rate  of  growth  to  1973  exceeded  3  percent,  and  the 
compounded  rate  for  1964  and  every  year  thereafter  exceeds  4  percent. 
In  the  year  1973  the  CPI  rose  6.23  percent  and  for  the  year  1974  we 
have  witnessed  our  first  double-digit  rise  in  the  CPI  in  recent  history. 
We  are  concerned,  of  course,  with  the  average  over  a  75-year  period, 
and  deviations  from  that  average,  even  the  extremes  we  are  witnessing, 
do  not  invalidate  the  forecast. 

There  is  another  factor,  however,  which  is  presently  unknown,  but 
which  is  very  important  to  the  forecast.  That  is  the  rate  of  unemploy- 
ment which  the  nation  is  willing  to  accept.  We  know  that  when  that 
level  of  unemployment  is  exceeded,  the  economic  pump  will  be  primed 
in  ways  which  are  inflationary. 

Very  recently,  the  public  and  Congress  have  demonstrated  that  they 
will  accept  strongly  inflationary  measures  in  an  attempt  to  correct  an 
unacceptable  level  of  unemployment,  at  a  time  when  the  inflation  rate 
is  at,  or  close  to,  double  digit-figures.  Without  attempting  to  judge  such  a 
decision,  it  does  indicate  a  strong  bias  toward  inflation,  vis-a-vis  some 
levels  of  unemployment.  This  cannot  be  encouraging  when  attempting 
to  support  an  estimated  3  percent  level  of  inflation  for  the  long-term 
future. 

Real  Wages — Even  more  important  than  the  individual  rates  for 
wages  and  prices,  is  the  relationship  between  the  two.  This  relationship 
is  usually  referred  to  as  the  increase  in  real  wages,  and  it  is  significant 
because  the  cost  of  the  system  is  very  sensitive  to  this  factor.  If,  for 
example,  wages  rise  by  6  percent  and  prices  at  3  percent,  real  wages 
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will  increase  by  about  3  percent  and  the  cost  of  the  system  over  75 
years  will  average  10.86  percent  of  covered  wages.  If,  however,  wages 
rise  only  5  percent  and  prices  go  up  by  4  percent,  real  wages  will  rise 
by  about  1  percent  and  the  cost  of  the  system  nearly  doubles  to  20.59 
percent  of  covered  wages. 

Exhibit  VI  presents  the  data  on  real  wage  increases,  and  from  IV,  V, 
and  VI  we  have  extracted  the  following : 

TABLE  C.  ANNUAL  COMPOUNDED  RATE  OF  INCREASE 
[In  percent] 


CPI 

Wages 

Real  wage 

1350  to  1973 

2.70 

4.76 
4.86 
5.58 
6.22 

2.00 

1958  to  1973 

2.91 

1.90 

1963  to  1973                                        

3.79 

1.72 

1968  to  1973 

, 5.02 

1.14 

In  recent  years  the  rate  of  increase  in  real  wages  has  obviously  been 
dro{)ping.  "While  some  part  of  the  drop  may  be  due  to  the  normal 
operation  of  the  business  cycle,  it  is  doubtful  that  it  can  all  be  so 
explained.  Any  long-term  increase  in  real  wages  is  largely  a  function  of 
increased  productivity,  and  there  are  several  developments  which 
may  have  already  contributed  to  the  decline  of  productivity  and  which 
may  continue  to  slow  its  growth  in  the  future: 

1 .  Continuing  shift  from  a  manufacturing  economy  to  a  service 
economy,  with  correspondingly  reduced  opportunities  to  in- 
crease productivity  by  the  use  of  machines. 

2.  Necessity  for  large  capital  expenditures  for  pollution  control 
equipment.  While  these  provide  a  social  benefit,  they  also 
increase  the  cost  of  goods. 

3.  An  increase  in  the  cost  of  foreign-source  raw  materials, 
such  as  oil,  without  any  domestic  offsets. 

4.  Changes  in  workers'  goals  and  motivations — increased 
productivity  subordinated  to  "job  enrichment." 

From  the  information  above,  the  Subcommittee  has  concluded 
that  there  is  evidence  upon  which  the  trustees  could  reasonably  base 
their  three  economic  assumptions.  The  Subcommittee  has  also 
concluded  that  reasonable  men  might  well  argue  from  the  same  data 
and  reach  less  optimistic  projections,  particularly  with  regard  to  the 
estimated  2  percent  growth  in  real  wages.  One  of  the  Consultants,  in 
fact,  is  convinced  that  the  growth  in  real  wages  will  more  likely  be 
between  1  percent  and  1}^  percent.  If  the  rate  should  be  lower  than 
2  percent,  the  forecasted  deficit  of  2.98  percent  would  be  greater.'' 

It  should  be  emphasized  that  the  system  is  also  quite  sensitive  to 
inflation,  alone.  Even  if  the  2  percent  increase  in  real  wages  is  attained, 
double  digit  inflation  can  still  be  catastrophic.  For  example,  if  we  suf- 
fered 10  percent  inflation  over  the  75-year  period  and  wages  rose  at 
12  percent,  the  average  cost  of  the  system  would  exceed  24  percent  and 


'  As  this  is  being  written  the  Social  Security  staff  is  well  along  in  its  work  on  the  1975  trustees  report. 
It  Is  already  quite  clear  that  the  assumptions  as  to  wage  and  price  increases  in  that  study  will  be  higher  than 
the  5  percent  and  3  percent  used  in  the  1974  study.  These  and  other  possible  changes  will  almost  certainly 
increase  the  long-term  deficit  that  the  trustees  ultimately  report.  In  addition,  the  Senate  Finance  Committee 
employed  a  panel  of  outsidi^  consultants  to  review  the  financing  of  Social  Security,  and  in  February,  1975. 
they  concluded  that  the  CPI  would  grow  at  4  percent  and  wages  at  6  percent.  These  factors  were  combined 
with  less  optimistic  demographic  assumptions  to  produce  ai)  average  long-term  deficit  of  6  percent. 


279 


101 


the  actual  cost  in  the  year  2040  would  be  almost  40  percent.  Figures 
beyond  10  percent  inflation  are  proportionately  worse,  making  it  clear 
that  double  digit  inflation  can  destroy  the  system  if  it  continues  for 
any  prolonged  period.  Even  a  relatively  modest  change  to  7  percent  for 
wages  and  5  percent  for  the  CPI  would  more  than  double  the  deficit 
forecast  by  the  trustees. 

B.  Fertility  Rates 

Fertility  rates  are  the  most  important  factor  in  the  trustees'  deter- 
mination of  future  costs  of  the  system,  with  changes  in  such  rates  ac- 
counting for  some  two-thirds  of  the  prospective  long-term  deficit.  (See 
page  98.)  The  trustees  have  assumed  a  gradual  increase  in  the  fertility 
rate  from  the  present  very  lew  rate  of  1.9  to  2.1  by  1985  and  stabilizing 
at  that  rate  thereafter.  In  Exhibit  III  there  are  shown  the  total  ferti- 
lity rates  from  1940  to  1973,  and  it  can  be  seen  that  such  rates  are 
nearly  all  above  2.1. 

Fertility  rates  are  obviously  difficult  to  forecast  with  confidence 
because  social,  psychological,  religious  and  other  intangible  factors 
can  be  involved.  Not  all  of  the  demographic  aspects,  however,  depend 
on  forecasts.  The  persons  who  will  draw  retirement  benefits  between 
the  years  2005  and  2035  are  already  born.  We  already  know  that  the 
number  of  beneficiaries  in  that  period  will  be  relatively  large  and  that 
total  benefits,  therefore,  will  be  relatively  high.  What  we  do  not  know 
is  how  many  people  will  be  working  in  those  years  and  paying  the 
taxes  to  support  those  benefits.  If  the  fertility  rate  does  hold  at  2.1,  as 
the  trustees  assume,  the  number  of  workers  will  be  relatively  small  and 
the  tax  rate  will  be  high. 

It  must  be  remembered  that  the  average  person  cannot  be  expected 
to  pay  Social  Security  taxes  until  some  18  to  20  years  after  he  is  born. 
This  means  that,  in  a  certain  sense,  time  is  already  starting  to  run  out. 
The  fertility  rate  will  have  to  start  moving  well  above  the  projected 
rates  within  the  next  15  years,  and  remain  at  a  relatively  high  level 
for  three  decades,  in  order  to  produce  any  meaningful  reduction  in  the 
high  taxes  that  will  otherwise  be  payable.  Working  against  this  possi- 
bility are  several  developments  of  recent  years  that  provide  strong 
reasons  for  believing  that  the  rate  will  not  move  above  2.1  in  the  fore- 
seeable future: 

1.  Important  advances  in  the  technology  of  controlling  con- 
ception and  the  wider  use  of  abortion. 

2.  Widespread  realization  that  the  resources  of  the  world  are 
finite  and  that  the  population,  therefore,  must  be  stabilized. 

3.  Concern  for  overcrowding  and  its  impact  on  the  quality  of 
life. 

4.  Changes  in  life  style,  with  many  more  married  women  who 
work. 

Your  Subcommittee  believes  that  these  factors  and  the  statistical 
data  provide  reasonable  support  for  the  fertility  rate  assumptions 
made  by  the  trustees.  The  possibility  of  error  is  always  present,  but 
there  is  no  reason  to  believe  that  the  assumptions  have  been  bent 
toward  the  gloomy  side,  and  two  of  the  Consultants  believe  they  may 
be  too  optimistic. 
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C.  Summary  of  Analysis 

In  summary,  the  Subcommittee  finds  that  there  is  evidence  from 
which  the  trustees  coukl  reasonably  have  determined  in  1974  that 
there  is  an  estimated  long-term  actuarial  deficit  of  2.98  percent  in 
the  OASDI  plan.  It  is  recognized  that  such  deficit  is  necessarily  based 
on  forecasts  of  factors  that  cannot  be  predicted  with  any  certainty. 
There  is  no  evidence,  however,  that  the  trustees  were  pessimistic  in 
tlieir  conclusions,  and,  with  the  benefit  of  some  hindsight,  the  S\ib- 
committee  believes  that  the  actual  deficit  is  more  likely  to  be  higher 
than  lower.  In  fact,  the  sharp  rise  in  the  CPI  that  has  already  occurred, 
will  automatically  result  in  an  increase  in  the  deficit,  as  discussed  later 
herein.  (Also  see  footnote  on  page  100.) 

The  Consultants  generally  concur  in  the  above  broad  conclusions. 
They  also  recognize  the  extreme  difficulty  of  forecasting  the  controlling 
factors  over  a  75-year  period.  While  not  unanimous  in  their  opinions 
on  individual  factors,  they  have  found  the  trustees'  estimated  deficit 
to  be  "a  reasonable  indicator  of  future  experience." 

Both  the  vSubcommittee  and  the  Consultants  agree  that  it  is  not 
enough  to  merely  state  that  the  average  deficit  is  2.98  percent.  The 
shape  of  the  deficit  curve  over  time  is  very  important.  (See  graph  on 
page  97.)  There  is  relatively  little  deficit  predicted  for  the  first 
three  decades — nothing  like  2.98  percent.  The  larger  shortfalls, 
approaching  6  percent,  occur  thereafter,  when  forecast  errors  are 
more  likely.  This  must  influence  the  kind  of  steps  that  are  taken  to 
correct  the  deficit. 

IV.  SIZE  OF  THE  OASDI  TRUST  FUND 

There  is  a  collateral  question,  related  to  the  deficit  problem,  and 
that  is:  "At  what  size  should  the  OASDI  trust  fund  be  maintained?" 

As  stated  at  the  outset,  the  program  is  not  "funded,"  in  the  sense 
of  expecting  the  fund  to  provide  all  or  a  substantial  part  of  future 
benefits.  The  fund  is  intended  to  operate  only  as  a  sort  of  surge  tank, 
receiving  all  income,  disbursing  all  outgo  and  leveling  out  the  varia- 
tions between  the  two.  It  is  designed  to  cope  with  the  fact  that  there 
are  seasonal  variations  in  income,  as  compared  to  a  fairly  evenl}^ 
rising  expenditures  level.  The  fund  is  also  intended  to  assure  payments 
in  the  case  of  economic  recession  or  periods  of  relatively  high  unem- 
ployment when  tax  collections  might  be  temporarily  diminished. 

The  present  fund  approximates  $50  billion,  or  about  67  percent  of 
one  year's  expenditures.  Since  the  expenditures  increase  every  year, 
the  fund  must  also  increase,  in  absolute  terms,  if  it  is  to  maintain  the 
same  ratio  to  expenditures.  Based  on  the  trustees'  assumption,  by 
1978  the  fund  will  be  equal  to  only  about  48  percent  of  one  year's 
expenditures.  As  discussed  later,  herein,  subsequent  events  now 
indicate  that  it  will  have  fallen  below  35  percent.  It  is  possible  that 
even  this  figure  may  be  adequate  for  the  fund's  purpose,  but  it  is  not 
considered  sound  by  the  Subcommittee  to  permit  it  to  deteriorate  to 
that  level.  At  the  very  least,  such  a  decline  in  the  ratio  would  probably 
cause  real  concern  among  workers  and  beneficiaries. 

The  1971  Council  recommended  that  the  fund  be  maintained  at  a 
level  of  about    one  year's  benefits,  being  free  to  fluctuate  between 
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.75  and  1.25  thereof.  Such  a  fund  would  certainly  be  adequate,  but 
it  is  clearly  an  arbitrary  range. 

In  comparison  to  the  deficit  problem,  the  size  of  the  fund  is  not  of 
great  importance  so  long  as  it  does  not  fall  too  low.  Your  Subcom- 
mittee, therefore,  does  not  believe  that  a  separate  change  shou'd  be 
made  now  just  in  order  to  raise  the  fund  quickly  to  some  percentage. 
Instead,  in  our  proposals  for  coping  with  the  deficit,  we  have  built  in 
a  very  small  element  that  will  stabilize  the  fund  at  about  55  percent  of 
one  year's  outgo  until  1980  and  will  thereafter  raise  it  very  gradually 
to  100  percent. 

V.  DEFICIT  INCREASE  DUE  TO  BENEFIT  INCREASE  FOR 

JUNE,  1975 

Our  primary  problem  is  covering  the  deficit,  but  the  2.98  percent, 
forecasted  by' the  trustees,  is  not  the  full  amount.  There  are  other 
factors  which  add  to  and  subtract  from  that  deficit,  and  which  must 
be  included  in  any  proposed  solution.  One  of  these  factors  is  the  effect 
of  the  unexpectedly  high  benefit  increase  for  June  of  1975. 

Under  the  present  law,  benefits  are  scheduled  to  rise  automatically 
with  the  CPI.  The  first  such  automatic  increase  will  occur  for  the 
month  of  June,  1975,  and  will  be  measured  by  the  rise  in  the  CPI 
between  the  second  quarter  of  1974  and  the  first  quarter  of  1975.  The 
trustees  originally  estimated  in  early  1974  that  such  increase  would  be 
4.4  percent.  It  is  now  estimated  that  the  increase  will  be  8.5  percent, 
and  this,  in  turn,  will  cause  an  increase  of  .5  percent  of  covered  wages 
in  the  estimated  long-term  deficit. 

It  is  important  to  note  that  this  increase  in  the  deficit  has  an 
immediate  impact  on  the  cost  of  the  plan.  It  is  not  deferred  like  so 
much  of  the  2.98  percent  deficit  computed  by  the  trustees.  Provision 
for  this  portion  of  the  deficit  cannot  be  long  delayed. 

VI.  CORRECTIVE  PROPOSALS 

The  Subcommittee  beheves  that  certain  basic  changes  are  needed 
in  the  system.  In  addition,  the  Council  has  voted  to  recommend 
certain  changes  in  the  benefit  structure.  Since  all  of  these  modifica- 
tions affect  the  amount  of  the  deficit,  they  must  be  discussed  first, 
before  coming  to  grips  with  the  problem  of  covering  the  deficit,  itself. 

A.  Revised  Benefit  Formula  to  Stabilize  Replacement  Ratios 

A  "replacement  ratio"  is  the  relationship  between  a  worker's 
monthly  benefit  and  the  monthly  wage  he  earned  just  before  he  re- 
tired, died,  or  was  disabled.  Thus,  if  a  worker  earned  $600  per  month 
just  before  retirement  and  received  a  monthly  benefit  of  $300,  he 
would  have  a  replacement  ratio  of  50  percent.  Replacement  ratios 
are  a  very  important  criterion  of  the  effectiveness  of  an  earnings 
replacement  system,  and  they  should  be  stable  over  long  periods  of 
time,  even  though  absolute  benefit  levels  will  naturally  continue  to 
rise  with  wages  and  prices. 

At  present  the  OASDI  system  contains  a  flaw  which  was  probably 
never  intended  and  which  can  cause  replacement  ratios  to  fluctuate 
widely,  both  up  or  down,  depending  on  future  movements  of  wages 


282 


104 

and  prices.  The  Subcommittee's  first,  and  most  important,  proposal 
is  to  redesign  the  benefit  computation  system  in  such  a  way  as  to 
ehminate  the  flaw  and  thereby  stabihze  replacement  ratios. 

It  is  strongly  emphasized  that  the  proposal  is  not  designed  to  reduce 
benefits.  Some  writers  have  mistakenly  publicized  it  as  such,  because 
they  failed  to  understand  that  the  present  flawed  system  can  also 
produce  lower  benefits  than  the  corrected  system,  depending  on  the 
future  movements  of  wages  and  prices. 

To  understand  the  flaw  and  its  correction  requires  a  rather  lengthy 
explanation,  beginning  with  the  manner  in  wliich  benefits  are  now 
determined. 

1.    PRESENT    SYSTEM 

Today  the  starting  point  in  computing  the  benefit  of  an  individual 
is  the  determination  of  his  or  her  Average  Monthly  Earnings,  usually 
referred  to  as  the  A.M.E.^  The  process  begins  with  his  actual  taxable 
earnings  for  every  year  after  1950,  down  to  and  including  the  year 
before  the  year  in  which  retirement  occurs.  Assuming  that  he  retires 
in  1974  at  age  65,  he  would  have  23  years  of  coverage.  From  these 
23  years,  the  highest  18^  are  then  selected  and  added  together  to 
determine  the  total  actual  earnings.  This  figure  is  then  divided  by  18 
and  the  quotient  is  further  divided  b}^  12  to  obtain  the  A.M.E. 

The  monthly  benefit  is  then  determined,  in  effect,  by  applying  the 
benefit  schedule  to  the  A.M.E.  This  benefit  schedule,  as  stated 
earlier,  is  weighted  in  favor  of  the  lower  paid  beneficiaries,  as  follows: 

Present  Benefit  Schedule 

119.89  percent  of  first  $110.00  of  A.M.E. 
43.61  percent  of  next  $290.00  of  A.M.E. 
40.75  percent  of  next  $150.00  of  A.M.E. 
47.90  percent  of  next  $100.00  of  A.M.E. 
26.64  percent  of  next  $100.00  of  A.M.E. 
22.20  percent  of  next  $250.00  of  A.M.E. 
20.00  percent  of  next  $175.00  of  A.M.E. 

With  this  kind  of  formula,  the  ratio  of  the  benefit  to  the  A.M.E. 
will  depend  upon  the  level  of  earnings,  with  the  low  paid  beneficiary 
receiving  a  substantially  higher  benefit  ratio  than  the  high  paid 
beneficiary.  This  also  means  that  the  replacement  ratio  of  the  lower 
paid  worker  will  exceed  that  of  the  higher  paid.  Here  are  three  repre- 
sentative examples: 

Table  E 

Replacement 

ratio  (retirement 

at  age  05  in  1975) 

Worker  with  1974  earnings  of  $;3,200 '".611 

Worker  with  1974  earnings  of  $7,681 .  426 

Worker  with  1974  earnings  of  $13,200 •  294 

The  low  paid  worker  above  receives  a  benefit  that  is  61  percent  of  his 
earnings  just  before  retirement,  while  the  high  paid  worker  leceives 


«  Formerly  referred  to  as  Average  Monthly  Wage  (A.M.W.)  but  changed  to  A.M.E.  so  as  to  include  earn- 
ings of  the  self-employed. 

»  The  uumbi'T  of  years  included  in  the  romputation  will  be  10  for  men  attaining  age  65  between  1975  and 
1978,  and  will  rise  by  one  year  for  each  year  thereafter  starting  in  lit7!),  until  the  m  vximum  divisor  of  35  years 
is  attained  in  I'.Wl.  At  present,  the  system  for  women  is  slightly  different,  but  follows  the  same  principle. 

'"  If  the  workers  in  the  above  example  had  wives  who  were  65  or  over,  the  replacement  ratios  would  each 
be  50  percent  higher,  or  .917  in  the  case  of  the  low-paid  worker. 
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only  about  29  percent  to  34  percent.  In  absolute  dollars,  of  course,  the 
higher  paid  worker  still  receives  a  larger  benefit. 

While  not  significant  in  the  problem  being  discussed,  it  should  be 
pointed  out  that  the  above  replacement  ratios  are  understated  by  the 
effect  of  income  taxes,  especially  in  the  median  and  maximum  wage 
levels.  Social  Security  benefits  are  not  subject  to  income  taxes,  but 
the  wages  before  retirement  are.  Therefore,  to  compute  a  more 
accurate  replacement  ratio,  one  should  reduce  the  wages  before 
retirement  by  the  related  income  taxes,  and  this  amount  should  then 
be  compared  to  the  untaxed  benefit.  The  same  type  of  understatement 
occurs  in  all  three  wage  levels  to  the  extent  that  there  are  work-related 
expenses  which  are  eliminated  after  retirement. 

2.    INSTABILITY    OF    REPLACEMENT    RATIOS 

Our  major  concern  here,  however,  is  that  the  replacement  rates, 
however  computed,  are  not  constant.  Under  the  present  system 
they  tend  to  move  over  time  with  changes  in  the  wage  and  price 
levels.  To  illustrate  this  point,  we  have  set  out  below  the  same  three 
examples  shown  in  Table  E,  but  now  we  have  projected  those  replace- 
ment ratios  into  the  future  under  the  assumptions  employed  by  the 
trustees  of  5  percent  wage  increases  and  3  percent  CPI  increases. 

TABLE  F 


Replacement  ratios  of  3  workers  assuming  annual — 
increases  of  5  percent  in  wages  and  3  percent  in  CPI 

Low  Median  Maximum 

earnings  earnings  earnings 


Year  of  attaining  age  65: 

1975                                                           O.en  0.426  0.294 

1985 ' .608  .452  .333 

2000 ' --  -657  .456  .337 

2025 -799  .495  .364 

2050 ::" '-'. —  -855  .519  .379 


This  illustrates  the  basic  instability  of  the  replacement  ratios,  using 
the  trustees'  assumptions.  If  we  modify  those  assumptions  we  can 
demonstrate  that  the  potential  instabihty  is  much  worse.  In  the  table 
below  we  have  used  the  same  5  percent  wage  increases  but  we  have 
changed  the  price  assumptions  and  produced  drastic  swings  in  the 
replacement  ratios : 

TABLE  G 


Replacemt 
Low  eari 

jnt  ratios  if  wages  grow  at  5  percent  and  CPI  at  various 

rates 

nings 

Median  earnings 

Maximum  ea 
CPI  up  4 

rnings 

CPI  up  4 

CPI  up  2 

CPI  up  4 

CPI  up  2 

CPI  up  2 

percent 

percent 

percent 

percent 

percent 

percent 

Year  of  retiring: 

1975    

0.615 

0.606 

0.430 

0.423 

0.294 

0.292 

1985.. 

675 

.547 

.501 

.407 

.370 

.300 

2000_. 

843 

.511 

.585 

.355 

.429 

.265 

2025   

1.299 

.489 

.770 

.318 

.541 

.247 

2050.. 

1.647 

.445 

.916 

.300 

.627 

.237 
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If  the  inflation  rate  is  4  percent,  instead  of  3  percent,  the  replace- 
ment rate  for  the  low  earner  will  grow  from  .615  to  1.647,  and  he  will 
receive  a  benefit  that  is  more  than  60  percent  above  his  final  earnings 
level. '^  On  the  other  hand,  if  the  inflation  rate  is  2  percent,  his  replace- 
ment rate  in  2050  will  be  onl}^  27  percent  of  what  it  would  have  been 
under  a  4  percent  inflation  rate. 

The  above  table  presents  the  problem  with  great  clarity.  Replace- 
ment ratios  can  move  capriciously,  either  up  or  down,  and  they  can 
move  in  a  broad  range  depending  upon  the  movements  of  prices  and 
wages,  two  factors  over  which  the  system  has  no  control.  This  is  a  very 
undesirable  characteristic  in  the  system  and  was  probably  never  in- 
tended. 

Why  does  this  instability  occur?  The  answer  is  found  in  the  way  in 
which  the  benefit  increase  mechanism  functions. 

Whenever  the  CPI  rises  under  today's  system,  benefits  will  auto- 
matically rise.  The  increase  in  benefits  is  accomplished,  in  effect,  by 
raising  the  entire  benefit  schedule,  which  is  set  out  at  the  top  of  page 
104.  If  the  CPI  rises  8  percent,  then  each  of  those  percentages  on  page 
104  will  move  up  by  8  percent.  This  increases  the  benefits  for  all  persons 
who  are  already  retired,  but  it  also  increases  the  future  benefits  for 
those  who  are  still  working,  because  they  will  eventually  obtain  the 
advantages  of  the  higher  benefit  schedule  when  they  retire.  At  the 
same  time,  however,  those  who  are  still  working  will  also  receive  an  in- 
crease in  wages,  and  this  will  increase  their  A.M.E.  and  thereby  further 
increase  their  future  benefits.  In  other  words,  the  benefit  increases  for 
those  still  working  are  "coupled"  with  the  benefit  increases  for  retired 
persons,  and  this  produces  the  instability  in  replacement  ratios  which 
is  illustrated  above. 

To  stabilize  the  replacement  ratios,  then,  requires  that  the  system 
be  "decoupled."  The  Subcommittee  and  the  Consultants  both  strongly 
recommend  that  this  be  done  by  adopting  a  new  method  of  computing 
benefits  based  on  indexed  earnings  and  a  revised  benefit  formula. 

3.    PROPOSED  NEW  SYSTEM 

The  basic  lequirement  of  the  new  system  is  that  a  person's  benefits 
shall  rise  solely  in  accordance  with  wages  during  his  working  years  and 
shall  rise  solely  in  accordance  with  the  CPI  in  years  after  his  retire- 
ment. It  must  be  emphasized  that  this  can  be  accomplished  by  more 
than  one  formula,  and  the  choice  thereof  will  have  to  be  worked  out 
by  the  Congress  with  the  advice  and  assistance  of  the  Social  Security 
Administration  in  accordance  with  whatever  specific  objectives  are 
eventually  selected.  The  Consultants  have  assured  us  that  a  decoupled 
system  can  be  designed  so  as  to  prevent  any  material  change  in  current 
benefit  levels  or  replacement  ratios.  If  desired,  it  can  even  be  imple- 
mented so  that  there  is  no  change  except  for  the  better.  The  design  and 
installation  of  such  a  system  will  take  some  time  because  careful  test- 
ing will  be  required,  and  the  specific  formula  adopted  will  depend  upon 
the  year  it  actually  goes  into  operation. 

We  have  presented  below  an  illustrative  plan  that  will  decouple 
the  system  and  will  attain  certain  other  objectives'^  which  the  Council 


"  If  he  has  a  wife  over  65  years  of  age,  they  will  receive  a  benefit  that  is  50  percent  greater,  and  this  will 
provide  a  replacement  ratio  of  2.47  percent.  ^ 

'2  The  Council  has  voted  to  recommend  freezing  the  minimum  benefit  and  eliminating  any  benefit  level 
that  exceeds  100  percent.  Both  of  these  concepts  infiuence  the  design  of  the  benefit  formula. 
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has  recommended.  We  emphasize  again  that  our  presentation  below  is 
illustrative  and  that  there  are  different  approaches  to  the  problem, 
the  ultimate  selection  being  dependent  on  the  objectives  to  be  attained 
and  the  date  of  installation. 

a.  Indexed  earnings 

On  page  104  we  explained  how  benefits  are  presently  computed  by 
first  determining  the  A.M.E.  The  decoupled  system  will  begin  with  a 
substantial  change  in  this  computation.  Instead  of  employing  the 
actual  taxable  amounts  earned  after  1950,  those  actual  earnings  will 
first  be  indexed  to  the  year  before  retirement.  That  means  that  the 
earnings  of  each  such  year  will  be  multiplied  by  a  factor  which  repre- 
sents the  growth  in  average  covered  earnings.  Let  us  assume,  for 
example,  that  a  man  retires  in  1974  at  age  65.  If  he  earned  $3,500  in 
1960  and  the  average  1973  covered  wage  is  80  percent  higher  than  the 
average  1960  covered  wage,  then  the  employee's  earnings  of  $3,500 
will  be  multiplied  by  1.8  and  the  resulting  $6,300  will  be  used  as  his 
earnings  for  1960  in  computing  his  A.M.E.  This  same  procedure  will 
be  applied  to  each  year  in  his  working  history.  The  highest  18  years, 
thus  indexed,  would  again  be  selected,  added  together,  and  then 
divided  by  18  and  that  quotient  divided  by  12  to  obtain  the  Average 
Monthly  Indexed  Earnings,  referred  to  as  A.M.I.E.^^ 

h.  New  benefit  formula 

This  A.M. I.E.  will  always  be  higher  than  the  A.M.E.,  formerly 
used,  and  will  usually  be  substantially  higher.  Therefore,  it  would  be 
improper  to  use  the  schedule  of  benefit  percentages  used  under  today's 
method.  Instead,  a  new  formula  has  been  developed  which  can  be 
expressed  as  follows: 

A  percent  of  the  first  $X  of  A.M.I.E. 
plus 

B  percent  of  all  A.M.I.E.  over  $X 

The  numbers  represented  above  by  A  and  B  are  fixed,  but  the  X 
would  increase  in  future  years  as  average  covered  wages  increased. 

The  fixing  of  the  exact  amounts  of  A  and  X  and  B,  in  the  above 
formula,  will  depend  on  the  objectives  to  be  met,  as  ultimately 
determined  by  Congress.  They  will  also  depend  on  the  actual  date  on 
which  the  new  system  is  installed.  If  the  system  became  effective  in 
1976  and  was  designed  to  meet  the  Council's  stated  benefit  objectives, 
here  is  an  approximation  of  the  formula  in  numerical  terms: 

100  percent  of  the  first  $123  of  A.M.I.E. 

plus 

31  percent  of  all  A.M.I.E.  above  $123 

(The  $123  is  adjusted  upward  each  year  as  average  covered  wages 
rise.) 


'3  This  indexing  of  earnings  will  have  desirable  benefits  of  its  own,  in  addition  to  forming  an  essential  part 
of  the  new  system.  Today,  persons  with  comparable  earnings  experience  can  have  quite  diflerent  benefits 
because  their  working  careers  occurred  in  different  periods.  The  Council's  repwrt  develops  this  idea  at  length 
in  Section  2  of  Chapter  3. 


53-424  O  -  75  -  19 
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Again  it  is  emphasized  that  this  specific  formula  is  presented  here 
solely  to  facilitate  discussion  and  not  to  indicate  that  it  is  the  only 
one  that  can  be  used,  or  even  that  it  is  the  best.  There  is  some  opinion, 
for  example,  to  the  effect  that  a  three-step  formula  would  be  better. 

It  must  be  kept  in  mind  that  this  formula  will  be  applied  to  an 
amount  which  generally  will  be  well  above  the  actual  earnings  of  the 
person  involved.  His  low  earnings  back  in  the  1950's  and  1960's 
will  all  have  been  indexed  up  to  the  year  before  retirement.  If  his 
A.M.E.  under  the  present  plan  would  have  been  $300,  his  A.M. I.E. 
could  be  $450  or  more  under  the  proposed  plan.  With  an  A.M. I.E. 
of  $450,  he  would  receive  a  benefit  of  $123  from  the  first  line  of  the 
above  formula  and  31  percent  from  the  second  line,  or  a  total  of  $224. 

The  $123  figure  in  that  formula  must  increase  with  the  rise  in 
average  covered  wages.  That  is  an  essential  factor  in  stabilizing 
replacement  ratios  under  the  system,  and  that  is  the  basic  objective 
of  the  new  proposal. 

The  decoupled  system,  proposed  above,  will  not  freeze  benefits  in 
any  sense  of  the  word ;  it  will  merely  stabilize  the  relationship  of  those 
benefits  to  the  earnings  of  the  recipient  before  retirement.  Further- 
more, the  proposed  system  can  be  implemented  in  such  a  way  so  as 
not  to  reduce  anyone's  benefits  as  computed  under  the  presently 
existing  formula. 

It  is  most  unfortunate  that  decoupling  is  sometimes  described  as  a 
reduction  in  future  benefits.  This  is  a  misleading  and  unwarranted 
description.  Whether  the  decoupled  sj'stem  would  produce  lower  or 
higher  benefits  than  the  present  system  depends  upon  the  relationship 
between  future  movements  of  wages  and  prices,  factors  which  no  one 
can  predict  with  certainty.  Under  the  assumptions  of  the  trustees  as  to 
wage  and  price  increases,  the  long-term  cost  of  the  proposed  system  will 
not  be  as  high  as  the  present  plan,  but  if  the  movements  of  wages  and 
prices  follow  a  different  pattern,  the  benefit  level,  and  therefore  the 
cost,  could  be  higher  under  a  coupled  system  than  under  the  present 
system. 

The  primary  advantage  of  the  proposed  decoupled  plan  is  that  the 
replacement  ratios  will  be  stabiUzed.  This  is  a  very  desirable  goal  of  an 
earnings  replacement  system,  and  this  is  the  reason  it  should  be 
adopted.  The  proposed  method  will  also  provide  an  important  col- 
lateral benefit  in  that  it  will  protect  the  OASDI  program  against  high 
inflation  rates,  providing  that  increases  in  real  wages  do  not  fall 
materially  below  2  percent. 

In  summary,  the  new  formula  will  cause  benefits  to  rise  solely  in 
keeping  with  wages  during  an  individual's  working  years,  and  after 
retirement  his  benefits  will  increase  solely  on  the  basis  of  increases  in 
the  CPI.  The  Subcommittee  strongly  recommends  that  such  a  de- 
coupled system  be  adopted.  In  fact,  the  Subcommittee  is  convinced 
that  decoupling  is  by  far  the  most  important  step  to  be  taken  to 
improve  the  system. 

B.  Changes  in  Benefits 

The  Council  voted  to  recommend  six  changes  in  benefits,  three  of 
which  will  increase  the  cost  of  the  system  and  three  of  which  will 
reduce  the  cost.  Each  of  these  changes  is  described  below: 
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1,  NO  BENEFIT  RATE  TO  EXCEED  100  PERCENT 

The  present  benefit  schedule,  as  set  forth  at  the  top  of  page  104, 
provides  benefits  m  excess  of  100  percent  of  the  first  $110.00  of  the 
A.M.E.  As  stated  earlier  herein,  this  is  a  recognition  of  "need"  as  a 
criterion  in  determining  benefits.  It  is  also  a  recognition  of  the  fact  that, 
when  the  system  uses  actual  earnings  in  determining  the  A.M.E.,  the 
benefit  percentage  may  have  to  exceed  100  percent  in  order  to  provide 
a  reasonable  replacement  of  purchasing  power  at  retirement.  With  the 
use  of  indexed  earnings  in  the  proposed  decoupled  system,  this  require- 
ment disappears,  and  the  Council  therefore  believes  that  the  new  sys- 
tem should  not  furnish  a  benefit  in  excess  of  100  percent  of  any  part  of 
the  earnings  it  is  intended  to  replace.  For  this  reason  the  proposed  new 
system  does  not  provide  any  benefit  percentage  higher  than  100  per- 
cent. See  proposed  formula  on  page  107. 

2,  FREEZING  THE  MINIMUM  BENEFIT 

The  present  system  contains  a  minimum  benefit  of  $93.80,  which  is 
payable  to  anyone  who  has  a  certain  number  of  quarters  of  coverage 
under  the  Social  Security  system,  regardless  of  his  A.M.E.  This  is 
another  recognition  of  "need"  as  a  criterion.  At  present,  this  minimum 
benefit  rises  each  year  in  accordance  with  the  rise  in  the  CPI.  The 
Council  has  voted  to  freeze  the  minimum  benefit  at  $93,80.  because 
there  is  another  system  now  in  operation  that  will  cover  the  "need" 
cases.  They  refer  to  the  Supplemental  Security  Income  program  (SSI) 
which  provides  a  minimum  income  of  $146  per  month  for  an  individual 
and  $219  for  a  couple.  These  amounts  will  rise  as  the  CPI  rises.  This 
program  is  based  purely  on  need  and  is,  therefore,  funded  entirely  from 
general  revenues  of  the  Treasury  Department.'*  With  this  alternative, 
the  Council  feels  that  it  is  no  longer  necessary  to  maintain  the  present 
minimum  benefit,  and  freezing  it  will  cause  it  eventually  to  disappear. 

3.    LIBERALIZATION    OF   THE    RETIREMENT   TEST 

Under  the  retirement  test  today,  a  retiree  loses  one  dollar  of  benefits 
for  each  two  dollars  he  earns  above  the  permitted  amount,  which  is 
$2,520  in  1975.  Such  permitted  amount  rises  each  year  with  average 
covered  wages.  The  Council  has  recommended  that  for  earnings  above 
the  permitted  amount,  but  not  in  excess  of  twice  the  permitted  amount, 
the  loss  of  benefits  be  limited  to  one  dollar  for  each  three  dollars  of 
earnings.  For  earnings  above  twice  the  limited  amount  the  one-for-two 
reduction  in  benefits  would  again  apply. 

4.    LIBERALIZATION    OF   THE    DISABILITY    TEST 

The  Council  has  recommended  a  liberalization  of  the  disability  test 
by  proposing  a  somewhat  less  stringent  test  for  those  who  are  55  years 
of  age  and  older. 

5.    EQUALIZING    DEPENDENCY    REQUIREMENT 

When  a  woman  dies,  her  surviving  spouse  does  not  receive  any 
survivor  benefit  unless  he  can  prove  dependency  on  his  wife.  Since  a 


'«  SSI  is  not  really  a  part  of  the  Social  Security  system  but  is  administered  by  the  Social  Security  Adminis- 
tration solely  because  It  has  the  organization  necessary  to  handle  the  mechanics  of  distributing  the  benefits. 
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surviving  wife  need  not  prove  dependency,  the  Council  has  voted  to 
recommend  that  this  requirement  be  eliminated  so  as  to  provide  equal 
treatment  of  the  sexes. 

6.    ELIMINATING    CERTAIN    DOUBLE    BENEFITS 

Some  persons,  who  have  worked  in  non-covered  employment  and 
have  earned  benefits  thereunder,  also  earn  secondary  benefits  under 
Social  Securit}'.  The  Council  has  voted  to  reduce  the  latter  by  the 
former. 

The  net  financial  effect  of  these  proposed  changes  is  an  increase  in 
the  deficit  of  .13  percent  of  covered  wages.  Due  to  the  nature  of  the 
changes,  at  least  part  of  this  increase  will  be  felt  immediately.  Its 
impact  will  not  be  delayed. 

C.  Tax  on  the  Self-Employed 

The  "cost"  of  an  employee's  benefit  is  paid  for  by  both  the  employee 
and  his  employer,  with  each  paying  4.95  percent  today,  or  a  total  of 
9.9  percent.  The  self-employed  person  receives  the  same  benefits  as  an 
employee,  and  logically  he  should  pay  the  same  total  tax  of  9.9  percent. 
However,  it  was  decided  long  ago  to  reduce  his  tax  to  75  percent  of  the 
combined  tax,  which  is  the  same  as  150  percent  of  the  employee's  tax. 
This  means  he  should  be  paying  150  percent  of  4.95  percent  or  7.425 
percent.  In  recent  years,  however,  his  rate  has  been  further  reduced  by 
being  frozen  at  7  percent,  and  the  Subcommittee  sees  no  reason  for  this 
additional  deviation  from  the  full  9.9  percent.  It  is  recommended  that 
the  self-employed  tax  be  fixed  at  150  percent  of  the  employee's  tax, 
and  all  future  tax  rate  calculations  in  this  report  are  based  on  that 
proposal. 

D.  Compulsory  Coverage  of  Government  Employees 

Some  90  percent  of  the  working  population  is  today  covered  by 
Social  Security.  By  far  the  largest  segment  that  remains  uncovered  is 
composed  of  government  employees,  federal,  state  and  local.  The 
Council  has  recommended  that  Social  Security  coverage  of  these  em- 
ployees be  made  compulsory  in  order  to  prevent  the  windfall  benefits 
which  they  frequently  receive  at  the  expense  of  the  Social  Security 
system.  (This  windfall  problem  is  described  in  greater  detail  in  Section 
1  of  Cha|)ter  6  of  the  Council's  report.) 

If  all  government  employees  were  brought  under  Social  Security,  it 
is  estimated  that  there  would  be  a  long-term  reduction  in  the  cost  of 
the  system  of  .25  percent  of  covered  wages  and  a  short-term  reduction 
of  .70  percent.  These  are  significant  amounts,  but  there  are  also 
significant  obstacles  to  such  compulsory  coverage.  A  constitutional 
question  clouds  the  forced  coverage  of  employees  of  state  and  local 
governments,  and  neither  Congress  nor  the  federal  employees  have 
ever  indicated  any  inclination  to  accept  the  idea.  For  these  reasons, 
the  Subcommittee,  while  fully  in  favor  of  covering  all  government 
employees,  has  decided  not  to  include  such  potential  cost  reductions 
in  our  later  computations  of  the  deficit. 
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E.  Financing  Medicare  (Part  A)  from  General  Revenues 

Up  to  this  point  we  have  been  considering  only  the  OASDI  system. 
It  is  timely  here  to  present  a  recommendation  of  the  Council  which 
affects  Part  A  of  the  Medicare  program,  because  that  proposal  does 
concern,  at  least  indirectly,  the  financing  of  OASDI. 

The  OASDI  program  is  financed  from  taxes  on  wages,  because  the 
benefits  of  the  program  are  always  related  to  the  wages  of  a  worker- 
taxpayer.  It  is  obvious  that  benefits  are  wage-related  in  the  case  of 
the  retirement  of  a  worker-taxpayer.  It  is  not  so  obvious,  but  it  just 
as  true,  in  the  case  of  a  beneficiary  who  is  a  survivor  or  a  spouse, 
because  those  benefits  are  still  measured  by  the  wages  of  the  person 
who  paid  the  tax,  albeit  not  the  wages  of  the  beneficiary. 

The  same  principle  does  not  apply  to  benefits  under  the  Medicare 
program.  There  the  benefits  are  determined  by  the  medical  costs  of  a 
particular  person,  and  they  bear  no  relationship  whatsoever  to  his 
wages  or  those  of  anyone  else. 

Under  such  circumstances  there  does  not  seem  to  be  any  real  reason 
for  funding  such  costs  by  a  tax  on  wages.  Medicare  expenditures 
would  seem  to  be  more  properly  funded  from  general  revenues,  and  a 
majority  of  the  Council  has  voted  to  recommend  such  a  proposal  to 
the  Congress.  If  adopted  it  could  make  an  important  contribution  to 
the  solution  of  the  financial  problems  of  the  OASDI  program. 

In  the  next  section  of  this  report  it  will  be  established  that  an 
increase  in  the  OASDI  tax  is  required  at  this  time  to  preserve  the 
financial  integrity  of  the  system.  If  the  financing  of  Medicare  is  partly 
shifted  to  general  revenues  now,  the  increase  in  the  OASDI  tax  can  be 
accommodated  without  increasing  the  total  Social  Security  tax.  A  plan 
for  doing  so  is  presented  later  herein. 

VII.  FINANCING  THE  OASDI  DEFICIT 

The  most  pressing  problem  facing  OASDI  is  the  substantial,  long- 
range,  actuarial  deficit.  In  1974  it  was  estimated  by  the  trustees  at 
2.98  percent,  but  subsequent  events  and  certain  proposals  of  the 
Council  require  that  we  recompute  it  in  order  to  ascertain  its  true 
dimension. 

A.  Recomputation  of  the  Deficit 

In  the  table  below  there  is  presented  a  summary  of  the  various 
items  which  will  make  up  the  deficit  as  of  January  1,  1976.  This  date 
has  been  chosen  as  the  earliest  possible  date  on  which  all  of  the  as- 
sumed events  can  have  occurred.  The  "minus"  sign  is  used  in  the 
table  to  indicate  a  deficit  or  an  increase  in  the  deficit.  The  table 
assumes  that: 

1.  The  automatic  benefit  increase  for  June,  1975,  will  take 
place; 

2.  The  Congress  will  adopt  and  install  a  new  "decoupled" 
method  of  determining  benefits  along  the  lines  suggested  on 
pages  106  and  107  above; 

3.  The  six  proposals  of  the  Council  on  pages  109  and  110 
above,  will  be  adopted  by  Congress; 
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4.  The  self-employed  tax  is  set  at  150  percent  of  the  employee's 
tax; 

5.  Compulsory    coverage    of    government    employees    is    not 
enacted. 

Table  H. — Change  in  actuarial  balance  of  OASDI  expressed  as  a  percent  of  taxable 

payroll 

Average 
Item  cost 

Actuarial  balance  from  1974  trustees'  report —  2.  98 

Automatic  benefit  increase  for  June,    1975  assumed  to  be  8.5  percent 

instead  of  4.4  percent — •  51 

-3.49 


Changes  recommended  by  council: 

1.  New  method  of  computing  benefits  to  stabilize  replacement  ratios 

("decoupled"  system) 1-  12 

2.  No  benefit  percentage  over   100  percent  and  minimum  benefit 

frozen  at  $93.80 .  07 

3.  Change  in  retirement  test — •  02 

4.  Change  in  disability  test —  •  13 

5.  Equalize  dependency  requirement  for  men  and  women —.11 

6.  Reduce  secondary  benefits  by  benefits  from  non-covered  employ- 

ment           •  03 

7.  Unfreezing  self-employed  rate ■  03 

.99 

Actuarial  Balance  as  of  January  1,  1976 —2.  50 

Under  the  above  assumptions,  then,  our  task  is  the  covering  of  a 
long-term,  average  deficit  of  2.50  percent  of  covered  payroll.  The  2.50 
deficit  arises  from  the  difference  between  the  estimated  costs  of  the 
system  and  the  tax  rates  in  the  present  law.  The  recomputed  costs, 
based  on  the  same  assumptions  as  are  contained  in  Table  H,  and 
employing  the  trustees'  economic  and  demographic  projections,  are 
shown  below,  along  with  the  tax  rates  in  the  present  law : 

TABLE  i 


Cost,  as  a 

percent  of 

total  taxable 

payroll 

required 

to  meet 

benefits 

Combined 

tax  rate  of 

employer  and 

employee 

under 

present  law 

Calendar  year: 
1976 

10.9 

9.9 

1985                                                     

11.0 

9.9 

1990...                        . --. 

11.6 

9.9 

1995 

11.7 

9.9 

200C 

11.7 

9.9 

2005 

11.8 

9.9 

2010 

12.4 

111.9 

2015 

13.5 

11.9 

2020    .                                                        

14.8 

11.9 

2025 

15.8 

11.9 

2030 

16.2 

11.9 

2035....                                                                     .  . 

16.1 

11.9 

2040 

...  15.9 

11.9 

2045 

15.9 

11.9 

2050 . 

16.0 

11.9 

■Calendar  year  2011. 
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It  will  be  noted  that  the  cost  rates  in  the  early  years  are  actually 
somewhat  higher  than  those  projected  by  the  trustees  in  Table  A  on 
page  96.  The  costs  in  the  later  years,  however,  are  lower  than  those  in 
Table  A.  The  reason  for  this  phenomenon  lies  in  the  fact  that  the 
higher-than-expected  rise  in  benefits  in  1975,  coupled  with  benefit 
changes  voted  by  the  Council,  have  raised  the  immediate  costs  of  the 
system  above  those  determined  by  the  trustees.  On  the  other  hand, 
the  change  in  the  method  of  computing  benefits  (decoupled  system) 
has  prevented  the  escalation  of  replacement  ratios  in  the  next  century 
and  has  thereby  held  the  costs  for  that  period  below  those  estimated 
by  the  trustees. 

It  is  quite  apparent  that  there  are  really  two  deficits,  one  long-term 
and  the  other  short-term.  Since  each  has,  to  some  extent,  different 
causes,  they  require  different  solutions.  A  clearer  picture  of  the  problem 
can  be  obtained  from  the  graph  below. 

PROJECTEH)  OASDI  CUBRENT-COST  UKDER  ADVISORY  COUNCIL 
RECOMMENDATIONS  AND  TAX  RATES  IN  PRESENT  LAW,   15^76-2050 
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In  the  graph  the  deficit  is  represented  by  the  spread  between  the 
cost  line  and  the  tax  line. 

B.  Long-Term  Deficit 

The  long-term  deficit,  occurring  after  2005,  has  its  roots  in  the 
demographic  projection  as  explained  on  pages  97  and  98.  Whether 
that  deficit  actually  occurs  will  depend  on  the  validity  of  the  estimated 
future  fertility  rates  and  their  effect  on  the  composition  of  the  popula- 
tion. It  is  very  difficult  to  forecast  fertility  rates  with  any  confidence 
and  the  Subcommittee  recognizes  that  they  are  always  subject  to 
error.  For  that  reason  the  Subcommittee's  recommended  tax  rate 
schedule,  below,  does  not  contain  any  immediate  increase  in  order  to 
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handle  the  long-term  portion  of  the  deficit.  Such  increases  are  sched- 
uled for  later  years  when  the  cost  increase  has  been  more  clearly 
established. 

If  all  of  the  various  assumptions  are  borne  out,  this  delaying 
approach  will  result  in  a  higher  eventual  tax  rate  than  we  might 
obtain  by  an  immediate  increase  now  of  2.50  percent.  However,  the 
latter  procedure  would  be  quite  inconsistent  with  the  "current  cost" 
method  of  financing  the  OASDI  program,  because  the  taxes  collected 
would  immediately  exceed  expenditures  by  a  substantial  amount,  and 
a  large  surplus  would  be  created. 

C.  Short-Term  Deficit 

The  short-term  deficit  does  require  an  increase  of  1.0  percent  in  the 
OASDI  tax  rate  at  this  time.  This  means  an  increase  of  .5  percent  for 
both  the  employer  arid  the  employee.  This  increase  should  not  be 
delayed  because  the  deficit  is  already  here,  not  in  the  future.  It  arises 
from  several  factors,  such  as  the  8.5  percent  increase  in  benefits 
scheduled  for  mid-1975  and  the  various  benefit  changes  recommended 
by  the  Council.  These  factors  are  not  delayed  in  their  effect  on  the 
system;  they  cause  a  prompt  increase  in  the  cost  and  must  be  offset 
by  higher  tax  rates.  Based  on  present  projections,  the  rate  will  also 
have  to  rise  by  an  additional  .2  percent  in  1980  and  by  a  .7  percent 
more  in  1985. 

If  the  1 .0  percent  increase  in  the  OASDI  tax  rate  is  not  enacted  by 
1976,  the  OASDI  fund  will  start  to  go  down  in  absolute  terms  by  some 
$3  or  $4  billion  per  year.  It  will  go  down  even  more  in  relation  to  the 
expenditures  for  a  year,  because  those  expenditures  will  be  rising  by 
$3  or  $4  billion  per  year.  This  produces  a  double-barrelled  effect  on 
the  important  ratio  of  the  fund  to  expenditures.  Today  the  trust  fund 
stands  at  about  $50  billion,  or  about  67  percent  of  one  year's  ex- 
penditures. If  the  tax  rate  is  not  increased,  the  fund  will  fall  below 
35  percent  of  one  year's  expenditures  by  early  1978.  Even  at  this 
level,  the  system  could  probably  still  meet  its  payment  obligations 
without  interruption,  but  it  will  certainly  cause  concern  among  both 
workers  and  beneficiaries.  Furthermore,  there  is  no  sound  reason  for 
letting  the  fund  deteriorate  in  that  way.  The  deficit  exists  and  should 
be  met  with  a  reasonable  tax  increase. 

p.  Proposed  Tax  Rates 

Having  in  mind  both  the  long  and  short-term  deficits,  the  Sub- 
committee now  proposes  a  new  tax  schedule  that  will  handle  the  total 
problem : 

Proposed 

tax  rate 

expressed 

as  a 

percent  of 

covered 

wages 

1976-1984 10.  9 

1985-1994 11.  1 

199  5-2004 11.8 

2005-2014 12.  3 

201 5-2024 14.  2 

2025-2050 16.  1 
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These  proposed  rates  approximate  the  estimated  cost  curve.  In  this 
way  no  increase  in  the  tax  is  provided  before  it  is  actually  needed,  and 
if  future  trends  differ  from  the  various  assumptions  herein,  the  rate 
can  be  modified  before  the  fund  has  risen  too  high  or  fallen  tOL.  low. 
In  the  graph  below  we  have  presented  both  the  new  cost  curve  and 
the  proposed  tax  rate  structure  so  that  the  relation  of  the  two  can  be 
clearly  seen: 

PROJECTED  OASDI  CURRENT-COST  UNDER  ADVISORY  COUNCIL 
RECOMMEITOATIONS  AND  PROPOSED  TAX  RATES,   1976-2050 
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It  is  recognized  that  an  increase  of  1.0  percent  in  the  OASDI  tax 
is  a  significant  increase,  but  the  direct  impact  on  the  taxpayer  can  be 
eliminated  through  the  implementation  of  the  Council's  proposal  to 
fund  at  least  part  of  the  Medicare  program  from  general  revenues. 
This  is  explained  in  the  next  section. 

E.  Total  Social  Security  Tax  Rates 
The  present  Social  Security  tax  is  composed  of  two  parts: 

[In  percenti 


Employee  pays 

Employer  pays 

Total  tax 

OASDI 

4.95 

4.95 
.90 

9.9 

Medicare 

.90 

1.8 

Total 

5.85 

5.85 

U.7 

If  the  OASDI  tax  rate  is  raised  in  1976  by  1.0  percent,  per  the  Sub- 
committee's recommendation,  and  if  an  equivalent  amount  of  the 
Medicare  program  is  funded  from  general  revenues,  the  total  Social 
Security  tax  would  remain  the  same.  It  would  work  as  follows: 
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In  percent) 


Present  Proposed 

social  social 

security  tax        security  tax 


OASDI - - 9.9  10.9 

Medicare - 1-8  .8 

Total. - iTt  iT? 

For  the  individual  or  the  employer  it  means  that  the  OASDI  tax 
would  rise  from  4.95  percent  to  5.45  percent  but  his  Medicare  tax 
would  fall  from  .9%  to  .4%,  thereby  leaving  his  overall  tax  the  same. 

There  would  still  remain  a  Medicare  tax  of  .8  percent  as  a  part  of  the 
total  Social  Security  tax.  The  financing  of  this  .8  percent  could  be 
shifted  gradually  to  general  revenues  as  the  cost  of  OASDI  rose  in 
future  years,  thereby  making  it  possible  to  keep  the  total  Social  Secu- 
rity tax  constant  for  some  time  in  the  future. 

In  actual  fact,  the  medicare  portion  of  the  tax  is  scheduled  under 
present  law  to  rise  over  the  next  ten  years  from  1.8  percent  to  3.0  per- 
cent, as  follows : 

[In  percent) 


OASDI 
tax 

Medicare 
tax 

Total 
tax 

Year: 

1975-77                               

9.9 

1.8 
2.2 
2.7 

3.0 

11.7 

1978-80 

1981-85                             

9.9 

9.9 

12.1 
12.6 

1986- 

9.9 

12.9 

The  schedule  above  shows  that,  even  without  any  change  in  the 
OASDI  tax,  the  total  Social  Security  tax  would  rise  in  the  next  ten 
years  from  11.7  percent  to  12.9  percent.  This  means  that  if  the  total 
Medicare  burden  is  gradually  shifted  to  general  revenues,  the  OASDI 
tax  can  be  raised  in  the  future  by  an  aggregate  of  3.0  percent  (instead 
of  1.8  percent)  without  raising  the  total  Social  Security  tax  beyond 
the  rate  that  would  have  been  payable  under  the  present  law. 

It  is  recognized,  of  course,  that  many  persons  and  employers  would 
incur  an  increase  in  their  income  taxes  or  other  levies  in  order  to 
provide  the  additional  general  revenues  for  the  Medicare  program. 
Depending  on  how  this  need  is  met,  it  is  quite  possible  that  for  some 
it  would  mean  only  a  shift  in  the  tvpe  of  tax  that  is  paid.  Some  might 
even  incur  a  higher  total  tax  burden  than  they  would  if  the  OASDI 
tax  were  simply  increased.  However,  to  the  extent  that  general 
revenues  are  derived  from  progressive  taxes,  those  in  the  lower 
economic  group  would  almost  certainly  benefit  from  the  shift  of  the 
Medicare   tax   to  general   revenues.   These   groups   would   have  the 

Greatest  difficulty  in  handling  an  increase  of  .5  percent  in  their  Social 
ecurity  tax.  For  many  of  them  that  tax  is  already  a  larger  burden 
than  the  income  tax. 
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VIII.  OTHER  CONSIDERATIONS 

In  addition  to  the  proposals  discussed  above,  the  Subcommittee 
also  considered  other  approaches  to  the  deficit  problem.  One  of  these, 
involuntary  coverage  of  government  employees,  has  already  been 
covered.  Two  others  are  presented  below. 

A.  Raising  the  Maximum  Covered  Wage 

Today,  only  earnings  up  to  $14,100  per  year  are  covered  by  Social 
Security.  Under  the  automatic  changes  in  the  law,  this  amount  will 
rise  each  year  in  the  same  proportion  as  average  wages  rise.  This  will 
gradually  increase  the  amount  of  maximum  taxable  earnings  over  the 
years  to  come. 

There  is  nothing  sacred  in  the  figure,  $14,100;  it  is  largely  arbitrary. 
To  help  cover  the  deficit,  the  Subcommittee,  at  one  point,  considered 
raising  the  maximum  covered  wage  to  $24,000  per  year  in  1976.  It  was 
eventually  abandoned  because  there  were  formidable  arguments 
against  this  proposal. 

Social  Security  was  designed  from  the  beginning  as  only  one  of  three 
elements  in  the  income-maintenance  system,  the  other  two  being:  (1) 
private  savings,  pensions,  etc.,  and  (2)  public  assistance  programs.  It 
was  logically  argued  that  raising  the  limit  to  $24,000  would  cause 
Social  Security  to  interfere  with  the  private  savings  element.  It  cer- 
tainly would  extend  coverage  to  a  level  of  income  where  "enforced" 
savings  seems  inappropriate,  and  where  it  could  further  reduce  needed 
capital  formation. 

The  only  real  argument  in  its  favor  was  that  it  would  hold  down  the 
increase  in  the  tax  rate  which  is  necessary  to  cover  the  long-term  defi- 
cit. If  it  were  adopted,  it  would  cut  the  short-term  deficit  by  .89  percent 
and  the  long-term  deficit  by  .49  percent. 

B.  Increasing  the  Retirement  Age 

The  cost  curve  in  the  graph  on  page  115  indicates  substantially  higher 
costs  after  the  year  2005,  and  this  will  require  substantially  higher 
taxes  at  that  time.  The  high  costs  and  taxes  are  due  to  the  sharp 
changes  after  2005  in  the  ratio  of  workers  to  beneficiaries,  as  described 
on  pages  97  and  98.  If  it  is  desired  to  minimize  those  later  tax  rate 
increases,  the  Subcommittee  recommends  that  serious  consideration 
be  given  to  gradually  extending  the  retirement  age,  starting  in  the 
year  2005. 

The  Subcommittee  is  well  aware  that  today  most  social  and  eco- 
nomic pressures  are  directed  toward  reducing  the  retirement  age.  Those 
pressures  arise,  however,  because  the  work  force  is  now  growing,  and 
there  are  only  30  beneficiaries  for  every  100  workers.  By  2005,  the 
situation  will  have  reversed,  and  the  number  of  people  drawing  bene- 
fits will  be  growing  proportionately  faster  than  the  number  of  people 
paying  taxes.  By  the  year  2030  there  will  be  45  beneficiaries  for  every 
100  workers,  and  the  tax  burden  on  the  workers  will  have  risen  sub- 
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stantially  to  meet  the  costs  in  Table  I.  In  such  a  situation,  and  given 
the  expected  advances  in  health  care  and  longevity,  it  seems  sensible 
to  at  least  consider  some  modest  increase  in  the  retirement  age  so  as  to 
maintain  a  reasonable  ratio  of  workers  to  beneficiaries  and  thereby 
hold  down  the  tax  rates. 

As  an  example,  it  is  suggested  that  every  six  months  the  retirement 
age  be  increased  by  one  month,  beginning  in  2005  and  ending  in  2023. 
In  the  latter  year,  then,  the  retirement  age  would  have  been  increased 
to  68  and  the  "early"  retirement  age  increased  to  65.  If  adopted,  this 
proposal  would  reduce  the  tax  rates  as  follows : 


Tax  rate  It  retire- 
ment age  raised  to 
Tax  rate  proposed  68  by  2023 


^""'zm-u ....-.- - 12.3  12.1 

2015-24 14.2  13.5 

2025-50 - -         16.1  l*-o 


Conclusion 

In  its  various  proposals  the  Subcommittee  has  tried  to  devise  a 
reasonable,  balanced  program  for  improving  the  system  and  coping 
with  the  deficit.  This  program  is  by  no  means  the  only  approach  to 
the  problem,  and  others  may  prefer  a  different  timing  of  the  tax  in- 
creases or  a  different  choice  of  remedies. 

The  important  fact  is  that  the  OASDI  system  does  face  a  very  real 
short-term  deficit  and  a  projected  long-term  deficit.  Plans  should  be 
developed  now  for  dealing  with  these  problems.  The  fact  that  a  large 
part  of  the  deficit  occurs  in  the  future  is  no  reason  for  complacency 
or  delay.  If  the  economic  or  demographic  factors  deviate  from  the 
forecasts,  the  corrective  action  may  have  to  be  modified,  but  that  can 
more  easily  be  done  if  an  adequate  program  already  exists.  In  this 
connection,  it  is  worth  repeating  the  Subcommittee's  conclusion  that 
such  deviations  are  more  likely  to  increase  the  deficit  than  decrease  it. 
Our  most  recent  experience  only  strengthens  that  conclusion. 

EXHIBIT  I 

ASSUMED  PERCENTAGE  INCREASES  OVER  PRIOR  YEAR  IN  ANNUAL  AVERAGE  WAGES  AND  IN  ANNUAL  AVERAGE 

CPI 

[In  percent) 


Calendar  year 

Increase 
in  wages 

Increase 
in  CPI 

Real 
Increase 
in  wages 

1974... 

7.9 

9.1 
5.7 
4.5 
3.2 
3.0 
3.0 
3.0 
3.0 

1.2 

1975 

8.5 

2.8 

1976 ---. 

8.0 

3.5 

1977 

7.6 

.  4.4 

1978    .                                                     .  --. 

5.5 

2.5 

1979...                                      .      .. 

5.5 

2.5 

1980...                        

5.5 

2.5 

1981-2045 - 

5.0 

2.0 
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Exhibit  II 

Projected  total  fertility  rates 

Average 
number 
of  babies 
born  per 
woman 
in  her 

Year:  "^'^""»* 

1974 1.938 

1975 1.949 

1980 2.040 

1985 2.095 

1990 2.  104 

1995 2.  102 

2000 2.  100 

2005 2.  100 

2010-2045 2.  100 


Exhibit  III 

Total  fertility  rates,  United  States,  1940-73 


Year: 

1940- 
1941. 
1942. 
1943- 
1944- 
1945- 
1946. 
1947- 
1948. 
1949- 
1950. 
1951- 
1952- 
1953. 
1954. 
1955. 
1956- 


Total 

fertility 

rate 

2.3 
2.4 
2.63 
2.  72 

2.  57 
2.49 
2.94 
3.27 

3.  11 
3.  11 


09 
27 
36 
42 
54 
58 
69 


Year: 


1957 

1958 

1959 

1960 -. 

1961 

1962 

1963 

1964 

1965 

1966 

1967 

1968 

1969 

1970 

1971 ^2.28 

1972 >2.  02 

1973 '   1.90 


Total 

fertility 

rate 

3.77 
3.70 
3.71 
3.  65 
3.  63 
3.  47 
3.  33 
3.21 
2.93 
2.  74 
2.  57 
2.48 
2.  46 
2.48 


'  Preliminary  value. 
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EXHIBIT  IV 
AVERAGE  WAGE  AND  SALARY  EARNINGS:  COMPOUND  ANNUAL  RATES  OF  GROWTH 

(In  percent] 


Average 
wages 

From 

1950 

1951 

1952 

1953 

1954 

1955 

1956 

1957 

1958 

1959 

1%0 

1961 

To: 

1950 , 

....   $2, 274. 00 

1951 

2,425.00 

6.64 

1952 

2,560.00 

6.10 

b.b/ 

1953 

2,726.00 

6.23 

6.02 

6.48 

1954 

2,773.00 

5.08 

4.57 

4.08 

1.72 

1955 

2,881.00 

4.85 

4.40 

4.02 

2.80 

3.89 

1956 

3,062.00 

5.08 

4.78 

4.58 

3.95 

5.02 

6.28 

1957 

3,175.00 

4.88 

4.59 

4.40 

3.89 

4.62 

4.98 

3.69 

1958 

3,248.00 

4.56 

4.76 

4.05 

3.57 

4.03 

4.08 

2.99 

2.30 

1959 

3,410.00 

4.60 

4.35 

4.18 

3.80 

4.22 

4.30 

3.65 

3.63 

4.99 

1960 

3,523.00 

4.47 

4.24 

4.07 

3.73 

4.07 

4.11 

3.57 

3.53 

4.15 

3.31 

1961 

3,573.00 

4.19 

.3.95 

3.77 

3.44 

3.69 

3.65 

3.13 

3.00 

3.23 

2.36 

1.42 

1962 

3,741.00 

4  ?4 

4.0? 

3.87 

3.58 

3.81 

3.80 

3.39 

3.34 

3.60 

3.14 

3.05 

4./0 

1963 

3,848.00 

4.13 

3.92 

3.77 

3.51 

3.71 

3.68 

3.32 

3.26 

3.45 

3.0/ 

2.99 

3./8 

1964 

4,027.00 

4.17 

3.98 

3.85 

3.61 

3.80 

3.79 

3.48 

3.45 

3.65 

3.38 

3.40 

4.0/ 

1965 

4,128.00 

4.06 

3.87 

.3.74 

3.52 

3.68 

3.66 

3.37 

3.34 

3.48 

3.24 

3.22 

3.68 

1966 

4,356.00 

4.15 

.3.98 

.3.87 

3.67 

3.84 

3.83 

3.59 

3.58 

3./4 

3.56 

3.60 

4.04 

1967 

4,603.00 

4.24 

4.09 

3.99 

3.81 

3.88 

3.98 

3.78 

3.78 

3.95 

3.8/ 

3.89 

4.31 

1968 

4,896.00 

4,  35 

4.22 

4.14 

3.98 

4.14 

4.16 

3.99 

4.02 

4.19 

4.10 

4.20 

4.60 

1969... 

5,217.00 

4.47 

4.  .36 

4.28 

4.14 

4.30 

4.33 

4.18 

4.23 

4.40 

4.34 

4.46 

4.85 

1970 

5,497.00 

4.51 

4.40 

4.34 

4.21 

4.37 

4.40 

4.27 

4.31 

4.48 

4.44 

4.55 

4.90 

1971 

5,777.00 

4.54 

4.44 

4.  ,38 

4.26 

4.41 

4.44 

4.32 

4.3/ 

4.d3 

4.49 

4.60 

4.92 

1972 

6,158.00 

4.63 

4.54 

4.49 

4.38 

4.53 

4.57 

4.46 

4.52 

4.68 

4.65 

4./6 

5.0/ 

1973 

6,620.00 

4.76 

4.67 

4.63 

4.54 

4.69 

4.73 

4.64 

4./0 

4.86 

4.85 

4.9/ 

5.2/ 

Average 
wages 

From 

1962 

1963 

1964 

1965 

1966 

1967 

1968 

1969 

1970 

1971 

1972 

1973 

To: 

1950 

$2,274.00 

1951 

2,425.00 

1952 

2,560.00 

1953 

2,726.00 

1954 

2,773.00 

1955 

2,881.00 

1956 

3,062.00 

1957 

3,175.00 

1958 

3,248.00 

1959 

3,410.00 

1960 

3,523.00 

1961 

3,573.00 

1962 

3,741.00 

1963 

3,848.00 

2.86 

1964 

4,027.00 

3./5 

4.65 

1965 

4,128.00 

3.34 

3.57 

2.51 

1966 ., 

4,356.00 

3.88 

4.22 

4.00 

5.52 

, 

1967 

4,603.00 

4.23 

4.58 

4.56 

5.60 

5.67 

1968 

4,896.00 

4.59 

4.94 

5.01 

5.85 

6.02 

6.37 

1969 

5,217.00 

4.87 

5.20 

5.31 

6.03 

6.20 

6.46 

6.56 

1970 

5,497.00 

4.93 

5.23 

5.32 

5.90 

5.99 

6.10 

5.96 

5.3/ 

1971 

5,777.00 

4.95 

5.21 

5.29 

5.76 

5.81 

5.84 

5.6/ 

5.23 

5.09 

1972 

6,158.00 

5,11 

5.36 

5.45 

5.88 

5.94 

5.99 

5.90 

5.68 

5.84 

6.60 

1973 

6,620.00 

5.33 

5.58 

5.68 

6.08 

6.16 

6.24 

6.22 

6.14 

6.39 

/.05 

7.50 
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EXHIBIT  V 

CPI:  COMPOUND  ANNUAL  RATES  OF  GROWTH 

[In  percent] 


From 


CPI  (1967  =  100)    1950    1951    1952    1953    1954    1955    1956    1957    1958    1959    1960      1961 


To: 

1950 72.07 

1951... 77.82  7.98 

1952  ....  79.57  5.07  2.25 

1953     80.20  3.63  1.52  .79 

1954  80. 48  2. 80  1.  13  .57  .  35 

1955  .  80. 27  2. 18  .78  .29  .04  -.  26 

1956  81.43  2.06  .91  .58  .51  .59  1.45 
1957"'"  84.26  2.26  1.33  1.15  1.24  1.54  2.46  3.49 
1958""  86.59  2.32  1.54  1.42  1.55  1.95  2.56  3.12    2.77 

1959  87.27  2.15  1.44  1.33  1.42  1.63  2.11  2.34    1.77      .79 

I960 88.65  2.09  1.46  1.36  1.44  1.62  2.01  2.15    1.71     1.18    1.58 

1961  89.60  2.00  1.42  1.33  1.40  1.55  1.85  1.93    1.55    1.15     1.33    1.07 

1962"" 90.63  1.93  1.39  1.31  1.37  1.50  1.75  1.80    1.47     1.15    1.27     1.11      1.15 

1963  91.75  1.87  1.38  1.30  1.35  1.47  1.68  1.72    1.43    1.16    1.26    1.15      1.19 

1964"" 92.95  1.83  1.38  1.30  1.35  1.45  1.64  1.67     1.41     1.19    1.27     1.19      1.23 

1965  94.50  1.82  1.40  1.33  1.38  1.47  1.65  1.67     1.44    1.26    1.34    1.29      1.34 

1966'" 97.25  1.89  1.50  1.44  1.49  1.59  1.76  1.79    1.61     1.46    1.56    1.56      1.65 

1967  100.00  1.95  1.58  1.54  1.59  1.68  1.85  1.89    1.73    1.61     1.72    1.74      1.85 

1968  104.20  2.07  1.73  1.70  1.76  1.86  2.03  2.08    1.95    1.87    1.99    2.04      2.18 

1969  109.80  2.24  1.93  1.91  1.98  2.09  2.26  2.33    2.23    2.18    2.32    2.41      2.57 

1970  116.30  2.42  2.14  2.13  2.21  2.33  2.50  2.58    2.51    2.49    2.64    2.75      2.94 

1971  121.30  2.51  2.24  2.24  2.33  2.44  2.61  2.69    2.64    2.63    2.78    2.89      3.08 

1972""" 125.30  2.55  2.29  2.30  2.38  2.49  2.65  2.73    2.68    2.67    2.87    2.93      3.10 

1973 133.10  2.70  2.47  2.4«  2.57  2.68  2.85  2.93    2.90    2.91    3.06    3.18      3.35 


From 


CPI  (1967  =  100)    1962    1963    1964    1965    1966    1967    1968    1%9    1970    1971    1972      1973 


To: 

1950 72.07 

1951 77.82 

1952 79.57 

1953 80.20 

1954 80.48 

1955 80.27 

1956 81.43 

1957 84.26 

1958. 86.59 

1959 87.27 

1960 _  88.65 

1961 89.60 

1962 90.63 

1963      91.75    1.24 

1964 92.95    1.27    1.31 


1965  94.50  1.40  1.49  1.67 

1966  97.25  1.78  1.96  2.29  2.91 

1967     100.00  1.99  2.18  2.47  2.87  2.83 

1%8  104.20  2.35  2.58  2.80  3.31  3.51  4.20 

1969  109.80  2.78  3.04  3.39  3.82  4.13  4.79    5.37 

1970" 116.30  3.17  3.45  3.81  4.24  4.57  5.16    5.65    5.92 

1971""          "  121.30  3.29  3.55  3.88  4.25  4.52  4.95    5.20    5.11    4.30 

1972  125.30  3.29  3.52  3.80  4.11  4.31  4.61    4.72    4.50    3.80    3  30 

1973"" 133.10  3.56  3.79  4.07  4.37  4.59  4.88    5.02    4.93    4.60    4.75    6.23 
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EXHIBIT  VI 

REAL  AVERAGE  WAGE  AND  SALARY  EARNINGS:  COMPOUND  ANNUAL  RATES  OF  GROWTH 

|ln  percent] 


From 

1950 

1951 

1952 

1953 

1954 

1955 

1956 

1957 

1958 

1959 

1960 

1961 

Real  wages 

To: 

1950 

3,155.77 

1951 

3,116.17 

-1.24 

1952 

3,217.29 

.98 

3.2b 

1953 

3,399.00 

2.51 

4.44 

b.bb 

1954 

3,445.58 

2.22 

3.41 

3.49 

1.3/ 

1955 

3,589.14 

2.61 

3.60 

3. /I 

2./b 

4.  i; 

1956_ 

3,760.28 

2.97 

3.83 

3.98 

3.42 

4.4/ 

4.// 

1957 

3,768.10 

2.57 

3.22 

3.21 

2.61 

3.93 

2.46 

.21 

1958      -..- 

3,751.21 

2.19 

2.68 

2.59 

1.99 

2.1b 

1.48 

-.12 

-.45 

1959      -... 

3,907.41 

?.40 

2.87 

2.82 

2.35 

2.55 

2.1b 

1.29 

1.83 

4.1/ 

I960- 

3,974.05 

2.33 

2.74 

2.68 

2.26 

2.41 

2.06 

1.39 

1. /9 

2.93 

1. /l 

1961- 

3,987.72 

?.  15 

2.50 

2.41 

2.02 

2.11 

1.// 

1.  18 

1.43 

2.0b 

1.02 

.34 

1962 

4,127.77 

?  26 

2.58 

2.52 

2.18 

2.28 

2.02 

1.5/ 

L84 

2.42 

1.85 

1.92 

3.51 

1963 

4,194.01 

?  21 

2,51 

2,44 

2.12 

2.21 

i.97 

1.57 

1.80 

2.26 

1. /9 

L81 

2.bb 

1964 

4,332.44 

?  29 

2.57 

2.51 

2.23 

2.23 

2.11 

1.79 

2.01 

2.43 

2.U9 

2.18 

2.  80 

1965    

4,368.25 

2  19 

2.44 

2.38 

2.11 

2.10 

1.98 

1.68 

1.86 

2.20 

1.88 

1.91 

2.3U 

1966 

4,  479. 18 

2  21 

2  45 

2.39 

2.15 

2.21 

2.03 

1.76 

1.94 

2.24 

1.9/ 

2.01 

2.Jb 

1967 

4,  503.  00 

2  25 

2  47 

2.42 

2.19 

2.25 

2.09 

1.86 

2.02 

2.30 

2.0/ 

2.12 

2.42 

1968 

4,698.66 

2  24 

2,45 

2.40 

2.18 

2.24 

2.09 

1.87 

2.03 

2.28 

2.0/ 

2.12 

2.3/ 

1969 

4,751.37 

2  18 

2,37 

2.32 

2.12 

2.17 

2.02 

1.82 

1.9b 

2.1/ 

1.9/ 

2.U0 

2.21 

1970 

4,726.57 

2  04 

2,22 

2.16 

1.96 

2.00 

1.85 

1.6b 

1. /6 

1.95 

1. /5 

L7b 

1.91 

1971 

4,762.57 

1  98 

2  14 

2,09 

1.89 

1.92 

1.78 

1.59 

1.69 

1.85 

1.66 

1.66 

1. /9 

1972    

4,914.60 

2  03 

2.19 

2.14 

1.96 

1.99 

1.87 

1.69 

1.79 

1.9b 

1. /8 

1.79 

1.92 

1973 

4,973.70 

2.00 

2.15 

2.10 

1.92 

).95 

1.83 

1.66 

1. /b 

1.90 

1. /4 

1.74 

1.8b 

Real  wages 

From 

1962 

1963 

1964 

1965 

1966 

1967 

1968 

1969 

1970 

1971 

1972 

1973 

To: 


1950... _._.    3,155.27 

1951 3,116.17 

1952 3,217.29 

1953 3,399.00 

1954 3,445.58 

1955_. 3,589.14 

1956. _ 3,760.28 

1957... 3,768.10 

1958 3,751.01 

1959 3,907.41 

I960.. 3,974.05 

1961 3,987.72 

1962 4,127.77 

1963. 

1964.. 

1965 

1966-. 

1967 

1968.. 

1969 

1970.. 

1971 

1972 

1973 


4,194.01     1.60 

4,332.44    2.45 

3.30 

4,368.25     1.91 

2.06 

.83 

4,  479. 18    2.  06 

2.22 

1.68    2.54 

4,603.00    2.20 

2.35 

2.04    2.65    2.76 

4,698.66    2.18 

2.30 

2.05    2.46    2.42 

2.08 

4,751.37     2.03 

2.10 

1.86    2.12    1.99 

1.60    1.12 

4,726.57     1.71 

1  72 

1.46    1.59     1.35 

.89      .30  -.  52 

4,762.57     1.60 

1,69 

1.36     1.45     1.73 

.86      .45      .12      .76 

4,914.60     1.76 

1  78 

1.58     1.70    1.56 

1.32     1.13     1.13     1.97 

3.19 

4,973.70     1.71 

1.72 

1.55     1.64     1.51 

1.30    1.14    1.15     1.71 

2.19     1.20 

Statement 

OF 

Elizabeth 

C.  Norwood 

As  a  member  of  the  Subcommittee,  I  endorse  the  report  of  the 
Subcommittee  on  Finance  of  the  Advisory  Council  on  Social  Security, 
dated  February  3,  1975,  with  certain  minor  exceptions. 

The  style  and  rhetoric  are  outstanding  representing  many  hours  of 
thought  and  laborious  work  on  the  part  of  the  Chaix-man.  On  the  other 
hand,  I  would  feel  remiss  if  I  did  not  indicate  that  in  a  few  instances, 
the  report  gives  a  somewhat  different  impression  of  what  actuzilly 
transpired  within  the  Subcommittee  sessions  to  the  best  of  my  recollec- 
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tion  and  notes.  Some  paragraphs  appear  to  be  irrelevant  and  not 
germane  to  the  subject  then  under  discussion : 

(1)  On  page  93,  last  paragraph,  I  recommend  deletion  of  the  entire 
paragraph  and  substitute  in  lieu  thereof  the  third  full  paragraph, 
page  45,  Chapter  7 — Finance,  beginning  "The  current  cost  method 
would  be  unacceptable  .  .  ."  etc.  (even  though  speculative). 

(2)  On  page  94,  delete  the  fifth  paragraph  "The  entire  Social 
Security  program  .  .  ."  since  it  appears  to  denote  a  conservative  bias. 

(3)  On  pages  97  and  98,  rather  than  go  into  such  detail  on  the 
shape  of  deficit  and  cause,  would  not  a  general  statement  on  the 
difficulty  of  forecasting  suffice?  I  do  believe,  however,  that  it  is  im- 
portant to  bring  out  that  the  deficit  is  small  in  the  beginning  and  large 
at  the  end. 

(4)  On  page  99  the  fifth  and  sixth  paragraphs,  the  number  one 
economic  problem  is  unemployment  and  all  measures  must  be  taken 
to  overcome  it,  regardless  of  the  need  to  support  an  estimated  3  per- 
cent level  of  inflation. 

(5)  On  pages  99  and  100,  delete  the  reasons  given  for  the  decline  in 
productivity.  Many  reasons  exist  for  the  decline  and  it  seems  unneces- 
sary that  this  reference  be  included  in  the  report. 

(6)  On  pages  114  and  115,  delete  Section  D  since  it  distorts  the 
deliberations  of  the  Subcommittee.  (Section  C  is  also  not  fully  accu- 
rate, but  is  more  accurate  than  D.)  To  the  best  of  my  recollection,  a 
separate  vote  on  a  specific  tax  rate  increase  was  never  taken.  Rather, 
the  discussion  centered  around  a  shift  of  1.0  percent  of  Part  A  Medicare 
financing  to  general  revenues,  to  cover  a  1.0  percent  short-range  deficit 
in  the  OASDI  program.  While  there  was  some  mention  of  OASDI  tax 
rate  increases  taking  place  at  the  same  time  the  Part  A  Medicare  tax  is 
decreased,  I  believe  the  Subcommittee  should  have  voted  on  the 
specific  changes. 

Since  these  specific  votes  were  not  taken,  the  Subcommittee  report 
should  not  imply  that  they  were. 

In  this  same  connection,  on  page  115,  the  last  paragraph,  delete  the 
clause  "per  the  Subcommittee's  recommendation"  since  the  Sub- 
committee did  not  make  this  recommendation. 

(7)  On  page  116,  last  paragraph,  there  is  no  justification  for  specu- 
lating as  to  whether  or  not  income  taxes  will  have  to  be  increased  to 
fund  Medicare.  The  government  has  other  sources  of  revenues — 
income  tax  money  is  only  one.  Also,  suggest  deleting  the  sentence: 
"Some  might  even  incur  a  higher  total  tax  burden  than  under  the 
present  system." — again,  speculation. 

(8)  Referring  to  page  117,  subparagraph  B,  and  continuing  on  page 
118,  I  cannot  concur  that  a  recommendation  be  included  in  this  report 
to  the  effect  that  the  retirement  age  be  gradually  increased  beginning  in 
2005.  It  is  premature  to  make  such  a  recommendation  for  the  21st 
century. 

Had  financing  not  been  the  crucial  consideration,  I  would  have  urged 
an  even  earlier  retirement  age  than  provided  under  the  present  system, 
especially  in  view  of  the  current  economic  situation. 

While  these  comments  are  directed  specifically  at  the  Report  of  the 
Subcommittee  on  Financing,  they  also  can  be  applied  in  substance  to 
Chapter  7  of  the  Council's  report.^ 


'  Mr.  Arnold  and  Mr.  Cleary  concur  with  this  statement  as  it  applies  to  Chapter  7. 
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Report  by  the  Actuarial  and  Economic  Consultants  to  the 
Social  Security  Advisory  Council  Subcommittee  on  Financing 

Our  review  of  the  financing  of  the  Social  Security  program  was 
confined  to  a  few  key  issues,  because  of  the  short  period  that  was 
available.'  This  report  summarizes  our  conclusions  regarding  those 
issues  which  we  consider  most  important;  as  noted  below,  it  is  sup- 
plemented by  a  separate  report  on  "decoupling." 

1.    METHOD    OF    FINANCING 

The  OASDI  program  is  a  national  program  requiring  compulsory 
participation  by  the  vast  majority  of  employees,  and  presumably  will 
continue  to  operate  during  all  years  in  the  future.  These  unique 
characteristics  are  the  bases  for  our  support  of  the  conclusion  that  the 
current-cost  method  of  financing  the  program  provides  sufficient 
assurance  that  funds  will  be  available  to  pay  benefits  as  they  become 
due. 

Under  the  current-cost  method  of  financing,  the  amount  of  taxes  to 
be  collected  each  year  is  intended  to  be  approximately  equal  to  the 
benefits  paid  during  that  year.^  The  projected  pattern  of  benefits 
which  will  be  payable,  under  present  law,  results  in  the  need  for  an 
increasing  tax  rate  over  the  next  75  years.  An  increase  in  the  tax  rate 
is  already  legislated  for  the  year  2011.  In  fact  estimates  which  we 
consider  reasonable  indicate  that  the  tax  rates  will  have  to  be  higher 
than  those  now  specified  in  the  law. 

The  purpose  of  the  Trust  Fund  under  current-cost  financing  is  to 
reflect  all  financial  transactions  and  to  absorb  temporary  fluctuations 
in  the  relative  level  of  income  and  expenditures.  Thus,  whatever 
"normal"  (or  target)  level  is  established  for  the  fund,  it  is  to  be  ex- 
pected that  the  fund  will  vary  from  that  level  as  it  absorbs  those 
fluctuations.  There  is  no  definitive  basis  for  establishing  such  a  normal 
level,^  and  the  present  level  (approximately  70  percent  of  one  year's 
outgo)  is  within  the  range  of  reasonable  values.  It  is  projected  that 
the  Trust  Fund  will  decrease,  in  relation  to  outgo,  over  the  next 
several  years.  Nevertheless,  the  Trust  Fund  should  be  adequate  to 
fulfill  its  function,  and  any  action  to  increase  its  level  (relative  to 
outgo)  can  be  implemented  over  an  extended  period  of  time. 

The  requirements  for  future  increases  in  the  tax  rate,  and  the  relatively 
small  size  of  the  Trust  Fund,  do  not  conflict  with  the  conclusion  that 
the  current-cost  method  of  financing  is  actuarially  s^ound  for  this  social 
insurance  program.  Accumulation  of  a  substantially  larger  Trust  Fund, 
by  raising  taxes  now,  would  not  increase  the  actuarial  adequacy  of 
the  program ;  however  (as  noted  in  Section  4  below)  the  economic  and 
social  consequences  of  alternative  tax  schedules,  and  resulting  Trust 
Fund  levels,  are  not  fully  understood  and  should  be  investigated 
further. 

There  has  been  a  substantial  number  of  articles  in  the  public  press 
which  reflect  the  erroneous  conclusion  that  the  financing  of  the 
program  is  inadequate  because  there  are  not  large  (e.g.,  on  the  order 
of  $2   trillion)   reserve  funds.  That  conclusion  is  based  on  lack  of 


'  In  pirticulir,  we  did  very  little  analysis  of  the  disability  and  medicare  aspects  of  the  program. 

'  There  are  aUo  other  factors— expenses,  interest  on  investments,  and  the  desired  increase  in  the  Trust 
Funds— which  have  relatively  minor  effect. 

'  However,  one  of  the  consultants  strongly  believes  that  it  should  equal  one  year's  benefits  plus  adminis- 
trative expenses. 
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recognition  of  the  unique  characteristics  of  this  program;  instead,  the 
attempt  is  made  to  apply  standards  that  are  appropriate  for  an 
insurance  company,  private  pension  plan,  or  other  arrangement  that 
cannot  anticipate  indefinite  continuation  of  its  operations.  In  that 
type  of  operation,  the  liabilities  that  have  accrued  should,  as  an 
ultimate  goal,  be  offset  by  investments;  thus  there  is  reliance  on 
future  mcome,  and  repayment  of  principal,  that  is  expected  from 
those  investments.  It  should  be  particularly  noted  that  U.S.  Govern- 
ment Bonds,  and  hence  reliance  upon  the  future  taxing  power  of  the 
government,  are  generally  considered  the  most  secure  form  of  invest- 
ment with  respect  to  assurance  of  timely  payment  of  interest  and 
principal. 

Financing  of  the  Social  Security  program  relies  directly  upon  the 
future  taxing  power  of  the  U.S.  The  substitution  of  U.S.  Government 
Bonds  (or  any  other  investment)  would  create  a  formal  contractual 
obligation  to  provide  that  future  income,  but  there  is  no  reason  to 
believe  that  under  the  current  procedure,  based  on  congressional 
intent,  there  is  any  less  assurance  that  funds  will  be  available  to  pay 
future  benefits. 

2.    VARIABILITY   OF   BENEFITS   AND    COSTS 

Under  current  law,  benefits  that  will  be  provided  to  future  retirees 
are  related,  in  a  complicated  way,  to  increases  in  the  Consumer  Price 
Index  (CPI)  and  to  earnings.  Thus  two  important  relations  are  quite 
sensitive  to  the  rate  of  change  in  the  CPI,  as  well  as  to  the  rate  of 
change  in  earnings  levels.  These  relationships  are: 

(A)  An  individual  payee's  "replacement  ratio,"  which  is  his 
initial  benefit  level  divided  by  his  immediately  preceding  earnings 
level. 

(B)  The  aggregate  benefit  payments  for  any  year  as  compared 
with  that  year's  taxable  payroll ;  that  is  the  approximate  tax  rate 
appropriate  for  that  year  under  the  current-cost  method  of 
financing. 

We  have  submitted  a  separate  report  describing  a  proposal  to  "de- 
couple" initial  benefit  determinations  from  changes  that  have  occurred 
in  the  CPI.*  Such  initial  benefit  determinations  would  depend  only 
on  changes  that  have  occurred  in  earnings  levels. 

The  primary  result  of  this  decoupling  is  to  make  the  system  much 
less  sensitive  to  changes  in  economic  conditions.  For  all  practical 
purposes,  replacement  ratios  would  become  independent  of  the  level 
of  changes  in  earnings  or  CPI,  and  the  tax  rate  appropriate  for  each 
year  would  be  less  affected  by  changes  in  earnings  or  CPI  than  under 
present  law.  A  secondary  result  is  that,  using  the  assumptions  of  the 
1974  Trustees  Report,  there  is  a  decrease  in  the  estimated  long-range 
deficits  (as  indicated  in  Section  3,  below). 

3.    ASSUMPTIONS    AND    ESTIMATES 

We  gave  extensive  consideration  to  the  conclusion,  in  the  1974 
Trustees  Report  for  the  OASDI  program,  that  there  is  an  "actuarial 
deficit";  that  is,  that  future  benefits  will  require  more  funds  that 
wiU  be  produced  by  the  tax  schedule  in  the  law. 


*  CPI  changes  would  continue  to  affect  the  adjustments  of  benefits  after  they  have  commenced. 
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Of  course,  when  projections  are  made  for  75  years  into  the  future, 
and  involve  poUtical,  social,  and  economic  forces — as  well  as  natural 
forces  such  as  mortality  and  fertility — it  is  not  unlikely  that  actual 
experience  may  depart  significantly  from  the  assumed  results.  Never- 
theless, we  find  the  Trustees'  conclusion  is  a  reasonable  indicator  of 
future  experience,  subject  to  the  following  comments: 

(A)  The  actuarial  deficit  will  be  significantly  affected  by 
future  changes  in  the  CPI,  as  well  as  by  the  difference  between 
those  changes  and  changes  in  earnings  levels.  It  is  very  difficult 
to  predict  these  effects,  and  our  concurrence  with  the  Trustees' 
assumptions  ^  is  not  unanimous.  As  noted  in  Section  2  above,  we 
recommend  that  the  program  be  "decoupled"  in  order  to  be  less 
sensitive  to  those  effects. 

(B)  Future  fertility  rates  will  have  substantial  effect  on  the 
program,  and  there  is  no  reliable  basis  for  predicting  them. 
While  a  return  to  the  replacement  rate  of  2.1  for  total  fertility 
seems  reasonable  (the  present  rate  is  less  than  that),  two  con- 
sultants expressed  doubts  about  such  an  increase.  In  any  event, 
there  is  a  need  to  closely  monitor  fertility  trends. 

(C)  While  it  seems  reasonably  certain  that  future  benefits  will 
require  more  financing  than  will  be  produced  by  the  tax  schedule 
in  present  law,^  it  is  important  to  recognize  the  yearly  pattern 
of  this  "actuarial  deficit."  The  situation  is  not  adequately 
indicated  by  a  single  figure,  such  as  the  2.98%  "average"  deficit 
for  OASDI,  even  though  the  latter  is  a  convenient  description 
of  the  results.  For  example,  data  shown  below  at  15-year 
intervals  provide  significant  additional  information.  In  addition 
to  showing  the  expected  actuarial  deficits  for  OASDI  under  cur- 
rent law,  as  estimated  in  the  1974  Trustees  Report,  there  is  also 
shown  below  an  indication  of  the  deficit  if  the  program  is  de- 
coupled as  we  suggest.^ 

ESTIMATED  DEFICIT,  AS  PERCENTAGE  OF  TAXABLE  PAYROLL 


Year 

Current  law 

Decoupled 

1985 

0  54 

0.7 

2000 

1  41 

1.5 

2015.... 

2.24 

1.4 

2030 

5  70 

3  9 

2045 _... 

5  96 

3  6 

Average... 

2.98 

2. 1 

While  these  figures  do  not  clearly  indicate  all  the  annual  variations 
estimated  to  occur  over  the  next  75  years,  they  do  give  a  much  more 
useful  indication  of  future  results  than  is  provided  by  the  average 
annual  deficit.  Note  that  the  1974  Trustees  Report  shows  current-cost 
estimates  at  5-year  intervals  (e.g..  Table  22),  but  does  not  explicitly 
compare  them  with  the  tax  rates  in  the  law.  Thus  the  incidence  ot 
future  deficits  (or  surpluses)  is  not  evident.  It  would  be  helpful  if  such 
a  comparison  were  explicitly  set  forth  in  future  Trustee  Reports. 

5  The  long-range  assumptions  are:  3  percent  annual  increase  in  CPI  and  5  percent  annual  increase 
m  earnings,  so  that  the  annual  difference  between  CPI  and  earnings  changes  equal  2  percent. 

«  This  is  likely  to  be  true,  even  if  the  decoupling  proposal  referred  to  above  is  adopted. 

'  Decoupling  can  be  achieved  in  various  ways,  and  the  precise  form  selected  will  determine  the  costs 
but  the  figures  give  an  indication  of  the  probable  result.  One  consultant  believes  that  the  deficit  could  be 
even  further  reduced  by  a  satisfactory,  but  somewhat  more  complex,  alternative  decoupling  formula. 
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Based  on  the  figures  shown  for  the  decoupled  program,  a  deficit  will 
occur  within  the  next  few  years,  but  it  does  not  exceed  1  percent  of 
payroll  until  almost  1995;  projections  over  this  short-term  period  are 
fairly  reliable.  The  longer-term  projections  show  substantially  higher 
deficits  (about  3.5  percent  of  payroll),  but  are  also  less  rehable;  actual 
deficits  could  be  significantly  more  or  less. 

4.    WIDER    IMPLICATIONS 

The  most  significant  aspect  of  the  Social  Security  cost  projections 
is  that  they  require  an  estimate  to  be  made  of  certain  conditions  which 
will  exist  in  the  middle  of  the  next  century.  Assumptions  which  we 
consider  to  be  reasonable  produce  results  so  different  from  the  current 
situation  that  attention  should  be  directed  toward  the  overall  inipli- 
cations  of  those  results,  rather  than  toward  their  effect  on  the  single 
issue  of  OASDI  financing. 

One  of  these  assumptions  is  the  future  composition  of  the  U.S. 
population.  Aside  from  the  difficulties  inherent  in  projecting  birth 
rates,  it  is  probably  more  important  to  recognize  that,  if  the  population 
composition  changes  in  accordance  with  these  estimates,  there  are 
likely  to  be  substantial  effects  on  many  of  our  social  and  economic 
arrangements.  The  1972  Report  of  the  Commission  on  Population 
Growth  and  the  American  Future  dealt  with  many  of  these  issues,  but 
it  limited  its  study  to  the  period  up  to  the  year  2000;  during  that 
period  OASDI  financing  is  in  fairly  good  balance.  In  order  to  put  the 
issue  of  OASDI  financing  (and  thus — of  necessit}'- — the  issue  of  benefit 
levels,  eligibility  requirements,  etc.)  in  proper  perspective,  it  would  be 
desirable  to  extend  to  the  year  2050  the  analysis  of  possible  effects 
throughout  our  society  of  anticipated  population  changes. 

Similarly,  future  changes  in  earnings  rates  and  CPI  can  have  sub- 
stantial effects  on  OASDI  (although,  as  noted,  these  would  cause  less 
problems  if  the  program  is  decoupled).  If  (as  some  authorities  have 
suggested)  the  annual  increase  in  "real"  earnings  rates  is  less  than  the 
assumed  2  percent,  the  program,  as  defined  by  present  law,  would  get 
substantially  out  of  balance.  However,  it  is  likely  that  such  a  change 
in  growth  of  real  earnings  (and  presumably  of  productivity)  would 
have  substantial  ramifications  throughout  our  economic  and  social 
structure. 

In  any  event,  the  OASDI  program  has  become  a  major  source  of 
financing  retirement,  and  it  has  effects  on  private  pensions  and  indi- 
vidual savings.  The  implications  of  this  on  the  nation's  capital  stock 
and  the  entire  economy  need  further  study  and  consideration. 

Therefore,  in  the  broader  perspective  of  probable  future  develop- 
ments, stud}'  should  be  given  to  questions  such  as:  Will  projected 
OASDI  benefit  payments  become  unduly  burdensome  on  our  econ- 
omy? Will  payrolls  continue  to  be  an  acceptable  basis  for  allocating 
the  required  taxes?  Will  the  current-cost  method  of  financing  continue 
to  be  consistent  with  other  economic  and  social  goals? 

Phillip  Cagan,  Professor  of  Economics,  Columbia  University;  and 
Senior  Staff  Member,  National  Bureau  of  Economic  Research. 

Martin  Feldstein,  Professor  of  Economics,  Harvard  University. 

Robert  J.  Myers,  Professor  of  Actuarial  Science,  Temple  University; 
former  Chief  Actuary,  Social  Security  Administration. 
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Charles  E.  Trowbridge,  Senior  Vice  President  and  Chief  Actuary, 
The  Bankers  Life;  former  Chief  Actuary,  Social  Security  Admin- 
istration. 

Howard  Young,  Consulting  Actuary;  Special  Consultant  to  the 
President,  International  Union,  UAW. 

Decoupling  of  OASDI  System 

Your  consultants  suggest  to  the  Subcommittee,  and  hence  to  the 
entire  Advisory  Council,  that  the  Council  recommend  the  gradual 
phasing  out  of  the  "coupled"  OASDI  system  now  established  by  law, 
and  the  phasing  in  of  a  "decoupled"  system,  the  outlines  of  which  are 
the  subject  of  this  memo. 

RATIONALE 

We  recognize  that  the  rationale  behind  this  suggestion  is  not  im- 
mediately apparent.  We  do  not  claim  that  a  decoupled  system  is  per  se 
superior  to  a  coupled  one.  The  case  for  the  decoupled  approach  has 
been  made  in  discussions  we  have  had  with  the  Subcommittee,  but 
will  be  summarized  here. 

The  goal  of  the  decoupling  suggestion  is  to  improve  the  stability  of 
the  OASDI  system  under  conditions  of  price  and  wage  inflation. 

The  current  system  has  provisions  by  which  benefits  in  course  of 
payment  are  adjusted  to  reflect  increases  in  prices,  as  measured  by 
the  Consumer  Price  Index.  The  decoupling  proposal  would  not  change 
this  feature. 

Under  the  present  system,  potential  benefits  for  those  still  at  work 
are  "coupled"  with  benefits  for  those  already  beneficiaries,  and  hence 
also  reflect  consumer  price  increases.  Since  the  benefits  of  the  OASDI 
system  are  wage-related,  potential  benefits  also  reflect  increases  in 
wages,  but  only  in  part.  Certain  technicalities  prevent  the  full  recogni- 
tion of  wage  increases. 

The  difficulty  that  decoupling  is  intended  to  cure  is  that  potential 
benefits  do  not  increase  directly  with  average  wages  (as  one  would 
expect  in  a  wage-related  system) ,  but  instead  increase  in  a  complicated 
way,  mixing  consumer  price  increases  with  a  portion  (something  less 
than  half)  of  wage  increases.  This  mixed  rate  will  be  always  greater 
than  the  CPI  increase,  but  it  may  be  either  greater  or  less  than  the 
average  wage  increase.  The  important  replacement  ratio  (the  percent- 
age that  the  old-age,  survivor,  or  disability  income  bears  to  the 
worker's  wages  just  prior  to  becoming  a  beneficiary)  is  therefore 
unstable.  It  rises  when  the  gain  in  real  wages  is  small,  falls  when  it  is 
large.  This  instability  not  only  thwarts  good  pension  design,  but  it 
makes  future  cost  estimates  depend  heavily  upon  price  and  wage 
increase  rates,  over  which  the  system  can  exercise  no  effective  control. 

A  decoupled  system  can  be  designed  to  correct  this  instability, 
without  negative  effect  on  other  aspects  of  the  system.  Potential 
benefits  for  those  still  working  would  fully  reflect  increase  in  average 
wages,  but  would  be  made  independent  of  CPI  changes.  Replacement 
ratios,  wherever  they  may  be  set  initially,  are  therefore  preserved, 
since  potential  benefits  and  wages  increase  together. 
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COST  EFFECTS 


If  the  gain  in  real  wages  happens  to  follow  the  2  percent  assumption 
chosen  by  the  Social  Security  Administration  for  long  range  cost 
estimate  purposes,  then  replacement  ratios  will  tend  to  rise — not  so 
much  in  the  near  future,  but  after  20  years  or  so.  Increasing  replace- 
ment ratios  are  responsible  for  a  part  of  the  deficit  shown  in  the  most 
recent  Trustees  report.  The  adoption  of  a  decoupling  proposal  would 
therefore  be  helpful  in  reducing  the  deficit. 

It  is  important  to  realize,  however,  that  a  decoupling  proposal  is 
not  necessarily  a  cost-reducing  one.  If  gains  in  real  wages  were  to 
average  3  percent  annually,  replacement  ratios  under  the  coupled 
system  would  slowly  fall.  Under  these  circumstances  a  decoupled 
system  would  prevent  replacement  ratio  deterioration,  and  hence 
be  more  costly  than  the  present  coupled  system. 

Your  consultants  recommend  the  decoupled  system  because  of  its 
improved  stability  under  forces  of  inflation,  not  because  it  appears 
to  reduce  the  actuarial  deficit.  The  fact  that  decoupling  would  improve 
the  actuarial  balance  (under  assumptions  which  the  consultants  find 
reasonable)  also  commends  it  to  us — but  we  would  recommend  it 
even  if  we  thought  that  the  effect  would  be  in  the  opposite  direction. 

THE   AVERAGE   INDEXED    MONTHLY  WAGE 

As  a  first  step  toward  achieving  our  objectives,  we  suggest  that 
benefits  be  based  on  an  "average  indexed  monthly  wage". 

We  propose  no  change  in  the  averaging  periods,  in  the  rules  about 
dropout  years,  or  any  other  feature  of  the  AMW  calculation,  except 
that  an  indexing  system  will  be  applied  to  change  the  AMW  to  an 
AIMW  (average  indexed  monthly  wage). 

The  wage  record  of  any  past  year  is  indexed  by  multiplying  it  by 
the  ratio  that  average  wages  of  the  most  recent  calendar  year  bear  to 
the  average  wages  of  the  year  being  indexed.  For  this  purpose,  average 
wages  for  a  calendar  year  are  determined  by  the  same  method  as  is 
currently  used  for  adjustment  of  the  taxable  earnings  base  and  the 
exempt  amounts  under  the  retirement  test. 

In  effect  each  year's  wage  record  is  being  adjusted  to  current  wage 
levels.  Under  conditions  of  continuously  rising  wage  levelS;  the  AIMW 
will  always  be  higher  than  the  AMW,  with  the  difference  depending 
upon  how  recent  the  record  is.  When  the  averaging  period  is  long  (as 
it  is  in  retirement  situations)  the  AIMW  will  be  substantially  greater 
than  the  AMW — but  for  short  and  recent  wage  records  (as  in  young- 
age  death  or  disability  situations)  the  AIMW  will  only  be  slightly 
larger  than  the  presently  defined  AMW. 

The  AIMW  maintains  for  all  past  years  the  relative  earnings  of  a 
worker  in  relation  to  the  average  earnings  of  all  workers.  The  AMW 
does  not  do  so,  because  it  depends  heavily  on  how  many  of  the  most 
recent  years,  and  how  few  of  much  earlier  years,  are  included  in  the 
average.  The  consultants  therefore  consider  the  AIMW  superior  to 
the  AMW  in  achieving  equity  between  genreations  of  workers. 
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THE    PRIMARY    INSURANCE    AMOUNT 

We  suggest  that  the  primar}^  insurance  amount  (PIA)  on  which  all 
OASDI  benefits  are  based  be  calculated  by  a  simple  two-term  formula 
of  the  following  form : 

PIA =$^+5%  of  AIMW 

The  $A  would  rise  as  average  wages  rise  (in  accordance  with  the 
same  average  wage  index  as  used  in  calculation  of  the  AIMW,  which 
is  also  the  index  used  under  piesent  law  in  adjusting  the  taxable  earn- 
ings base).  The  B  percent  would  remain  level,  but  the  AIMW  would 
change  each  year  with  the  average  wage  index.  The  PIA  itself  would 
therefore  go  up  as  fast  as  wages,  and  replacement  ratios  could  be 
expected  to  remain  constant  over  time. 

The  setting  of  the  %A  and  B  percent  would  determine  replacement 
ratios  under  the  new  system.  Unless  there  are  good  reasons  to  set 
replacement  ratios  eithei  higher  or  lower  than  they  are  today,  A  and 
B  would  be  set  to  reproduce,  as  closely  as  possible,  the  PIA's  of  those 
becoming  beneficiaries  in  year  y  under  the  coupled  system,  where  y  is 
the  effective  year  of  change  to  the  decoupled  system.  The  fit  can  be 
quite  close  for  all  levels  of  income,  though  obviously  few  beneficiaries 
will  be  fit  exactly,  many  having  slightly  greater  benefits  in  year  y  than 
formerly,  but  some  having  smaller  new-foimula  benefits.  The  new- 
formula  benefits  are  Ukely  to  be  the  smaller  when  the  AMW  and  the 
AIMW  are  close  together,  as  when  workers  die  or  become  disabled  at 
the  younger  ages. 

The  attached  illustration  is  intended  to  demonstrate  that  PIA's  for 
those  becoming  beneficiaries  in  1975  under  the  old  system  can  be  fit 
rather  closel}^  by  the  procedure  suggested.  For  this  illustration  ^  =  $85 
and  5  =  28  percent.  If  the  change  were  delayed  to  1976  or  later  some 
modification  of  the  value  of  A  and/or  B  would  be  needed  to  produce 
a  satisfactory  fit. 

THE    PHASING-IN    PROCESS 

The  consultants  have  no  intention  of  reducing  benefits  when  the 
new  formula  produces  a  lower  result  than  the  old  one.  It  is  clearly 
important  that  the  new  beneficiary  of  year  y  actually  receive  the 
greater  of  the  new-formula  PIA  and  the  old -system  PIA.  For  those 
becoming  beneficiaries  after  year  y  the  same  comparison  is  to  be  made, 
and  the  greater  benefit  granted;  with  the  understanding,  however, 
that  the  old-system  benefit  table  will  not  be  updated  for  CPI  changes 
after  year  y.  As  time  goes  on,  the  new-formula  result  (dynamic  with 
average  wages)  will  be  greater  than  the  PIA  from  the  old  system 
(static  at  the  year  y  level)  for  a  larger  and  larger  percentage  of  the 
new  beneficiaries,  and  the  old  system  will  be  slowly  phased  out.  The 
young-age  death  and  disability  cases  will  likely  be  the  last  to  be  pay- 
able on  the  new  formula. 

THE    TRANSITION    PROBLEM    AT    RETIREMENT 

There  is  an  important  technical  advantage  in  the  present  coupled 
system  in  that  problems  of  consistency  between  potential  and  actual 
benefits  are  neatly  avoided.  The  PIA  is  essentially  independent  of  the 
worker's  choice  as  to  when  he  retires,  and  the  worker  who  retires  in  any 
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month  gets  the  same  benefit  as  the  otherwise  similar  worker  who 
retires  one  month  later. 

Under  the  decoupled  system  potential  benefits  are  increasing  with 
average  wages,  while  benefits  after  retirement  are  increasing  with  the 
CPI.  Details  of  the  timing  of  the  CPI  increases,  of  the  timing  of 
increases  in  the  $^,  and  of  the  exact  time  period  to  which  wage 
records  are  indexed  must  all  be  worked  out  to  avoid  inequities  and  to 
minimize  incentives  either  to  hasten  or  to  postpone  retirement. 

The  consultants  are  developing  a  set  of  procedures  to  best  solve  this 
technical  problem.  They  have  considered  this  matter  in  sufficient 
depth  to  conclude  that  a  satisfactory  solution  exists.  Recommendations 
as  to  the  details  will  be  furnished  when  needed. 

SIDE    EFFECTS 

Although  decoupling  is  proposed  to  improve  the  stability  of  the 
replacement  ratios,  and  hence  to  avoid  their  drift  either  upward  or 
downward  as  prices  and  wages  change  in  relation  to  each  other,  the 
proposal  will  have  effects  on  certain  other  internal  relationships. 
The  consultants  consider  these  effects  as  improving  the  general  level 
of  equity  between  various  members  of  the  system;  but  others  might 
have  different  views.  The  most  important  of  these  side  effects  are  the 
following : 

1.  The  present  system  provides  higher  replacement  ratios  in 
young-age  death  and  disability  situations  than  for  workers  who 
work  to  retirement,  or  who  die  or  become  disabled  later  in  their 
careers.  This  feature  of  the  present  law  was  not  intended,  and  has 
been  the  target  of  considerable  criticism,  particularly  since  the 
young  worker  has  contributed  to  the  system  for  such  a  short 
period  of  time. 

The  wage  indexing  feature  of  the  new  system  makes  unim- 
portant the  differences  in  how  recent  the  wage  record  may  be; 
and  in  effect  equalizes  the  replacement  ratios  between  young  and 
old.  The  young-age  advantage  persists  for  quite  some  period  of 
time  since  it  phases  out  very  slowly;  but  it  will  eventually 
disappear.* 

2.  The  present  system  treats  very  differently  the  worker 
covered  under  the  system  for  only  a  portion  of  his  career, 
depending  on  whether  the  covered  years  were  at  the  young 
adult  ages  or  at  ages  close  to  retirement.  The  worker  retiring  today 
with  10  years  of  covered  service  ending  30  years  ago  has  a  much 
smaller  AMW,  and  hence  a  smaller  PIA,  than  the  otherwise 
similar  worker  who  was  in  covered  employment  in  the  10  years 
just  ended. 

The  wage  indexing  feature  of  the  new  system  removes  these 
differences,  by  bringing  benefits  for  early-career  workers  (quite 
often  women  who  worked  prior  to  marriage)  up  to  the  level  of 
short-service-in-late-career  workers. 

3.  It  is  our  understanding  that  the  Council  has  voted  to  recom- 
mend that  the  $93.80  minimum  PIA  not  be  increased,  even 
though  other  benefits  go  up  with  the  CPI.  Such  an  effect  would 
take  place  automatically  under  this  proposal,  as  soon  as  the  new 


»  Two  of  the  consultants  suggest  that  there  are  arguments  for  higher  replacement  ratios  In  death  or  disa- 
bility situations,  and  recommend  that  such  ratios  be  determined  separately,  rather  than  using  the  formual 
applicable  to  old-age  benefits. 
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system  became  effective,  because  the  old-system  benefit  table 
(which  carries  the  minimum  PI  A)  would  then  become  static. 
It  should  be  pointed  out,  however,  that  the  $A  in  the  proposed 
PIA  formula  becomes  a  new  form  of  a  minimum  PIA,  gradually 
replacing  the  old.  Moreover,  the  $A  is  indexed  to  average  wages, 
and  will  rise  over  time.  Windfall  benefits  for  those  with  very 
short  covered  service  can  not  be  eUminated  by  the  decoupling 
procedure,  unless  the  $A  is  somehow  reduced  for  short  covered 
service.  The  lengthening  of  the  required  quarters  of  coverage  for 
the  fully  insured  status  will  be  of  some  help  in  this  regard. 

SIMPLIFICATION 

The  replacement  of  the  AMW  by  the  AIMW  perhaps  leads  to  some 
element  of  complication  in  an  already  extremely  complicated  system. 
That  the  wage  indexing  principle  is  already  employed  in  the  adjust- 
ment of  the  taxable  earnings  base  (and  the  exempt  amounts  under 
the  retirement  test)  makes  the  public  understanding  easier. 

The  replacement  of  the  extremely  complicated  formula  underlying 
the  benefit  table  used  in  the  current  system  by  the  very  simple  two- 
term  PIA  formula  proposed  is  an  important  step  toward  ease  of 
explanation.  The  important  replacement  ratio,  for  example,  is  B-\- 
AjAlMW,  essentially  independent  of  everything  except  where  the 
worker  has  been,  relative  to  others,  in  the  wage  distribution. 


CONCLUSION 

The  consultants  recommend  the  decoupled  approach  here  outlined 
without  reservation.  We  recognize  that  this  proposal  is  not  completely 
worked  out  in  all  detail,  and  that  its  structure  is  somewhat  foreign 
to  that  of  the  extremely  complicated  system  we  live  with  today.  We 
trust  that  the  Council  can  look  beyond  the  form  and  to  the  substance 
of  these  proposals.  We  believe  it  will  find  them  sound. 

ILLUSTRATION  OF  FlT-1975  AS  YEAR  WHEN  NEW  SYSTEM  IS  FIRST  EFFECTIVE.  FOR  PERSONS  WITH  EARNINGS 

HISTORY  OF  SAME  STEEPNESS  AS  AVERAGE  WAGE' 


Old  system 


Proposed  formula 


Final  (1974)  pay 


AMW 


PIA 


AIMW 


PIA  3 


Male  worker  retiring  at  age  65  in  1975: 2 

$200 

$400 .- 

$600 

$800 

$1,100  < 

Worker   born   in    1939  6— dying  or   becoming 
disabled  in  1975: 

$200 

$400 

$600 

$800 

$1,100*. 


$127 
254 
381 
508 
542 


153 
306 
459 
612 
685 


$139 
196 
251 
303 
316 


151 
218 
282 
349 
376 


$200 

'^U 

400 

197 

600 

253 

800 

309 

837 

319 

200 

141 

400 

197 

600 

253 

800 

309 

883 

332 

1  Where  earnings  history  is  steeper  than  average  wages,  PIA  under  old  system  more  likely  to  be  the  larger.  Where 
earnings  history  is  flatter  than  average  wages,  proposed  formula  more  likely  to  produce  greater  PIA. 

2  For  females  reaching  age  65  in  1975,  old  system  produces  slightly  higher  results  than  males,  because  of  shorter  averag- 
ing period.  Proposed  formula  treats  males  and  females  alike,  because  wage  indexing  makes  difference  in  averagmg  period 
unimportant  Averaging  period  pulled  together,  in  either  system,  for  age  65  retirements  in  1978  or  later. 

3  PIA  formula  $85  plus  28  percent  of  AIMW.  A  slightly  modified  formula  would  be  required  if  hrst  effective  date  of  new 
system  was  to  be  1976  or  later. 

<  Maximum  taxable  earnings  case.  AMW,  AIMW,  and  PIA  all  reflect  history  of  taxable  earnings  base— rather  than 
earnings  history  of  worker. 
» Lower  result  under  proposed  formula  less  noticeable  for  those  born  before  1939 — more  so  for  those  born  later. 
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Report  of  the  Subcommittee  on  the  Treatment  of  Men  and 
Women  Under  Social  Security  (With  Respect  to  Sex  and 
Marital  Status),  Advisory  Council  on  Social  Security 

introduction 

The  Subcommittee  on  the  Treatment  of  Men  and  Women  under 
Social  Security  (with  respect  to  sex  and  marital  status)  was  appointed 
by  the  Chairman  of  the  Advisory  Council  on  Social  Security,  W.  Allen 
Wallis,  during  the  Council's  first  meeting,  on  May  3,  1974,  to  consider 
differences  in  social  security  benefits  and  costs  that  are  related  to  sex 
and  marital  status. 

The  members  of  the  Subcommittee  are  Edward  J.  Cleary,  Secretary- 
Treasurer,  Building  and  Construction  Trades  Council  of  Greater 
New  York,  AFI^CIO;  John  J.  Scanlon,  Executive  Vice  President  and 
Chief  Financial  Officer  (Retired),  American  Telephone  and  Telegraph 
Company;  and  Rita  Ricardo  Campbell,  Senior  Fellow,  Hoover  In- 
stitution, Stanford  University,  Subcommittee  chairman.  During  its 
deliberations  the  Subcommittee  had  the  benefit  of  the  capable  as- 
sistance of  Mr.  Scanlon's  associate,  Therese  F.  Pick,  Personnel 
Director-Employee  Benefits,  American  Telephone  and  Telegraph 
Company. 

The  first  meeting  of  the  Subcommittee  was  held  in  Baltimore  on 
May  24.  Subsequent  meetings  were  held  in  Washington,  D.C.,  on 
June  30,  m  Chicago  on  August  4,  and  in  Washington  on  September  21, 
November  3,  and  December  7  and  8,  1974,  and  January  18,  1975.  All 
Subcommittee  meetings  were  open  to  the  public  and  notices  of  the 
meetings  were  published  in  the  Federal  Register. 

The  Subcommittee  appreciates  the  competent  and  eflEicient  technical 
advice  and  assistance  it  received  from  the  staff  of  the  Social  Security 
Administration  in  carrying  out  its  work.  James  E.  Crum  of  the  Social 
Security  Administration's  Oflice  of  Program  Evaluation  and  Planning 
served  as  Executive  Secretary  of  the  Subcommittee. 

scope  of  study 

During  its  deliberations  the  Subcommittee  considered  the  following 
matters : 

1.  Social  security  provisions  of  the  law  that  are  different  for  men 
and  women,  including: 

a.  Different  dependency  requirements  for  spouses'  and  surviv- 
ing spouses'  benefits  for  men  and  women ; 

b.  Provisions  for  a  secondary  benefit  for  categories  of  women 
(aged  divorced  wife  or  aged  or  disabled  divorced  widow,  and 
mother  with  entitled  child  in  her  care)  and  not  for  the  comparable 
categories  of  men. 

c.  Differences  in  computation  of  benefit  eligibility  and  benefit 
amounts  based  on  a  man's  earnings,  as  compared  with  a  woman's, 
for  those  men  who  reached  age  62  (or  died  after  reaching  age  62) 

(137) 


316 


138 

during  1954-74.  (There  are  no  differences  for  workers  reaching  age 
62  after  1974.) 

2.  Inequities  in  benefits  as  related  to  taxes  paid  that  exist  between 
single  workers  and  married  workers. 

3.  Inequities  in  benefits  as  related  to  taxes  paid  by  married  women 
who  work  and  married  women  who  do  not  work  and/or  have  not 
worked  in  covered  employment. 

4.  The  treatment  under  social  security  of  married  persons  who  do 
not  work  outside  the  home,  and  the  pros  and  cons  of  permitting  them 
to  receive  benefits  on  the  basis  of  "imputed  income"  for  work  done  in 
and  around  the  home  for  which  they  are  not  paid  wages. 

5.  The  different  effects  of  social  security  provisions  that  are  the 
same  for  working  men  and  working  women  who  are  permanently 
attached  to  the  labor  force  but,  because  of  the  nature  of  the  traditional 
jobs  held  by  women  and/or  the  typical  life  cycle  of  work  among 
women,  affect  women  differently  than  men^ — for  example,  the  special 
minimum  benefit. 

It  was  early  agreed  that  the  complex  issues  to  be  considered  by  the 
Subcommittee  in  respect  to  treatment- of  men  and  women,  married 
and  single,  under  social  security  are  intertwined  and  interdependent. 
It  was  also  recognized  that  any  package  of  recommendations  might 
prove  costly.  The  Subcommittee,  therefore,  agreed  that  all  decisions 
reached  during  the  course  of  its  deliberations  would  be  tentative  deci- 
sions until  finally  approved  for  submission  to  the  Council.  Thus 
tentative  decisions  reached  during  the  course  of  the  Subcommittee's 
deliberations  were  subject  to  continuing  review  and  revision  through- 
out its  deliberations. 

Socioeconomic  changes 

The  Subcommittee  discussed  in  considerable  depth  the  socio- 
economic changes  that  have  taken  place  since  the  enactment  of  the 
original  Social  Security  Act,  in  1935,  which  provided  only  a  primary 
benefit  upon  retirement  for  a  worker  based  on  cumulative  earnings 
and,  for  survivors,  a  lump-sum  benefit  less  any  benefits  received  by 
the  worker.  In  1939,  the  Act  was  amended  to  add  secondary  benefits 
for  dependents — wives,  widows,  and  children — of  workers.  The  1939 
amendments  changed  the  system  from  one  of  taxes  and  benefits  each 
on  an  individual  worker  basis  to  one  with  taxes  on  an  individual 
basis  and  benefits  on  a  family  basis  and  assumed  in  general  that 
married  women  as  well  as  children  were  dependent  on  the  male  head 
of  the  household. 

Among  the  socioeconomic  changes  discussed  and  documented  were 
the  following: 

A  trend  away  from  early  marriages  started  some  15  years  ago,  and 
a  concomitant,  almost  continuous  decline  in  birth  rates  from  23.7 
births  per  1,000  population  in  1960,  to  18.2  in  1970  and  to  only 
14.8  for  the  12  months  ending  September  1974.'  Although  birth 
rates  per  1,000  population  were  also  low  in  1930,  21.3,  and  in  1940, 
19.4,  they  were  still  higher  than  currently.  Moreover,  since  then 
today's  newer  methods  of  birth  control,  changes  in  social  values, 
and  recent  great  improvement  in  the  infant  mortality  rate  (at  17.1 
per   1,000  live  births  for  January-June   1974,  as  compared  to  26.0 


'  U.S.  Department  of  Health,  Education,  and  Welfare.  Public  Health  Service;  1960:  Vital  Statistics  of  the 
United  States  1960,  Volume  1— Section  1,  p.  X-1;  1970  and  1974;  MontlUy  VUal  Statistics  Report,  Volume  19, 
No.  13.  p.  1,  and  Volume  23,  No.  9,  p.  1. 
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per  1,000  in  1960,  for  example),  all  point  to  a  probable  continuation 
of  a  relatively  low  level  of  number  of  births. 

Data  from  the  annual  survey  of  the  work  experience  of  the  population 
16  years  old  and  older  conducted  in  March  1974  by  the  Bureau  of  the 
Census  for  the  Bureau  of  Labor  Statistics  show  that  in  1973,  54 
percent  of  all  women  had  worked  at  some  time  during  the  year,  over 
two-thirds  of  them  at  full-time  jobs.  Among  the  regular  part-time 
women  workers,  a  group  which  has  been  increasing  steadily  over  the 
past  few  years,  6  million  worked  40  or  more  weeks  during  1973  while 
7  million  worked  less  than  this  amount.^  Today  in  all  industriaUzed 
societies,  the  greater  the  percentage  of  women  working,  the  lower  the 
birth  rate. 

Smaller  families  have  reduced  the  demands  on  women  or  on  other 
family  members  to  perform  domestic  duties  within  the  home.  In 
addition,  especially  in  the  United  States,  the  increasing  level  and  use 
of  technology  in  the  home — automatic  washing  machines  and  dryers, 
self-defrosting  refrigerators,  permanent-press  clothing,  readily  avail- 
able partially  prepared  foods,  and  their  purchase  as  the  family  income 
rises  when  more  than  one  person  in  the  family  works — have  also 
greatly  reduced  the  domestic  workload  of  married  women,  with  or 
without  children.  Concomitantly,  the  service  sector  of  the  economy 
has  greatly  expanded,  offering  the  types  of  jobs  which  women  have 
traditionally  filled.  Labor  force  data,  which  pick  up  fewer  occasional 
or  intermittent  workers,  show  that  while  in  1920,  23  percent  of  all 
women  14  years  and  over  were  in  the  labor  force,  and  only  25  percent 
in  1940,  just  a  few  years  after  the  passage  of  the  Act  and  one  year 
after  its  important  1939  amendments,  the  proportion  has  increased 
to  34  percent  of  women  16  years  and  over  in  1950,  38  percent  in  1960, 
43  percent  in  1970,  and  45  percent  in  1973.^ 

Since  the  initiation  of  the  Social  Security  Act,  there  has  been  a 
revolution  in  the  structure  of  the  family.  Married  couples  with  only 
the  husband  working  no  longer  comprise  the  majority  of  families.  In 
March  1974  there  were  36.4  million  husband  and  wife  families  in 
which  the  husband  was  age  23  to  64.  Of  these  36.4  million  families, 
18.5  million,  or  51  percent,  were  families  in  which  both  the  husband 
and  the  wife  worked  in  1973.*  There  also  has  been  a  great  increase 
in  numbers  of  nonmarried  individuals  who  are  the  heads  of  families, 
including  women  (divorced,  separated,  deserted,  or  widowed)  who 
often  are  in  the  lowest-paying  occupations. 

In  March  1973,  15.4  million  women  were  heads  of  households;  23 
percent  of  all  the  households  in  the  United  States  were  headed  by 
women.  Of  these  women,  4.3  million  had  children  under  18  years  of 
age  and  2.8  million  had  relatives  other  than  husband  or  child  living 
with  them  ("husband"  if  present  would  be  the  "head  of  household"  in 
Census  data)  and  8.2  million  women  lived  alone. ^ 

Another  indication  of  the  changing  family  structure  is  the  increasing 
divorce  rate;  by  1970,  10  percent  of  all  males  and  12  percent  of  all 


2  U.S.  Department  of  Labor,  Bureau  of  Labor  Statistics,  Summary,  Special  Labor  Force  Report,  "Work 
Experience  of  the  Population  in  1973,"  September  1974,  p.  3. 

s  1920  through  1970.  Economic  Report  of  the  President.  January  1973.  Table  21,  p.  91;  1973,  U.S.  Department 
of  Labor,  Bureau  of  Labor  Statistics,  Special  Labor  Force  Report  163,  1974,  p.  A-6. 

<  U.S.  Department  of  Commerce,  Bureau  of  the  Census,  Current  Population  Reports,  Series  P-60,  No.  97, 
computed  from  the  table  on  p.  155. 

5  U.S.  Department  of  Commerce,  Bureau  of  the  Census,  Current  Population  Reports,  Series  P-20,  No.  258, 
p.  86. 
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females  over  14  years  of  age  had  been  divorced  at  least  once.  Increas- 
ingly, one-parent  famih^  units  occur  for  a  reason  other  than  the  death 
of  the  husband  or  wife. 

Although  the  Subcommittee  has  not  ventured  to  estimate  the  antici- 
pated future  trends  of  these  socioeconomic  changes,  it  recognizes  that 
the  social  security  system  was  not  designed  to  handle  such  drastic 
family  restructuring.  A  major  concept  on  which  the  system  as  amended 
through  the  years  is  based  is  that  it  is  in  society's  interest  to  replace 
earnings  lost  by  retirement,  disability,  or  death. 

About  88  percent  of  wives  who  became  entitled  to  a  primary  benefit 
in  the  last  half  of  1969  based  on  their  own  earnings  and  whose  husbands 
were  age  65  or  over  or  were  receiving  retirement  benefits  did  not 
receive  any  supplemental  secondar}'  benefit.'^  This  percentage  is  ex- 
pected to  increase.  By  1970,  68  percent  of  women  45-49  years  of  age 
already  had  enough  quarters  of  covered  work  to  be  insured  for  their 
own  primary  benefit.^  Labor  force  data  indicate  that  this  percentage 
is  also  increasing.  At  the  end  of  1974,  about  2.6  million  aged  wives  of 
retired  workers  on  the  benefit  rolls — about  58  percent  of  all  such 
wives  on  the  benefit  rolls — were  receiving  only  a  secondary  benefit. 
It  is  expected  that  this  percentage  will  decline  gradually  over  the 
next  45  years  or  so,  to  between  30  and  35  percent  in  2020  and  there- 
after, as  the  current  beneficiaries  become  widows  or  die  and  a  larger 
percentage  of  newly  entitled  wives  qualify  for  their  own  primary 
benefit. 

That  an  increasing  proportion  of  aged  wives  of  retired  workers 
receives  either  a  primary  benefit  or  a  primarv  plus  some  part  of  a 
secondary  benefit  indicates  the  effect  of  women's  increasing  participa- 
tion in  the  labor  force  on  the  social  security  system.  Currently  about 
1.9  million  aged  wives  of  retired  workers  on  the  benefit  rolls — about 
42  percent  of  all  such  wives  now  on  the  rolls — are  getting  primary 
benefits  based  on  their  own  earnings. 

As  noted,  the  OASDI  tax  is  on  an  individual's  earnings  and  in  the 
case  of  a  married  worker  the  benefits  to  replace  earnings  may  include 
an  additional  amount  on  the  basis  of  presumed  need  of  other  members 
of  the  family.  The  present  provisions  for  spouse's  and  surviving 
spouse's  benefits  for  a  nonworking  spouse  mean  that  tv.'o-earner 
families  may  be  treated  disadvantageously  as  compared  with  one- 
earner  families,  although  two-earner  families  are  in  the  majority  and 
have  geared  their  style  of  living  to  the  earnings  of  two  people. 

If  the  earnings  of  one  of  the  two  earners  in  a  family  are  not  high 
enough  to  result  in  a  benefit  equal  to  50  percent  of  the  other  earner's 
benefit,  the  family  will  get  no  more  in  benefits  than  they  would  have 
gotten  had  the  lower  paid  of  the  two  not  worked  and  paid  social 
security  taxes.  Similarl}^  when  the  higher  paid  worker  dies,  the  sur- 
viving spouse  may  get  no  more  in  benefits  than  he  or  she  would  have 
gotten  without  having  worked  and  paid  taxes. 

The  concept  of  replacement  of  earnings  of  both  family  workers 
should  be  considered  as  compared  to  that  of  the  current  law,  which 
in  some  cases  (1)  provides  no  more  in  benefits  to  two-worker  (husband 
and  wife)  families  than  the  amount  of  benefits  based  only  on  the  earn- 
ings of  the  higher  paid  family  worker  plus  secondary  benefits  based  on 
this  worker's  earnings  and,  (2)  permits  the  anomaly  that  a  one-earner 


«  U.S.  Department  of  Health,  Education,  and  Welfare,  Social  Security  Administration,  Office  of  Research 
and  Statistics,  Preliminary  Findings  from  the  Survey  of  New  Beneficiaries,  Report  No.  9,  "Women  Newly 
Entitled  to  Retired-Worker  Benefits,"  by  Virginia  Reno,  April  1973,  pp.  4-5. 
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family  may  receive  greater  social  security  benefits  (primary  and  sec- 
ondary) than  a  two-earner  family  of  equal  size  earning  the  same 
amount  and  paying  the  same  OASDI  taxes.  It  is  the  two-worker, 
husband  and  wife,  family  with  relatively  lower  wages  who  falls  within 
this  inequitable  category.  For  example,  assume  that  a  husband  has 
average  annual  earnings  under  social  security  of  $4,000,  and  his  wife 
has  average  annual  earnings  under  social  security  of  $4,000,  and  they 
both  reach  age  65  and  retire  in  earh'  1975.  The  monthly  retirement 
benefit  payable  to  the  man  is  $228.50,  and  the  monthly  benefit  pay- 
able to  his  wife  is  $228.50,  for  a  total  monthly  retirement  benefit  for 
this  couple  of  $457.00.  If  only  one  worker  in  a  family  had  earned  the 
sum  of  the  above  couple's  earnings,  and  had  average  annual  earnings 
of  $8,000,  the  monthly  primary  benefit  payable  to  that  worker  upon 
retirement  at  age  65  in  1975  would  be  $316.30,  and  one-half  of  that 
primary  for  the  nonworking  spouse  would  be  $158.15,  rounded  to 
$158.20  under  the  social  security  law,  totaling  $474.50  a  month  for 
this  couple.  Thus,  the  benefits  for  the  one-worker  family  would  amount 
to  $210.00  more  for  a  year  than  the  benefits  for  the  two-worker  family-. 
For  another  example,  assume  that  in  each  year  since  the  social 
security  program  began  a  husband  earned  60  percent  of  the  maximum 
taxable  base  in  effect  in  the  year,  and  his  wife  40  percent  of  the 
base,  and  they  both  reach  age  65  and  retire  in  early  1975.  The  monthly 
retirement  benefit  payable  to  the  man  is  $226.50,  and  the  monthly 
benefit  payable  to  his  wife  is  $179.60,  for  a  total  monthly  retirement 
benefit  for  this  couple  of  $406.10.  If  over  the  same  period  of  time  only 
one  worker  in  a  family  had  earned  the  sum  of  the  above  couple's 
earnings  or  the  maximum  taxable  base  in  effect  in  each  year,  the 
monthly  primary  benefit  payable  to  that  worker  upon  retirement  at 
age  65  in  1975  would  be  $316.30,  and  one-half  of  that  primary  for  the 
nonworking  spouse  would  be  $158.15,  rounded  to  $158.20  under  the 
social  security  law,  totaling  $474.50  a  month  for  this  couple.  Thus, 
the  benefits  for  the  one-worker  family  would  amount  to  $820.80 
more  for  a  year  than  the  benefits  for  the  two-worker  family. 

wSome  increasing  participation  of  women  in  the  labor  force  was 
anticipated  in  part  of  the  arguments  used  to  support  provision  of 
secondary  benefits  in  1939.  The  Committee  on  Ways  and  Means  of 
the  House  of  Representatives,  and  the  Committee  on  Finance  of 
the  Senate,  stated  in  their  reports  on  the  1939  amendments: 

"Because  more  wives,  in  the  long  run,  will  build  up  wage 
credits  on  their  own  account,  as  a  result  of  their  own  emplo3'ment, 
these  supplementary  allowances  will  add  but  little  to  the  ultimate 
cost  of  the  system."  ^ 
These  predictions  were  made  many  years  before  additional  amend- 
ments  were    passed    which    liberalized    secondary    benefits    as,     for 
example,  by  providing  the  suiviving  aged  widow  with  100  percent  of 
her  husband's  primary  benefit.  The  secondary  benefits  being  paid  at  the 
end  of  1974  to  the  2.6  million  retired  workers'  aged  wives  who  were 
getting  only  a  secondary  benefit  were  being  paid  at  an  annual  rate  of 
about  $3.2  billion,  and  to  the  3.8  million  aged  or  disabled  widows 
getting  only  a  secondary  benefit  at  an  annual  rate  of  about  $8.0 
billion. 


'  U.S.,  Congress,  House  of  Representatives,  Committee  on  Ways  and  Means,  Social  Security  Act  Amend- 
ments of  1939,  76th  Congress,  1st  Session,  1939,  House  Report  No.  728  to  accompany  H.R.  6635,  p.  11;  and 
U.S.,  Concress,  Senate,  Committee  on  Finance,  Social  Security  Act  Amendments  of  1939,  76th  Congress,  1st 
Session,  1939,  Senate  Report  No.  734  to  accompany  H.R.  6635,  p.  11. 
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Other  recent  changes 

The  Subcommittee  also  reviewed  recent  legislation  which  might 
affect  its  recommendations,  as  for  example  the  income  tax  law  re- 
vision of  1969,  which,  over  a  wide  range  of  income  brackets,  gives  a 
working  man  and  woman  who  earn  similar  amounts  an  economic 
incentive  to  remain  single  or  become  divorced  even  though  they  might 
otherwise  marry  or  remain  married.* 

In  addition,  the  Subcommittee  also  took  into  consideration  the  new 
program  of  supplemental  security  income,  which  began  in  January 
1974  and  sets  a  minimum  floor  of  income,  financed  from  general 
revenues,  for  needy  aged,  blind,  and  disabled  people,  of  $140  monthly 
for  an  individual  and  $210  monthly  for  husband  and  wife,  increased  to 
$146  and  $219,  respectively,  as  of 'July  1974. 

Recent  court  cases  and  the  proposed  Equal  Rights  Amendment  to  the 

Constitution 

The  Subcommittee  reviewed  several  court  cases  where  discrimina- 
tion by  sex  under  the  Social  Security  Act  is  an  issue  and  additionally 
an  8-to-l  Supreme  Court  decision  which  held  in  violation  of  the 
due  process  clause  of  the  Fifth  Amendment  a  Federal  statute  which 
provided,  solely  for  administrative  convenience,  that  spouses  of 
male  members  of  the  uniformed  services  are  dependents  for  purposes 
of  obtaining  increased  quarters  allowances  and  medical  and  dental 
benefits  but  that  spouses  of  female  members  are  not  dependents 
unless  they  are  in  fact  dependent  for  over  one-half  of  their  support. 
[Frontiero  v.  Richardson,  411  U.S.  677  (1973)].  Only  four  members  of 
the  Court  agreed  that  different  treatment  by  sex  was  "inherently 
suspect."  Three  of  the  other  four  justices  who  voted,  on  other  grounds, 
that  the  law  was  discriminatory,  indicated  that  they  did  not  want  to 
"preempt  by  judicial  action  a  major  political  decision"  pending  before 
the  States — that  is,  the  proposed  Equal  Rights  Amendment.  The 
Court  found  that  classification  and  different  treatment  "solely  for  the 
purpose  of  achieving  administrative  convenience  .  .  .  involves  .  .  . 
arbitrary  legislative  choice  forbidden  by  the"  Constitution.  The 
Supreme  Court  noted  that  "there  is  substantial  evidence  that,  if  put 
to  the  test,  many  of  the  wives  of  male  members  would  fail  to  qualify 
for  benefits,"  and  further  that  "The  Constitution  recognizes  higher 
values  than  speed  and  efficiency." 

District  court  cases  were  also  discussed  which  are  concerned  with 
the  differences  in  the  social  security  law  with  respect  to  secondary 
benefits  for  males  as  compared  with  females  based  on  their  spouse's 
primary  benefit  under  OASDI.  One  example  is  the  U.S.  District  Court 
of  New  Jersey's  Order  of  January  28,  1974  (Civil  Action  No.  268-73) 
in  favor  of  Stephen  Wiesenfeld  [367  F.  Supp.  981  (1973)],  which  held 
that  section  202(g)  of  the  Social  Security  Act  unconstitutionally  dis- 
criminates between  men  and  women  in  that  it  provides  mother's 
benefits  for  certain  widows  and  surviving  divorced  mothers  of  deceased 
male  wage  earners,  but  does  not  provide  "father's"  benefits  for  simi- 
larly situated  men.  (The  plaintift''s  motion  for  the  matter  to  proceed  as 
a  class  action  was  denied.)  The  decision  was  appealed  to  the  Supreme 
Court,  June  18,  1974,  and  the  Court  has  agreed  to  hear  the  case. 


•  See  George  Cooper,  "Working  Wives  and  the  Tax  Law,"  in  Rutgers  Law  Review,  Fall  1970,  p.  67fE. 
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A  recent  Florida  Supreme  Court  decision  (273  So.  2d  72;  argued 
February  25,  26,  1974),  which  has  been  upheld  by  the  Supreme  Court, 
April  24,  1974,  declares  constitutional  a  Florida  law  which  denies  a 
widower  an  annual  $500  property  tax  exemption  which  is  available  to 
widows  in  Florida.  The  Court  said  the  challenged  State  tax  law  was 
"reasonably  designed  to  further  the  State  policy  of  cushioning  the 
financial  impact  of  spousal  loss  upon  the  sex  for  whom  that  loss  imposes 
a  disproportionately  heavy  burden."  [Kahn  v.  Shevin,  94  S.  Ct.  1734, 
p.  1735  (1974)].  Two  justices  dissented,  stating  in  part  that  "While 
doubtless  some  widowers  are  in  financial  need,  no  one  suggests  that 
such  need  results  from  sex  discrimination  as  in  the  case  of  widows." 
(At  pp.  1739-1740.)  They  noted  that  the  State  could  narrow  the  class 
of  widow  beneficiaries  to  those  widows  actually  in  need  and  exclude 
those  of  "substantial  economic  means"  and  suggested  that  the  State  of 
Florida  redraft  the  statute.  Additionally,  one  justice  in  a  separate  dis- 
sent, elaborated  further,  "It  seems  to  me  that  the  State  in  this  case  is 
merely  conferring  an  economic  benefit  in  the  form  of  a  tax  exemption 
and  has  not  adequately  explained  why  women  should  be  treated  dif- 
ferently than  men."  (At  p.  1740.) 

In  another  area  of  concern  re  discrimination  by  sex  under  social 
security  a  2-to-l  majority  opinion  of  April  19,  1974,  by  the  U.S. 
District  Court,  Northern  District  of  Illinois,  Eastern  Division, 
dismissed  the  complaint  of  the  plaintiff,  Michael  V.  Polelle,  that 
social  security  [42  U.S.C.  Code  Sec.  415(b)(3)]  discriminates  by  sex 
in  favor  of  females  as  compared  to  males  by  its  use  of  additional 
months  up  to  36  months  or  three  years  as  part  of  the  divisor  in  com- 
putation of  average  monthly  earnings  for  males,  but  not  for  females, 
thus  generally  providing  on  identical  earnings  records  lower  benefits 
for  a  male  than  a  female  the  same  age.  The  Government  success- 
fully defended  this  distinction,  which  was  phased  out  and  does  not 
exist  for  men  who  reach  age  62  on  or  after  January  1,  1975,  on  grounds, 
much  simplified,  as  follows:  that  actual  average  earnings  of  females 
are  so  much  lower  than  those  of  males  that  the  different  computation 
was  partially  to  offset  this  differential,  which  is  alleged  to  be  at 
least  in  part  because  of  sex  discrimination  prior  to  the  Equal  Pay 
Act  and  other  Federal  legislation  and  related,  affirniative  action 
programs.  This  case  has  not  been  appealed.  As  mentioned  above, 
this  difference  in  computation  of  benefits  phased  out  under  existing 
law  as  of  January  1,  1975,  when  the  method  of  computing  benefits 
for  workers  who  reach  age  62  on  or  after  that  date  became  the  same 
regardless  of  sex. 

The  Subcommittee  has  found  that  the  courts  are  currently  being 
asked  in  a  number  of  cases  to  rule  on  whether  various  social  security 
provisions  of  the  law  that  are  different  for  men  and  women  are  con- 
stitutional under  the  due  process  clause  of  the  Fifth  Amendment. 
The  Supreme  Court  has  not  as  yet  ruled  on  the  constitutionality  of 
any  provision  of  the  social  security  law  that  is  different  for  men 
and  women.  One  case  {Wiesenjeld  v.  Secretary  oj  Health,  Education, 
and  Welfare)  involving  this  question  is  currently  before  the  Supreme 
Court. 

Some  of  the  recent  Supreme  Court  decisions  in  sex  discrimination 
cases  not  involving  social  security  may  give  an  indication  of  how  the 
Court  might  react  when  it  discusses  whether  those  social  security 
provisions  of  the  law  that  are  different  for  men  and  women  are  con- 
stitutional under  the  due  process  clause  of  the  Fifth  Amendment. 
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However,  the  issues  involved  in  the  nonsocial  security  cases  are  com- 
plex, and  the  factual  situations  and  statutes  under  consideration  in 
theni  differ  in  certain  important  respects  from  the  social  security 
provisions  which  are  the  subject  of  pending  litigation.  Accordingly, 
it  is  impossible  to  predict  with  certainty  the  outcome  of  the  current 
social  security  litigation. 

If  the  Supreme  Court  should  find  that  one  of  the  social  security 
provisions  of  the  law  that  are  different  for  men  and  women  is  uncon- 
stitutional under  the  due  process  clause  of  the  Fifth  Amendment,  the 
constitutionality  of  the  other  provisions  that  are  different  would  be 
seriously  questioned  unless  the  legislative  justification  for  the  differing 
treatment  in  the  remaining  provisions  is  distinguishable  from  the 
justification  or  basis  for  the  provision  found  to  be  unconstitutional. 
Under  the  due  process  clause,  not  all  discrimination,  but  only  that 
which  is  "invidious,"  has  been  held  to  be  unconstitutional  by  the 
courts.  Discrimination  would  be  "invidious"  if  the  statute  compelling 
such  treatment  did  not  meet  the  appropriate  constitutional  test,  that 
is,  the  "rational  basis"  test  (whether  the  legislative  classification  bears 
a  rational  relationship  to  a  legitimate  government  interest)  or  the 
"compelling  interest"  test  (whether  there  is  a  countervailing  com- 
pelling government  interest  against  a  finding  that  a  provision  is  un- 
constitutional). Such  tests  look  to  the  legislative  justification  for  the 
discriminatory  treatment  in  order  to  determine  whether  the  treatment 
is  constitutional.  Thus,  in  the  present  state  of  the  law,  it  is  not  possible 
to  conclude  that  every  statute  which  treats  one  sex  more  advantage- 
ously than  the  other  is  unconstitutional. 

The  fact  that  34  States  have  ratified  the  proposed  Equal  Rights 
Amendment  to  the  Constitution,  which,  if  adopted,  would  provide 
that  "Equahty  of  rights  under  the  law  shall  not  be  denied  or  abridged 
by  the  United  States  or  by  any  State  on  account  of  sex,"  and  only 
four  additional  States  (six  if  rescinding  of  ratification  is  constitutional) 
have  to  ratify  the  proposed  amendment  in  order  to  make  it  the  law  of 
the  land,  has  been  of  paramount  interest.  If  the  proposed  amendment 
is  ratified  by  the  required  number  (38)  of  States,  it  would  on  its 
effective  date  become  the  preeminent  constitutional  authority  for  sex 
discrimination  issues,  and  prior  Supreme  Court  opinions  based  on  the 
due  process  clause  of  the  Fifth  Amendment  would  almost  certainly  be 
reconsidered  by  the  Court  in  its  deliberations  on  cases  subsequently 
before  it  in  light  of  the  Equal  Rights  Amendment.  Adoption  of  the 
proposed  Equal  Rights  Amendment  would  raise  serious  doubts  as  to 
the  constitutionality  of  any  provision  in  the  Social  Security  Act  which 
is  different  for  men  and  women. 


FINDINGS    AND    RECOMMENDATIONS 


As  a  result  of  its  deliberations  the  Subcommittee  has  reached  the 
following  conclusions. 

Recommendations  concerning  the  social  security  provisions  oj  the  law 
that  are  different  jor  men  and  women 

The  Subcommittee  recommends  that,  in  general,  the  social  security 
provisions  of  the  law  that  are  different  for  men  and  women  be  made 
the  same  for  both  in  the  future. 

The  Subcommittee  considered  various  alternative  approaches  to 
make  the  major  provisions  of  the  law  that  are  different  for  men  and 
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women  the  same  for  both.  The  Subcommittee  fomid  that  each  ap- 
proach has  both  advantages  and  disadvantages  and  that  the  selection 
of  one  approach  over  the  others  involves  weighing  the  advantages 
and  disadvantages  of  each  approach  against  the  others  and  making 
a  value  judgment  as  to  which  is  the  best  approach.  The  Subcommittee 
believes  that  this  decision  is  one  the  Council  as  a  whole  should  make. 
Accordingly,  after  initially  endorsing  the  first  of  the  options  discussed 
below,  the 'Subcommittee  upon  reconsideration  decided  to  present  to 
the  Council,  without  recommendation,  the  following  three  options 
for  its  consideration. 

1.  Eliminate  the  one-half  support  requirement  in  present  law  for 
men  for  entitlement  to  husband's  and  widower's  benefits.  (There  is 
no  such  requirement  in  the  law  for  women  for  entitlement  to  wife's 
and  widow's  benefits.)  Provide  spouses'  (wife's  and  husband's)  and 
surviving  spouses'  (widow's  and  widower's)  secondary  benefits  under 
social  security  under  the  same  implied  test  of  dependency  in  present 
law  for  entitlement  to  secondary  benefits  by  wives — that  is,  on  the 
basis  of  "presumed  need."  If  the  spouse  (or  surviving  spouse)  is  not 
eligible  for  a  primary  social  security  benefit  as  a  worker,  or  is  eligible 
for  one  that  does  not  equal  or  exceed  the  secondary  benefit,  the  spouse 
would  be  "presumed  dependent"  and  eligible  for  a  secondary  benefit. 
The  amount  of  the  secondary  benefit  would  be  equal  to  the  difference 
between  it  and  the  primary  benefit  (if  any).  A  person  precluded  by 
his  or  her  primary  social  security  benefit  from  becoming  entitled  to  a 
spouse's  or  surviving  spouse's  benefit  under  present  law  would 
continue  to  be  ineligible  for  such  a  benefit. 

Provide  benefits  for  a  father  who  has  in  his  care  a  child  (entitled  to 
child's  insurance  benefits)  of  his  retired  or  disabled  wife  or  deceased 
wife  or  former  wife,  and  for  an  aged  divorced  husband  of  a  worker 
entitled  to  old-age  or  disability  insurance  benefits,  or  an  aged  or  dis- 
abled divorced  widower  of  a  deceased  insured  worker,  on  the  same 
basis  as  benefits  are  provided  for  women  in  like  circumstances. 

A  major  advantage  to  this  approach  is  that  it  would  be  the  least 
complex  and  easiest  to  administer.  A  major  disadvantage  is  that  many 
of  the  men  who  would  get  dependent's  or  dependent  survivor's  benefits 
under  this  approach  that  they  cannot  get  under  present  law  would  be 
men  who  had  worked  in  noncovered  employment,  such  as  Federal 
civilian  employment  and  certain  State  and  local  employment,  and  who 
were  not  financially  dependent  on  their  wives.  Another  major  dis- 
advantage is  that  this  is  the  most  expensive  approach.  It  would 
increase  the  long-range  cost  of  the  social  security  cash  benefits  program 
by  an  estimated  0.11  percent  of  taxable  payroll.  Immediate  universal 
coverage  and,  until  fully  effective,  an  offset  for  secondary  beneficiaries 
who  work  in  noncovered  employment  would  help  to  overcome  these 
disadvantages. 

2.  Retain  the  one-half-support  requirement  in  the  present  law  for 
men  for  entitlement  to  husband's  and  widower's  benefits,  and  make 
mandatory  the  same  one-half-support  requirement  for  women,  includ- 
ing divorced  women,  for  entitlement  to  wife's,  widow's,  or  mother's 
benefits  in  the  future. 

Provide  benefits  for  fathers  and  for  divorced  men  on  the  same  basis 
as  for  women  in  like  circumstances,  including  on  the  basis  of  meeting 
a  one-half -support  requirement. 
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The  major  advantages  to  this  approach  are  that  dependent's  and 
dependent  survivor's  benefits  would  not  be  provided  for  nondependent 
men,  or  women,  and  the  long-range  cost  of  the  social  security  cash 
benefits  program  would  be  decreased — -not  increased — by  an  estimated 
0.17  percent  of  taxable  payroll.  However,  this  approach  would  increase 
the  administrative  complexity  of  the  social  securit}^  program.  De- 
pendent men  and  women  would  still  be  able  to  get  a  dependent's 
or  dependent  survivor's  benefit,  but  dependent  women  would  have 
to  prove  their  dependency  on  the  husband  in  order  to  get  the  same 
benefits  they  would  get  under  present  law  without  proving  dependency. 

3.  Graduall}^  phase  out  all  secondary  benefits  except  dependent 
children's  benefits,  or,  alternatively,  phase  out  all  spouses'  secondary 
retirement  benefits  keeping  survivors'  benefits.  One  way  to  do  this 
might  be  to  reduce  gradually  over  time  for  new  entitlements  the 
proportion  of  the  worker's  primary  benefit  that  is  provided  for 
dependents.  For  example,  after  6  years  the  present  50-percent  wife's 
or  husband's  benefit  might  drop  to  40  percent,  then  to  30  percent 
after  another  6  years,  to  20  percent  6  years  later,  and  so  forth,  until 
the  secondar}^  retirement  benefits  are  completely  eliminated. 

If  it  were  to  be  recommended  now  that  only  spouses'  (age  62  or 
older)  secondary  benefits  should  be  phased  out,  at  some  future 
time  other  Councils  who  might  have  more  time  to  stud}'  the  broader 
proposal  and  its  interrelations  with  the  demographic  impact  of  lower 
birth  rates  and  increasing  labor  force  participation  rates  of  women 
might  recommend  that  other  secondary  benefits  (except  children's) 
could  be  reduced  in  a  similar  fashion. 

A  gradual  phasing  out  of  secondary  benefits  would  avoid  disad- 
vantaging those  coming  on  the  benefit  rolls  in  the  next  several  years 
who  would  not  have  much  opportunity  to  provide  a  replacement  for 
a  benefit  they  may  have  been  anticipating  and  planning  their  retire- 
ment around.  For  those  becoming  entitled  to  benefits  later,  the  decrease 
in  the  benefits  would  be  greater  as  the  period  of  time  available  to  them 
to  replace  the  benefits  lengthened. 

This  approach  would  eliminate  most  of  the  existing  differences  in 
treatment  of  singles  and  marrieds,  for  which  this  Subcommittee  found 
no  acceptable  alternative,  and  would  also  eliminate  the  differences  in 
treatment  of  the  married  woman  who  works  and  the  married  woman 
who  does  not  work. 

The  approach  would  also  decrease  the  cost  of  the  social  security  cash 
benefits  program.  The  amount  of  the  decrease  would  depend  on  how 
gradual  the  phaseout  was  and  the  length  of  time  over  which  it  was 
accomplished  and  whether  surviving  spouses'  benefits  were  retained 
or  not.  The  estimated  long-range  saving  from  phasing  out  spouses' 
(age  62  and  over)  secondary  benefits  as  described  above  is  0.39  percent 
of  taxable  payroll. 

Recommendation  concerning  the  computation  of  benefit  eligibility  and 
benefit  amounts,  which  is  different  for  men  and  women  born  prior  to 
1913,  but  is  the  same  for  those  born  in  1913  or  later 
The  Subcommittee  does  not  recommend  any  change  in  the  computa- 
tion of  benefit  eligibility  and  benefit  amounts  retroactively  or  retro- 
spectively with  respect  to  benefits  based  on  the  earnings  of  workers 
who  reach  age  62  before  January  1,   1975,  and  whose  benefit  may 
reflect  a  difference  by  sex  in  the  computation  of  the  benefit.  To  do  so 
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would  be  very  costly,  estimated  on  a  retrospective  basis  at  about 
$1.8  billion  a  year  for  the  next  several  years  and  still  as  much  as  about 
$1.5  billion  a  year  some  10  years  from  now.  (The  law  is  the  same  for 
workers  reaching  age  62  after  1974.) 

Recommendations  concerning  social  security  provisions  oj  the  law  that 

are  the  same  for  men  and  women 

1.  The  retirement  benefits  that  are  payable  under  present  law  to  a 
married  working  couple  can  under  some  circumstances  amount  to  less 
than  the  benefits  that  are  payable  to  a  married  couple  with  the  same 
total  earnings  where  only  one  member  of  the  couple  worked.  (See 
examples  on  page  141.) 

In  view  of  this  difference  under  the  system  with  respect  to  the 
replacement  of  individual  earnings  vis-a-vis  family  earnings,  the 
Subcommittee  recommends  that  a  married  working  couple  coming  on 
the  benefit  rolls  in  the  future  with  each  member  of  the  couple  having 
at  least  40  quarters  of  coverage  in  the  20  years  before  entitlement  to 
benefits  should  have  the  option  of  receiving  retirement  benefits 
based  on  the  combined  earnings  of  the  couple.  While  the  couple's 
earnings  in  each  year  would  be  combined,  no  more  than  the  amount 
of  the  prevaiUng  tax  and  benefit  base  in  the  year — the  maximum 
amount  of  a  worker's  annual  earnings  that  is  counted  in  figuring 
social  security  benefits  and  is  subject  to  social  security  taxes — could 
be  counted  in  figuring  benefits.  Thus  the  proposal  would  benefit  lower 
income  families,  that  is,  those  in  which  neither  worker  earns  as  much 
as  the  prevailing  tax  and  benefit  base  in  a  year. 

Each  member  of  the  couple  would  get  a  retirement  benefit  based 
on  a  primary  insurance  amount  that  was  equal  to  75  percent  of  the 
primary  insurance  amount  resulting  from  the  monthly  average  of  the 
combined  earnings.  Together  the  couple  would  get  benefits  based  on 
an  amount  that  was  equal  to  150  percent  of  the  primary  insurance 
amount  resulting  from  the  monthly  average  of  the  combined  earnings, 
the  same  percent  that  a  married  couple  with  the  same  total  earnings 
in  each  year  would  get  where  only  one  member  of  the  couple  worked. 

Each  member  of  a  couple  would  have  to  have  at  least  40  quarters 
of  coverage  under  the  social  security  program  in  the  20  years  before 
entitlement  in  order  for  the  couple  to  elect  to  receive  benefits  based 
on  their  combined  earnings,  and  both  members  of  the  couple  would 
have  to  elect  to  receive  benefits  on  this  basis  or  neither  of  them  could. 
Benefits  based  on  combined  earnings  would  not  be  payable  after  a 
divorce. 

A  widow  or  widower  who  is  eligible  for  a  widow's  or  widower's 
benefit  could  get  a  benefit  based  on  the  cuple's  combined  earnings  if 
the  couple  were  receiving  benefits  based  on  their  combined  earnings 
when  one  member  of  the  couple  died,  or  if  the  deceased  had  40  quarters 
of  coverage  and  the  survivor  had  40  quarters  of  coverage  in  the  20 
years  before  entitlement  to  benefits  or  the  death  of  the  spouse. 

All  other  benefits  based  on  either  worker's  earnings  would  be  com- 
puted on  the  basis  of  the  worker's  individual  earnings,  as  under 
present  law. 

2.  To  improve  the  protection  afforded  under  social  security  to 
regular  but  low-paid  workers,  the  majority  of  whom  are  women,  the 
Subcommittee  recommends  that  the  dollar  requirement  for  a  year  of 
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coverage  after  1950  for  purposes  of  computing  the  special  minimum 
benefit  be  reduced  from  the  present  one-fourth  to  one-sixth  of  the 
prevaiHng  contribution  and  benefit  base. 

General  recommendation  concerning  all  social  security  provisions  of  the 

law 

In  general,  words  that  do  not  denote  gender  should  be  used  in  the 
law  wherever  it  is  practical  to  do  so,  provided  no  change  in  the  intended 
meaning  of  the  law  would  result.  For  example,  where  possible  it  would 
be  preferable  for  the  law  to  refer  to  "spouse"  instead  of  to  "wife"  or 
"husband",  and  to  "surviving  spouse"  instead  of  to  "widow"  or 
"widower",  etc.  The  Subcommittee  understands  that  there  is  a  general 
principle  of  statutory  construction  that  calls  for  interpreting  words  in  a 
provision  of  law  which  denote  the  male  sex  as  meaning  either  the  male 
or  the  female  sex  unless  there  is  something  else  in  the  law  or  in  the 
legislative  history  of  the  provision  which  precludes  such  an  interpre- 
tation, and  agrees  that  this  should  be  the  case  where  it  is  not  practical 
to  use  words  that  do  not  denote  gender. 

Other  major  findings 

1.  The  social  security  law  should  not  be  changed  to  provide  social 
security  earnings  credits  to  homemakers  for  work  done  in  the  home  for 
which  no  earnings  are  received,  nor  to  permit  people  to  pay  social 
security  taxes  with  respect  to  such  or  similar  work  in  or  around  the 
home  in  order  to  obtain  credits.  Such  a  change  in  the  law  would  be 
unwise,  impractical,  and  very  costly. 

There  is  of  course  an  economic  value,  however  difficult  to  assess,  to 
the  work  that  women — and  men — do  in  and  around  their  homes,  and 
an  economic  loss  when  such  work  ceases.  However,  no  wages  are  paid 
for  such  work,  so  there  is  no  loss  of  earned  income  that  occurs  when 
the  work  stops,  as  there  is  when  a  wage  earner  retires,  becomes 
disabled,  or  dies. 

Social  security  is  an  earnings-replacement  program.  Its  function  is 
to  replace,  m  part,  earnings  from  work  that  are  cut  off  by  retirement 
in  old  age,  disability,  or  death.  It  would  be  contrary  to  the  earnings- 
replacement  nature  of  the  social  security  program  to  provide  for  the 
payment  of  social  security  benefits  in  cases  where  no  loss  of  earnings 
occurs,  and  the  Subcommittee  believes  that  it  would  be  undesirable  to 
change  the  nature  and  function  of  the  social  security  program  by 
providing  for  the  payment  of  benefits  under  it  iii  such  cases. 

Another  consideration  with  respect  to  paying  social  security  taxes 
to  obtain  earnings  credits  for  work  in  and  around  the  home  is  that 
those  most  able  to  pay  such  tax  are  nonworking  wives  of  high-earning 
men.  All  workers,  part-time,  full-time,  single  or  married,  could  logically 
feel  that  this  option  should  be  open  to  them  in  accordance  to  the  degree 
that  they  do  work  in  and  around  the  home.  To  impute  earnings  for 
certain  homemaker  services  without  imputing  earnings  for  all  types 
of  such  services — for  example,  gardening,  housepainting,  etc. — would 
raise  serious  questions  of  equity. 

2.  The  social  security  law  should  not  be  changed  to  provide  a  married 
worker  some  or  all  of  a  secondary  benefit  in  addition  to  his  or  her 
primary  benefit  in  all  cases.  Such  a  change  in  the  law  would  create 
further  inequities,  and   the  increase  in  social  security  contributions 
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that  would  be  required  to  pay  for  the  additional  benefits  would  apply 
not  only  to  married  people  but  also  to  single  people,  who  would  derive 
no  additional  protection  from  it. 


CONCLUSION 

The  Subcommittee  urges  the  adoption  of  its  recommendations  by 
the  full  Council. 

Respectfully  submitted, 

Rita  R.  Campbell, 

Chairman. 
Edward  J.  Cleary. 
John  J.  Scanlon. 
APPENDIX 

Summary  List  of  Recommendations  of  the  Subcommittee  on  the  Treatment 
OF  Men  and  Women  Under  Social  Security  (With  Respect  to  Sex  and 
Marital  Status),  Advisory  Council  on  Social  Security 


Provision  of  present  law 

I.  Recommendations  concerning  So- 
cial Security  provisions  of  the  law 
that  are  different  for  men  and  women. 

A.  General  recommendation 


B.  Major  provisions 

1.  To  qualify  for  husband's  or 
widower's  insurance  benefits  under 
social  security  based  on  a  wife's  earn- 
ings, a  man  must  have  been  receiving 
at  least  one-half  of  his  support  from  his 
wife  when  she  becomes  disabled  or 
entitled  to  primary  social  security 
benefits  or  dies.  There  is  no  such  support 
requirement  in  the  law  for  women  for 
wife's  or  widow's  insurance  benefits 
based  on  the  husband's  earnings. 

2.  The  wife  of  a  worker  entitled  to 
old-age  or  disability  insurance  benefits 
under  social  security,  and  the  widow  or 
surviving  divorced  wife  of  a  deceased 
insured  worker,  may  get  a  wife's  or 
mother's  insurance  benefit  based  on  the 
worker's  earnings  regardless  of  her  age 
if,  among  other  things,  she  has  in  her 
care  a  child  of  the  worker  under  age  18, 
or  age  18  or  over  and  disabled,  and  en- 
titled to  child's  insurance  benefits  on 
the  basis  of  the  worker's  earnings.  There 
is  no  provision  in  the  law  for  the  pay- 
ment of  benefits  to  fathers  in  like 
circumstances. 

3.  Under  certain  circumstances  an 
aged  divorced  wife  or  aged  or  disabled 
divorced  widow  can  get  a  wife's  or 
widow's  insurance  benefit  based  on  her 
former  husband's  earnings.  There  is  no 
provision  in  the  law  for  the  payment  of 
husband's  and  widower's  insurance 
benefits  to  divorced  men  in  like  circum- 
stances. •. 


Recommendation 


All  social  security  provisions  of  the 
law  that  are  diflferent  for  men  and 
women  should  be  the  same  for  both  in 
the  future. 

III.  Below  also  applies. 

General  recommendation  in  I.  A. 
above  applies.  Three  alternative 
methods  of  accomplishing  the  recom- 
mendation are  presented  to  the  Council 
for  its  consideration.  General  recom- 
mendation in  III.  below  also  applies. 


General  recommendation  in  I.  A. 
above  applies.  Three  alternative 
methods  of  accomplishing  the  recom- 
mendation are  presented  to  the  Council 
for  its  consideration.  General  recom- 
mendation in  III.  below  also  applies. 


General  recommendation  in  I.  A. 
above  applies.  Three  alternative 
methods  of  accomplishing  the  recom- 
mendation are  presented  to  the  Council 
for  its  consideration.  General  recom- 
mendation in  III.  below  also  applies. 
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Provision  of  present  law 

4.  The  benefit  eligibility  and  benefit 
computation  provisions  of  the  law  are 
the  same  for  men  and  women  reaching 
age  62  after  1974.  However,  the  pro- 
visions are  different  for  men  than  they 
are  for  women  for  those  who  reached  age 
62  during  1954-1974.  In  general,  for  a 
man  reaching  age  62  in  1954-74  the 
amount  of  work  needed  to  qualify  for 
retirement  benefits  and  the  average 
monthly  earnings  on  which  his  and  his 
family's  social  security  benefits  are  based 
are  figured  over  more  years  than  they 
are  for  a  woman  of  the  same  age. 

C.   Technical  provisions. 

1.  In  general,  when  a  childhood 
disability  beneficiary  marries  another 
social  security  beneficiary,  neither's 
benefits  are  terminated  by  reason  of 
the  marriage.  (In  general,  the  social 
security  law  provides  for  termination 
of  dependents'  or  dependent  survivors' 
benefits  upon  marriage.  An  exception 
is  generally  provided  by  the  law, 
however,  when  one  social  security 
beneficiary  marries  another.)  The  law 
is  the  same  for  males  and  females  in 
this  regard.  If  the  benefits  of  the  child- 
hood disability  beneficiary  are  later 
terminated  due  to  his  recovery  or 
ability  to  work  despite  his  impairment, 
however,  the  treatment  of  the  benefits 
of  the  other  beneficiary  varies  depending 
on  the  sex  of  the  childhood  disability 
beneficiary.  If  the  benefits  of  a  male 
childhood  disability  beneficiary  are 
terminated,  the  female's  benefits  are 
also  terminated  (when  he  is  no  longer 
a  beneficiary,  she  is  treated  as  she 
would  be  treated  if  she  had  married 
a  nonbeneficiary),  but  if  the  benefits 
of  a  female  childhood  disability  bene- 
ficiary are  terminated,  the  male's 
benefits  continue. 

2.  A  similar  situation  to  that  de- 
scribed in  C.  1.  above  exists  in  the  case 
of  a  disability  insurance  beneficiary 
who  marries.  In  the  case  of  a  male 
disabled  worker  beneficiary  who  marries 
a  childhood  disability  beneficiary  or 
a  mother  or  surviving  divorced  mother 
beneficiary,  both  individuals'  benefits 
continue,  but  the  female's  are  ter- 
minated if  the  male's  disability  benefits 
are  terminated  because  he  recovers 
from  his  disability  or  is  able  to  work. 
In  the  reverse  situation,  though,  where 
a  female  disability  beneficiary  marries 
a  childhood  disability  beneficiary  (there 
is  currently  no  benefit  for  fathers), 
the  male's  benefits  are  not  terminated 
if  the  female's  disability  benefits  are 
terminated. 


Recommendation 

Do  not  change  (provision  is  already 
the  same  for  men  and  women  reaching 
age  62  in  the  future). 


No  specific  recommendation;  general 
recommendations  in  I.  A.  above  and  III. 
below  apply. 


No  specific  recommendation;  general 
recommendations  in  I.  A.  above  and  III. 
below  apply. 
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Provision  of  present  law  Recommendation 

3.  One  requirement  in  the  law  for  No  specific  recommendation;  general 
entitlement  to  aged  widow's  benefits  recommendations  in  I.  A.  above  and 
is  that  she  not  be  married  at  the  time    III.  below  apply. 

she  applies  for  benefits.  The  require- 
ment for  a  widower  is  that  he  must 
not  have  married  by  the  time  he  applies 
for  widower's  benefits  in  order  to  be 
entitled  to  such  benefits.  Thus,  a 
widow  may  have  been  remarried,  but 
if  she  is  not  married  (as  a  result,  say, 
of  a  divorce)  at  the  time  she  applies 
for  benefits,  she  can  become  entitled 
(or  reentitled)  to  benefits  on  her  de- 
ceased husband's  earnings.  For  a  wid- 
ower, however,  the  differing  requirement 
means  that  if  he  has  remarried,  he 
cannot  ever  become  entitled  to  wid- 
ower's benefits  based  on  his  first 
deceased  wife's  earnings,  even  if  he 
ceases  being  married. 

4.  Under  present  social  security  law,  No  specific  recommendation;  general 
a  man's  illegitimate  child  who  cannot  recommendations  in  I.  A.  above  and 
inherit     from     him     under     applicable    III.  below  apply. 

State  law  relative  to  devolution  of 
intestate  personal  property  may  never- 
theless be  deemed  to  be  his  child  for 
purposes  of  receiving  social  security 
benefits  as  such  if,  among  other  things, 
the  man  has  been  decreed  by  a  court 
to  be  the  father  of  the  child.  There  is  no 
such  provision  in  the  social  security 
law  with  respect  to  such  an  illegitimate 
child  of  a  woman.  Note:  The  absence 
of  such  a  provision  with  respect  to  the 
illegitimate  child  of  a  women  has  prac- 
tically no  adverse  effect  because  in 
nearly  all  States  a  women's  illegitimate 
child  has  the  same  standing  as  a  woman's 
legitimate  child  under  intestacy  laws, 
and  under  the  social  security  law,  a 
man's  or  woman's  illegitimate  child  who 
has  such  standing  is  deemed  to  be  his 
or  her  child  for  social  security  benefit 
purposes.  Also,  the  social  security  law 
contains  other  provisions  than  the  one 
mentioned  above  concerning  a  court 
decree  under  which  a  person's  child 
who  cannot  inherit  from  him  or  her 
under  State  intestacy  laws  may  never- 
theless be  deemed  to  be  the  person's 
child  for  social  security  purposes,  and 
these  provisions  are  the  same  for  men 
and  women.  In  the  event  that  such  a 
child  failed  to  qualify  on  any  other 
basis,  though,  the  child  could  not  qualify 
for  benefits  based  on  a  court  decree 
that  a  woman  was  the  child's  mother, 
as  it  could  based  on  a  court  decree 
that    a    man    was    the    child's    father. 
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Provision  of  present  law 

5.  Under  a  1965  amendment  to  the 
social  security  law,  certain  people  who 
attained  age  72  before  1969  are  eligible 
for  benefits  with  fewer  quarters  of 
coverage  than  would  otherwise  be 
required.  Benefits  were  also  provided  for 
certain  wives  and  widows  who  attained 
age  72  before  1969  but  no  benefits  were 
provided  for  husbands  or  widowers. 

6.  Under  a  1966  amendment  to  the 
social  security  law,  special  payments 
are  made  (out  of  general  revenues  for 
the  most  part)  to  certain  people  who 
reached  age  72  before  1972  and  who  have 
not  worked  long  enough  in  jobs  covered 
by  the  social  security  program  to 
qualify  for  regular  monthly  case  benefits. 
The  amount  of  the  special  payment  for 
for  a  couple — $96.60 — is  not  divided 
equally  between  the  husband  and  the 
wife.  The  payment  is  $64.40  for  the 
husband  and  $32.20  for  the  wife.  In 
effect,  the  couple  is  treated  as  though 
the  husband  was  a  retired  worker  and 
the  wife  a  dependent  even  though  each 
must  meed  the  same  eligibility  require- 
ments he  or  she  would  have  to  meet  if 
not  married. 

7.  The  community  property  statutes 
of  Arizona,  California,  Idaho,  Louisiana, 
Nevada,  New  Mexico,  Texas,  Washing- 
ton, and  Puerto  Rico  provide  that  a 
husband  and  wife  have  equal  rights  to 
the  income  from  a  bu&iness  operated  by 
either  one  or  by  both.  The  Social 
Security  Act  provides  that  where  a 
community  property  law  applies  and 
there  is  no  legal  partnership,  all  of  the 
income  from  a  business  will  be  treated  as 
the  income  of  the  husband  unless  the 
wife  exercises  substantially  all  of  the 
management  and  control  of  the  trade  or 
business,  in  which  case  the  income  will 
be  treated  as  hers.  The  intent  of  this 
provision  is  to  assure  that  a  person  who 
operates  a  business  in  a  community 
property  State  will,  like  a  person  in  a 
noncommunity  property  State,  get 
social  security  credit  for  his  or  her 
earnings  notwithstanding  the  State 
community  property  statute.  (The  social 
security  law  generally  provides  that, 
absent  a  legal  partnership,  earnings 
from  self-employment  are  creditable 
to  the  person  who  has  primary  responsi- 
bility for  the  management  and  control 
of  the  business.) 

II.  Recommendations  concerning  So- 
cial Security  provisions  of  the  law  that 
are  the  same  for  men  and  women. 


Recommendation 

No  specific  recommendation;  general 
recommendations  in  I.  A.  above  and 
III.  below  apply. 


No  specific  recommendation;  general 
recommendations  in  I.  A.  above  and  III. 
below  apply. 


No  specific  recommendations;  general 
recommendations  in  I.  A.  above  and  III. 
below  apply. 


III.  Below  also  applies. 
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Provision  of  present  law 

A.  The  retirement  benefits  that  are 
payable  under  present  law  to  a  married 
working  couple  can  under  some  circum- 
stances amount  to  less  than  the  benefits 
that  are  payable  to  a  married  couple 
with  the  same  total  earnings  where  only 
one  member  of  the  couple  worked. 


B.  The  special  minimum  benefit  is 
equal  to  $9  multiplied  by  the  number  of 
years  of  coverage  an  individual  has 
under  the  program  in  excess  of  10  and 
up  to  a  maximum  of  30  years.  For 
purposes  of  this  provision,  a  year  of 
coverage  after  1950  is  a  year  in  which  a 
person  has  earnings  at  least  equal  to 
one-fourth  of  the  contribution  and 
benefit  base  for  the  year. 

III.  Recommendation  concerning  all 
Social   Security  provisions   of  the  law. 


Recommendation 

Eliminate  this  anomaly  for  those 
married  working  couples  becoming  en- 
titled to  benefits  in  the  future  in  which 
each  member  of  the  couple  has  at  least 
40  quarters  of  coverage  under  the 
program  in  the  20  years  before  entitle- 
ment to  benefits  by  permitting  such  a 
couple  to  receive  retirement  benefits 
based  on  their  combined  earnings. 

Reduce  the  dollar  requirement  for  a 
year  of  coverage  after  1950  for  purposes 
of  computing  the  special  minimum 
benefit,  for  beneficiaries  on  the  rolls  and 
new  entitlements,  from  the  present 
one-quarter  (K)  to  one-sixth  (H)  of  the 
prevailing  contribution  and  benefit  base. 


In  general,  words  that  do  not  denote 
gender  should  be  used  in  the  law  wher- 
ever it  is  practical  to  do  so,  provided  no 
change  in  the  intended  meaning  of  the 
law  would  result.  For  example,  where 
possible  it  would  be  preferable  for  the 
law  to  refer  to  "spouse"  instead  of  to 
"wife"  or  "husband,"  and  to  "surviving 
spouse"  instead  of  "widow"  or  "wid- 
ower," etc.  The  Subcommittee  under- 
stands that  there  is  a  general  principle 
of  statutory  construction  that  calls  for 
interpreting  words  in  a  provision  of  law 
which  denote  the  male  sex  as  meaning 
either  the  male  or  the  female  sex  unless 
there  is  something  else  in  the  law  or  in 
the  legislative  history  of  the  provision 
which  precludes  such  an  interpretation, 
and  agrees  that  this  should  be  the  case 
where  it  is  not  practical  to  use  words 
that  do  not  denote  gender. 

APPENDIX  C 

Statutort  Authority  for  Advisory  Council  on  Social  Security 

excerpt  from  the  social  security  act,  as  amended 

Advisory  Council  on  Social  Security 

Sec.  706.  (a)  During  1969  (but  not  before  February  1,  1969)  and 
every  fourth  year  thereafter  (but  not  before  February  1  of  such  fourth 
year),  the  Secretary  shall  appoint  an  Advisory  Council  on  Social 
Security  for  the  purpose  of  reviewing  the  status  of  the  Federal  Old-Age 
and  Survivors  Insurance  Trust  Fund,  the  Federal  Disability  Insurance 
Trust  Fund,  the  Federal  Hospital  Insurance  Trust  Fund,  and  the 
Federal  Supplementary  Medical  Insurance  Trust -Fund  in  relation  to 
the  long-term  commitments  of  the  old-age,  survivors,  and  disability 
hisurance  program  and  the  programs  under  parts  A  and  B  of  title 
XVIII,  and  of  reviewing  the  scope  of  coverage  and  the  adequacy 
of  benefits  under,  and  all  other  aspects  of,  these  programs,  including 
their  impact  on  the  pubUc  assistance  programs  under  this  Act. 
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(b)  Each  such  Council  shall  consist  of  a  Chairman  and  12  other 
persons,  appointed  by  the  Secretary  without  regard  to  the  provisions 
of  title  5,  United  States  Code,  governing  appointments  in  the  competi- 
tive service.  The  appointed  members  shall,  to  the  extent  possible, 
represent  organizations  of  employers  and  employees  in  equal  numbers, 
and  represent  self-employed  persons  and  the  public. 

(c)(1)  Any  C^ouncil  appointed  hereunder  is  authorized  to  engage 
such  technical  assistance,  including  actuarial  services,  as  may  be 
required  to  carry  out  its  functions  and  the  Secretary  shall,  in  addition, 
make  available  to  such  Council  such  secretarial,  clerical,  and  other 
assistance  and  such  actuarial  and  other  pertinent  data  prepared  by 
the  Department  of  Health,  Education,  and  Welfare  as  it  may  require 
to  carry  out  such  functions. 

(2)  Appointed  members  of  any  such  Council,  while  serving  on  busi- 
ness of  the  Council  (inclusive  of  travel  time)  shall  receive  compensa- 
tion at  rates  fixed  by  the  Secretary,  but  not  exceeding  $100  per  day 
and,  while  so  serving  away  from  their  homes  or  regular  places  of 
business,  they  may  be  allowed  travel  expenses,  including  per  diem  in 
lieu  of  subsistence,  as  authorized  by  section  5703  of  title  5,  United 
States  Code,  for  persons  in  the  Government  employed  intermittently. 

(d)  Each  such  Council  shall  submit  reports  (including  any  interim 
reports  such  Council  may  have  issued)  of  its  findings  and  recommenda- 
tions to  the  Secretary  not  later  than  ^January  1  of  the  second  year 
after  the  year  in  which  it  is  appointed,  and  such  reports  and  recom- 
mendations shall  thereupon  be  transmitted  to  the  Congress  and  to  the 
Board  of  Trustees  of  each  of  the  Trust  Funds.  The  reports  required 
by  this  subsection  shall  include — 

(1)  A  separate  report  with  respect  to  the  old-age,  survivors, 
and  disability  insurance  program  under  title  II  and  of  the  taxes 
imposed  under  sections  1401(a),  3101(a),  and  3111(a)  of  the 
Internal  Revenue  Code  of  1954, 

(2)  A  separate  report  with  respect  to  the  hospital  insurance 
program  under  part  A  of  title  XVIII  and  of  the  taxes  imposed  by 
sections  1401(b),  3101(b),  and  3111(b)  of  the  Internal  Revenue 
Code  of  1954,  and 

(3)  A  separate  report  with  respect  to  the  supplementary 
medical  insurance  program  established  by  part  B  of  title  XVIII 
and  of  the  financing  thereof. 

After  the  date  of  the  transmittal  to  the  Congress  of  the  reports  re- 
(juired  by  this  subsection,  the  Council  shall  cease  to  exist. 

APPENDIX  D 

Findings  and  Recommendations  or  Previous  Advisory  Councils 

ON  Social  Security 

This  paper  is  a  list  of  the  recommendations  of  five  previous  Ad- 
visory Councils  on  Social  Security— 1938,  1948,  1959,  1965,  and  1971. 
The  paper  also  indicates  what  action — ^whether  immediate  or  even- 
tual—was taken  u})on  each  recommendation.  The  recommendations 
are  not  broken  down  by  subject  area,  but  are  listed  as  they  appear 
in  that  particular  Council's  report. 

The  recommendations  of  the  1953  Consultants  on  Social  Security 
and  the  1968  Advisory  Council  on  Health  Insurance  for  the  Disabled 
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are  not  included  in  this  paper  since  the  scope  of  their  review  was 
comparatively  limited.  The  major  recommendations  of  the  1953 
Consultants  involved  extensions  of  social  security  coverage  to  ad- 
ditional areas  of  employment  and  self-employment  and  have  generally 
been  enacted. 

The  statutory  1968  Advisory  Council  on  Health  Insurance  for  the 
Disabled  recommended  that  Medicare  protection  be  extended  to 
disabled  social  security  beneficiaries  and  certain  disabled  people  who 
did  not  meet  the  rer^uirements  for  cash  disability  benefits,  with  both 
the  hospital  insurance  and  the  medical  insurance  parts  of  the  program 
financed  on  the  basis  of  payroll  contributions  and  a  50  percent  con- 
tribution from  general  revenues.  Under  the  1972  legislation,  Medicare 
protection  was  extended  to  people  who  have  been  getting  disability 
benefits  for  24  months;  other  aspects  of  the  1968  Council's  recom- 
mendation were  not  enacted. 

1938  Advisory  Council  On  Social  Security 
Council's  recommendation  Action 


A.  recommendations  on  benefits 

I.  The  average  old-age  benefits  pay-  I.  Benefits  increased  under  1939  Act 
able  in  the  early  j^ears  under  title  II  by  basing  benefits  on  average  rather 
should  be  increased. ^  than  total  earnings. 

II.  The  eventual  annual  cost  of  the  II.  Recommendation  followed.  Bene- 
insurance  benefits  now  recommended,  fits  provided  under  1939  amendments 
in  relation  to  covered  pay  roll  and  from  did  not  increase  eventual  annual  dis- 
whatever  source  financed,  should  not  be  bursements  in  relation  to  covered  pay- 
increased  beyond  the  eventual  annual  "roll  over  those  under  1935  Act. 
disbursements  under  the  1935  act. 

III.  The  enhancement  of  the  early    III.  Enacted  in  1939. 
old-age  benefits  under  the  system  should 

be  partly  attained  by  the  method  of 
paying  in  the  case  of  a  married  annui- 
tant a  supplementary  allowance  on  be- 
half of  an  aged  wife  equivalent  to  50 
percent  of  the  husband's  own  benefit; 
provided,  that  should  a  wife  after  at- 
taining age  65  be  otherwise  eligible  to  a 
benefit  in  her  own  right  which  is  larger 
in  amount  that  the  wife's  allowance  pay- 
able to  her  husband  on  her  behalf,  the 
benefit  payable  to  her  in  her  own  right 
will  be  substituted  for  the  wife's  allow- 
ance. 


IV.  The  minimum  age  of  a  wife  for 
eligibility  under  the  provision  for  wives' 
supplementary  allowances  should  be  65 
years ;  provided,  that  marital  status  had 
existed  prior  to  the  husband's  attain- 
ment of  age  60. 

V.  The  widow  of  an  insured  worker, 
following  her  attainment  of  age  65, 
should  receive  an  annuity  bearing  a 
reasonable  relationship  to  the  worker's 
annuity;  provided,  that  marital  status 
had  existed  prior  to  the  husband's  at- 
tainment of  age  60  and  1  year  preceding 
the  death  of  the  husband. 


IV.  Enacted  in  1939  with  provision 
that  marital  status  existed  before  Jan- 
uary 1,  1939  or  prior  to  the  husbands 
attainment  of  age  60. 


V.  Enacted  in  1939,  but  without  pro- 
vision that  marital  status  existed  prior 
to  husbands  attainment  of  age  60. 


'  "Title  II"  refers  to  the  title  of  the  Social  Security  Act  which  provides  for  the  social  security  cash  benefit 
program.  '   . ' 

53-424  O  -  75  -  22 
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Council's  recommendation  Action 

VI.  A  dependent  child  of  a  currently       VI.  Enacted  in  1939. 
insured    individual    upon    the    latter's 

death  prior  to  age  65  should  receive  an 
orphan's  benefit,  and  a  widow  of  a 
currently  insured  individual,  provided 
she  has  in  her  care  one  or  more  depend- 
ent children  of  the  deceased  husband, 
should  receive  a  widow's  benefit. 

VII.  The  provision  of  benefits  to  an  VII.  Benefits  for  disabled  workers 
insured  person  who  becomes  perma-  provided  under  1956  Act;  for  depend- 
nently  and  totally  disabled  and  to  his  ents  of  disabled  workers  under  1958 
depende  nts     is    socially    desirable.    On  Act. 

this  point  the  council  is  in  unanimous 
agreement.  There  is  difference  of  opin- 
ion, however,  as  to  the  timing  of  the 
introduction  of  these  benefits.  Some 
members  of  the  council  favor  the 
im  mediate  inauguration  of  such  benefits. 
Other  members  believe  that  on  account 
of  additional  costs  and  administrative 
difficulties,  the  problem  should  receive 
further  study. 


VIII.  Not  enacted. 


VIII.  In  order  to  compensate  in 
part  for  the  additional  cost  of  the 
additional  benefits  herein  recommended, 
the  benefits  payable  to  individuals  as 
single  annuitants  after  the  plan  has 
been  in  operation  a  number  of  years 
should  be  reduced  below  those  now 
incorporated  in  title  II.  If  the  national 
income  should  increase  in  future  years, 
these  reductions  may  not  be  necessary. 

IX.  The  death  benefit  payable  on  IX.  1939  Act  limited  lump-sum 
account  of  coverage  under  the  system  death  benefit  to  six  times  the  PIA. 
should   be   strictly   limited   in    amount 

and    payable    on    the    death    of    any 
eligible  individual. 


X.  The  payment  of  old-age  benefits 
should  be  begun  on  January   1,    1940. 

B.    RECOMMENDATIONS   OF   COVERAGE 


X.  Enacted  in  1939. 


I.  The  employees  of  private  nonprofit        I.  Coverage   extended  on   a  elective 

religious,    charitable,    and    educational  basis    to    employees    of    nonprofit    or- 

institutions  now  excluded  from  coverage  ganizations  by  1950  Act  and  to  ministers 

under   titles    II    and    VIII    should    im-  by  1954  Act;  on  a  compulsory  basis  to 

mediately    be    brought    into    coverage  ministers  by  1967  Act. 
under    the    same    provisions    of    these 
titles  as  affect  other  covered  groups.^ 


II.  The  coverage  of  farm  employees 
and  domestic  employees  under  titles 
II  and  VIII  is  socially  desirable  and 
should  take  effect,  if  administratively 
possible,  by  January  1,  1940. 


II.  Enacted  in  1950. 


2  "title  VIII"  refers  to  the  title  of  the  Social  Security  Act  of  1935  which  provided  for  social  security  taxes 
with  respect  to  covered  employment.  This  title  has  been  superseded  by  Chapter  21  of  the  Internal  Revenue 
Code  of  1954. 
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III.  The  old-age  insurance  program 
should  be  extended  as  soon  as  feasible 
to  include  additional  groups  not  in- 
cluded in  the  previous  recommenda- 
tions of  the  council  and  studies  should 
be  made  of  the  administrative,  legal, 
and  financial  problems  involved  in  the 
coverage  of  self-employed  persons  and 
governmental  employees. 


Action 

III.   Coverage    extended    to     various 
other  groups  over  the  years. 


C.    RECOMMENDATIONS    ON    FINANCE 

I.  Since  the  nation  as  a   whole,   in-        I.  Provision  for  general  revenue  con- 
dependent   of    the   beneficiaries   of   the    tribution  if  needed  enacted  in  1944,  but 
system,  will  derive  a  benefit  from  the    never  used  and  repealed  in  1950. 
old-age  security  program,  it  is  appro- 
priate that  there  be   Federal  financial 
participation   in   the   old-age  insurance 
system  by  means  of  revenues    derived 
from  sources  other  than  pay-roll  taxes. 


II.  The  principle  of  distributing  the 
eventual  cost  of  the  old-age  insurance 
system  by  means  of  approximately 
equal  contributions  by  employers,  em- 
ployees, and  the  Government  is  sound 
and  should  be  definitely  set  forth  in  the 
law  when  tax  provisions  are  amended. 

III.  The  introduction  of  a  definite 
program  of  Federal  financial  partici- 
pation in  the  system  will  affect  the 
consideration  of  the  future  rates  of 
taxes  on  employers  and  employees  and 
their  relation  to  future  benefit  pay- 
ments. 

,IV.  The  financial  program  of  the 
system  should  embody  provision  for  a 
reasonable  contingency  fund  to  insure 
the  ready  payment  of  benefits  at  all 
times  and  to  avoid  abrupt  changes  in 
tax  and  contribution  rates. 

V.  The  planning  of  the  old-age  insur- 
ance program  must  take  full  account  of 
the  fact  that,  while  disbursements  for 
benefits  are  relatively  small  in  the  early 
years  of  the  program,  far  larger  total 
disbursements  are  inevitable  in  the 
future.  No  benefits  should  be  promised 
or  implied  which  cannot  be  safely 
financed  not  only  in  the  early  years  of 
the  program  but  when  workers  now 
young  will  be  old. 

VI.  Sound  presentation  of  the  govern- 
ment's financial  position  requires  full 
recognition  of  the  obligations  implied  in 
the  entire  old-age  security  program  and 
treasury  reports  should  annually  esti- 
mate the  load  of  future  benefits  and  the 
probable  product  of  the  associated  tax 
program. 


II.  Not  enacted. 


III.  Not  enacted. 


IV.  Over  the  years,  program  financing 
has  followed  this  recommendation. 


V.  This  policj^  has  been  followed. 


VI.  The  1939  amendments  required 
that  this  be  done  in  annual  reports  of 
Boards  of  Trustees. 
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VII.  The  receipts  of  the  taxes  levied 
in  title  VIII  of  the  law,  less  the  costs  of 
collection,  should  through  permanent 
appropriation  be  credited  automatically 
to  an  old-age  insurance  fund  and  not  to 
the  general  fund  for  later  appropriation 
to  the  account,  in  whole  or  in  part,  as 
Congress  may  see  fit.  It  is  believed  that 
such  an  arrangement  will  be  constitu- 
tional. 


Action 

VII.  The  1939  amendments  estab- 
lished an  OAI  fund  (in  place  of  the 
"old-age  reserve  account").  (The  taxes 
go  into  the  general  fund  and  then  are 
automatically  appropriated  to  the  trust 
fund.) 


IX.  Not  followed;  1939  Act  delayed 
increase  in  contribution  rates  to  V/i 
percent. 


VIII.  The  old-age  insurance  fund  VIII.  Enacted  in  1939. 
should  specifically  be  made  a  trust  fund, 
with  designated  trustees  acting  on  the 
behalf  of  the  prospective  beneficiaries  of 
the  program.  The  trust  fund  should  be 
dedicated  exclusively  to  the  payment  of 
the  benefits  provided  under  the  program 
and,  in  limited  part,  to  the  costs  neces- 
sary to  the  administration  of  the 
program. 

IX.  The  consideration  of  change  in 
the  tax  schedule  under  title  VIII  of  the 
law  should  be  postponed  until  after 
the  rates  of  IH  percent  each  on  employer 
and  employee  are  in  effect  since  infor- 
mation will  not  be  available  for  some 
time  concerning  (a)  tax  collections  under 
varying  conditions,  (b)  effective  cover- 
age under  taxes  and  benefits,  (c)  average 
covered  earnings,  period  of  coverage, 
time  of  retirement,  and  average  amount 
of  benefits,  (d)  the  possibilities  of 
covering  farm  labor,  domestic  employees 
or  self-employed  persons,  and  (e)  the 
possibilities  of  introducing  new  types 
of  benefits. 

X.  The  problem  of  the  timing  of  the        X.  Not     applicable,     see     financing 
contributions  by  the  government,  taking    recommendation  C,  I.  above. 

into  account  the  changing  balance 
between  pay-roll-tax  income  and  benefit 
disbursements,  is  of  such  importance  as 
to  require  thorough  study  as  information 
is  available. 


XI.  Following  the  accumulation  of 
such  information,  this  problem  should 
be  restudied  for  report  not  later  than 
January  1,  1942,  as  to  the  proper 
planning  of  the  program  of  pay-roll 
taxes  and  governmental  contributions 
to  the  old-age  insurance  system  there- 
after, since  by  that  time  experience  on 
the  basis  of  5  years  of  tax  collections 
and  2  years  of  benefit  payments  (pro- 
vided the  present  act  is  amended  to 
that  efifect)  will  be  available.  Similar 
studies  should  be  made  at  regular 
intervals  following  1942. 


XI.  Same  as  above 
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1948  Advisory  Council  on  Social  Security 


Action 

1 .  Coverage  of  nonf arm  self-employed 
(except  professional  groups)  enacted 
in  1950.  Professional  self-employed 
covered  by  amendments  in  1954,  1956, 
and  1965.  The  1950  Act  set  the  contri- 
bution rate  for  the  self-employed  at 
VA  times  the  rate  paid  by  employees. 


Council's   recommendation 

1.  Self -employment. — Self-employed 
persons  such  as  business  and  professional 
people,  farmers,  and  others  who  work 
on  their  own  account  should  be  brought 
under  coverage  of  the  old-age  and  sur- 
vivors insurance  system.  Their  contri- 
butions should  be  payable  on  their  net 
income  from  self-employment,  and  their 
contribution  rate  should  be  1^2  times 
the  rate  payable  by  employees.  Persons 
who  earn  very  low  incomes  from  self- 
employment  should  for  the  present 
remain  excluded. 

2.  Farm  workers. — Coverage  of  the  2.  Coverage  of  some  farm  employees 
old-age  and  survivors  insurance  system  enacted  in  1950.  Additional  farm 
should  be  extended  to  farm  employees,    employees  covered  by  amendments  in 

1954  and  1956. 

3.  Household  workers. — Coverage  of  3.  Coverage  of  some  household 
the  old-age  and  survivors  insurance  employees  enacted  in  1950.  Additional 
system  should  be  extended  to  household  household  employees  covered  by  1954 
workers.  amendments. 

4.  Employees  of  nonprofit  institu-  4.  Coverage  on  an  elective  basis  of 
tions. — Employment  for  nonprofit  insti-  employees  of  nonprofit  organizations 
tutions    now    excluded    from    coverage    enacted  in  1950. 

under  the  old-age  and  survivors  insur- 
ance program  should  be  brought  under 
the  program,  except  that  clergymen 
and  members  of  religious  orders  should 
continue  to  be  excluded. 

5.  Federal  civilian  employees. — Old-  5.  Coverage  of  Federal  civilian  em- 
age  and  survivors  insurance  coverage  ployees  not  under  a  retirement  system 
should  be  extended  immediately  to  the  enacted  in  1950.  Rest  of  recommenda- 
employees  of  the  Federal  Government  tion  not  enacted. 

and  its  instrumentalities  who  are  now 
excluded  from  the  civil-service  retire- 
ment system.  As  a  temporary  measure 
designed  to  give  protection  to  the  short- 
term  Government  worker,  the  wage 
credits  of  all  those  who  die  or  leave 
Federal  employment  with  less  than  5 
years'  service  should  be  transferred  to 
old-age  and  survivors  insurance.  The 
Congress  should  direct  the  Social 
Security  Administration  and  the  agencies 
administering  the  various  Federal  re- 
tirement programs  to  develop  a  perma- 
nent plan  for  extending  old-age  and 
survivors  insurance  to  all  Federal 
civilian  employees,  whereby  the  bene- 
fits and  contributions  of  the  Federal 
retirement  systems  would  supplement 
the  protection  of  old-age  and  survivors 
insurance  and  provide  combined  benefits 
at  least  equal  to  those  now  payable 
under  the  special  retirement  systems. 
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Action 

6.  Under  1951  amendments,  credits 
for  work  covered  by  the  Railroad 
Retirement  Act  transferred  to  social 
security  if  an  employee,  at  retirement, 
disablement,  or  death,  has  less  than  10 
years  of  railroad  service.  Rest  of 
recommendation  not  enacted. 


7.  Enacted  in  1956. 


Council's  recommendation 

6.  Railroad  employees. — The  Congress 
should  direct  the  Social  Security  Ad- 
ministration and  the  Railroad  Retire- 
ment Board  to  undertake  a  study  to 
determine  the  most  practicable  and 
equitaVjle  method  of  making  the  railroad 
retirement  system  supplementary  to 
the  basic  old-age  and  survivors  insurance 
program.  Benefits  and  contributions  of 
the  railroad  retirement  system  should 
be  adjusted  to  supplement  the  basic 
protection  afforded  by  old-age  and 
survivors  insurance,  so  that  the  com- 
bined protection  of  the  two  programs 
would  at  least  equal  that  under  the 
Railroad  Retirement  Act. 

7.  Members  of  the  armed  forces. — Old- 
age  and  survivors  insurance  coverage 
should  be  extended  to  members  of  the 
armed  forces,  including  those  stationed 
outside  the  United  States. 

8.  Employees  of  State  ayid  local  govern-  8.  Coverage,  under  voluntary  agree- 
ments. — The  Federal  Government  ments  with  States,  of  State  and  local 
should  enter  into  voluntary  agreements  government  employees  not  under  a 
with  the  States  for  the  extension  of  retirement  system  enacted  in  1950; 
old-age  and  survivors  insurance  to  those  under  a  retirement  system  covered 
the  employees  of  State  and  local  by  1954  amendments, 
governments,    except    that    employees 

engaged  in  proprietary  activities  should 
be  covered  compulsorily. 

9.  Social  security  in  island  posses-  9.  Coverage  of  workers  in  some  U.S. 
sions. — A  commission  should  be  estab-  possessions  enacted  in  1950  and  in 
lished  to  determine  the  kind  of  social-    1960. 

security  protection  appropriate  to  the 
possessions  of  the  United  States. 

10.  Inclusion  of  lips  as  wages. — The  10.  Enacted  in  1965,  but  no  em- 
definition  of  wages  as  contained  in  ployer  contribution  on  tips  required, 
section    209(a)    of   the    Social    Security 

Act,  as  amended,  and  section  1426(a) 
of  subchapter  A  of  chapter  9  of  the 
Internal  Revenue  Code  should  be 
amended  to  specify  that  such  wages 
shall  include  all  tips  or  gratuities 
customarily  received  by  an  employee 
from  a  customer  of  an  employer. 


11.  hisured  status. — To  permit  a 
larger  proportion  of  older  workers, 
particularly  those  newly  covered,  to 
qualify  for  benefits,  the  requirments  for 
fully  insured  status  should  be  1  quarter 
of  coverage  for  each  2  calendar  quarters 
elapsing  after  1948  or  after  the  quarter 
in  which  the  indivudual  attains  the 
age  of  21,  whichever  is  Uiter,  and  before 
the  quarter  in  which  he  attains  the  age 
of  65  (60  for  women)  or  dies.  Quarters 


11.  Substantially  enacted  in  1950. 
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of  coverage  earned  at  any  time  after 
1936  should  count  toward  meeting  this 
requirement.  A  minimum  of  6  quarters 
of  coverage  should  be  required  and  a 
worker  should  be  fully  and  permanently 
insured  if  he  has  40  quarters  of  coverage. 
In  cases  of  death  before  January  1,  1949, 
the  requirement  should  continue  to  be  1 
quarter  of  coverage  for  each  2  calendar 
quarters  elapsing  after  1936  or  after  the 
quarter  in  which  the  age  of  21  was 
attained,  whichever  is  later,  and  before 
the  quarter  in  which  the  individual 
attained  the  age  of  65  or  died. 

12.  Maximum  base  for  contributions 
and  benefits. — To  take  into  account 
increased  wage  levels  and  costs  of 
living,  the  upper  limit  on  earnings 
subject  to  contributions  and  credited 
for  benefits  should  be  raised  from  $3,000 
to  $4,200.  The  maximum  average 
monthly  wage  used  in  the  calculation 
of  benefits  should  be  increased  from 
$250  to  $350. 

13.  Average  monthly  wage. — The  aver- 
age monthly  wage  should  be  computed 
as  under  the  present  law,  except  that 
any  worker  who  has  had  wage  credits 
of  $50  or  more  in  each  of  six  or  more 
quarters  after  1948  should  have  his 
average  wage  based  either  on  the  wages 
and  elapsed  time  counted  as  under  the 
present  law  or  on  wages  and  ehipsed 
time  after  1948,  whichever  gives  the 
higher  result. 

14.  Benefit  formula. — To  provide  ade- 
quate benefits  immediately  and  to 
remove  the  present  penalty  imposed  on 
workers  who  lack  a  lifetime  of  coverage 
under  old-age  and  survivors  insurance, 
the  primary  insurance  benefit  should  be 
50  percent  of  the  first  $75  of  the  average 
monthly  wage  plus  15  percent  of  the 
remainder  up  to  $275.  Present  bene- 
ficiaries, as  well  as  those  who  become 
entitled  in  the  future,  should  receive 
benefits  computed  according  to  this 
new  formula  for  all  months  after  the 
effective  date  of  the  amendments. 

15.  Increased  survivor  protection. — To 
increase  the  protection  for  a  worker's 
dependents,  survivor  benefits  for  a  fam- 
ily should  be  at  the  rate  of  three- 
fourths  of  the  primary  insurance  benefit 
for  one  child  and  one-half  for  each 
additional  child,  rather  than  one-half 
for  all  children  as  at  present.  The 
parent's  benefit  should  also  be  increased 
from  one-half  to  three-fourths.  Widows' 
benefits  should  remain  at  three-fourths 
of  the  primary  insurance  benefit. 


Action 


12.    1950  legislation  raised  base  from 
$3,000    to    $3,600    beginning    in    1951. 


13.  Substantially  enacted  in  1950; 
AMW  computed  using  years  after  1950 
(or  year  aged  21)  instead  of  after  1948. 


14.  Substantially  enacted  in  1950; 
PI  A  made  50  percent  of  first  $100  plus 
15  percent  of  next  $200  of  AMW, 
effective  for  April  1952. 


15.  Substantially  enacted  in  1960;  a 
surviving  child  receives  three-fourths 
of  the  primary  insurance  benefit.  Parents 
benefits  increased  from  one-half  to 
three-fourths    in    1950. 


340 


162 


Action 
16.   Enacted  in  1950. 


17.   Substantially    enacted    in 
but  without  the  alternative  of  3 
the  primary  insurance   amount. 


19-30, 
times 


Council's  recommendation 

16.  Dependents  of  insured  women. — To 
equalize  the  protection  given  to  the 
dependents  of  women  and  men,  benefits 
should  be  payable  to  the  young  children 
of  any  currently  insured  woman  upon 
her  death  or  eligiV^ility  for  primary 
insurance  benefits.  Benefits  should  be 
payable  also  (a)  to  the  aged,  dependent 
husband  of  a  primary  beneficiary  who, 
in  addition  to  being  fully  insured,  was 
currently  insured  at  the  time  she  became 
eligible  for  primary  benefits,  and  (b)  to 
the  aged,  dependent  widower  of  a 
woman  who  was  fully  and  currently 
insured  at  the  time  of  her  death. 

17.  Maximum  benefits. — To  increase 
the  family  benefits,  the  maximum 
benefit  amoimt  payable  on  the  wage 
record  of  an  insured  individual  .should 
be  three  times  the  primary  insurance 
benefit  amount  or  80  percent  of  the 
individual's  average  monthly  wage, 
whichever  is  less,  except  that  this  limita- 
tion should  not  operate  to  reduce  the 
total  family  benefits  below  $40  a  month. 

18.  Miuimuvi  bene^t. — The  mini- 
mum primary  in-urance  benefit  payable 
shcHild  be  rai.sed  to  $20. 

19.  Retirement  test. — No  retirement 
test  (work  clause)  should  be  imposed  on 
persons  aged  70  or  over.  At  lower  ages, 
however,  the  benefits  to  which  a  bene- 
ficiary and  his  dei)endents  are  entitled 
for  any  month  should  be  reduced  by  the 
amount  in  excess  of  $3.5  which  he  earns 
from  covered  employment  in  that 
month.  Benefits  should  be  suspended  for 
any  month  in  which  such  earnings  ex- 
ceed $35  but,  each  ciuarter,  beneficiaries 
should  receive  the  amount  by  which  the 
suspended  benefits  exceeded  earnings 
above  the  exemption. 

20.  Qualifying  aye  for  women. — The  20.  Under  the  1956  amendments  the 
minimum  age  at  which  women  may  eligibility  age  for  women  was  reduced 
qualify  for  old-age  benefits  (primary,  from  65"  to  62  instead  of  60  as  recom- 
wife's,  widow's,  parent's)  should  be  re-  mended. 

duced  to  60  years. 


18.    Enacted  in  1950. 


19.  Principle  of  the  provision  enacted 
in  1950;  exempt  age  75  instead  of  70. 
and  exempt  amount  $50  instead  of  $35. 
1950  amendments  did  not  provide  for 
quarterly  payment  of  excess  benefit 
amounts  withheld. 


21.  lAimp-sum  benefits. — To  help  meet 
the  special  expenses  of  illness  and  death, 
a  lump-sum  benefit  should  be  payable 
at  the  death  of  every  insured  worker 
even  though  monthly"  survivor  benefits 
are  i)ayable.  The  maximum  payment 
should  be  four  times  the  primary  insur- 
ance benefit  rather  than  six  times  as 
at  present. 


21.  Similar  provision  enacted  in  1950; 
maximum  payment  set  at  three  times 
the  PI  A.  The  1954  amendments  estab- 
lished a  maximum  lumjj-sum  payment 
of  $225.  This  limit  now  governs  all 
lump-sum  payments  since  3  times  the 
minimum  PIA  is  now  more  than  $225. 
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22.  Contribution  schedule  and  Govern- 
ment participation. — The  contribution 
rate  should  be  increased  to  IH  percent 
for  employers  and  Wi  percent  for  em- 
ployees at  the  same  time  that  benefits 
are  liberalized  and  coverage  is  extended. 
The  next  step-up  in  the  contribution 
rate,  to  2  percent  on  employer  and  2 
percent  on  employee,  should  be  post- 
poned until  the  l^^-percent  rate  plus 
interest  on  the  investments  of  the  trust 
fund  is  insufficient  to  meet  current  bene- 
fit outlays  and  administrative  costs. 
There  are  compelling  reasons  for  an 
eventual  Government  contribution  to 
the  system,  but  the  Council  feels  that  it 
is  unrealistic  to  decide  now  on  the  exact 
timing  or  proportion  v)f  that  contribu- 
tion. When  the  rate  of  2  percent  on 
employers  and  2  i>ercent  on  employees 
plus  interest  on  the  investments  of  the 
trust  fund  is  insufficient  to  meet  current 
outlays,  the  advisability  of  an  immedi- 
ate Government  contribution  should  be 
considered. 


Action 

22.  Under  1950  amendments,  contri- 
bution rate  increased  to  1.5  percent  for 
1951  and  2  percent  in  1954.  No  govern- 
ment contribution  authorized. 


1959  Advisory  Council  on  Soci.\l  Skcurity  Financing 
Council's  recommendation  Action 

THH    MAJOR    FINDING 


The  meth(jd  of  financing  the  old-age, 
survivors,  and  disability  insurance  pro- 
gram is  sound,  and,  based  on  the  best 
estimates  available,  the  contribution 
schedule  now  in  the  law  makes  adequate 
provision  for  meeting  both  short-range 
and  long-range  costs. 


Endorsement   of   existing   policy; 
action  necessary. 


no 


CONTRIBUTIONS       BY       KMPLOYEES,        KM- 
PLOYERS,    AND    THE    SELF-EMPLOYED 


A.  The  Council  believes  that,  as 
provided  in  present  law,  a  substantial 
part  of  the  cost  of  this  program  should 
be  borne  directly  by  those  who  benefit 
from  it. 


A.  Same  as  above. 


B.  The  Council  believes  that  it  is  also 
appropriate  for  a  substantial  part  of  the 
cost  of  the  program  to  be  borne  by  an 
employer  contribution  and  for  the  self- 
employed  to  pay  a  rate  equal  to  one  and 
one-half  times  the  employee  rate. 


B.  Same  as  above.  (1965  Council 
recommended  reduction  in  relative  size 
of  the  tax  rate  for  the  self-employed.) 
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Endorsement   of   existing   policy;   no 
action  necessary. 


CounciVs  recommendation  Action 

THE  EARNINGS  BASE  FOR  CONTRIBUTIONS 
AND    BENEFITS 

In  an  economy  characterized  by 
rising  wages  and  salaries  it  is  necessary 
to  give  periodic  review  to  the  maximum 
amount  of  earnings  subject  to  contri- 
butions and  credited  toward  benefits, 
since  this  maximum  determines  the 
proportion  of  the  covered  payrolls 
available  to  finance  the  program  and 
is  a  major  factor  in  determinmg  the 
extent  to  which  the  program  pays 
benefits  reasonably  related  to  the  past 
earnings  of  the  individual. 

THE   SCHEDULE   OF   CONTRIBUTION    RATES 

A  The  Council  endorses  the  contri-  A.  New  contribution  rate  schedule 
bution  schedule  in  present  law  on  the  enacted  in  19bl. 
basis  of  the  cost  estimates  we  have 
reviewed.  We  believe  that  the  1959, 
1960,  and  1963  rate  increases  should 
go  into  effect  as  scheduled  and  that 
conditions  will  probably  warrant  the 
1966  rate  increase  as  well.  The  last 
increase— that  scheduled  for  1969— will 
need  to  be  evaluated  in  the  light  of 
the  conditions  current  at  that  time  and 
in  the  light  of  the  cost  estimates  then 
available. 

B.  The  Council  believes  that  the 
establishment  of  a  contribution  schedule 
in  the  law  based  on  the  concept  of 
long-range  actuarial  balance  is  sound 
policy  and  should  be  continued.  How- 
ever, future  decisions  concerning  the 
financing  of  the  program  should  in- 
creasingly take  into  account  estimates 
of  trust  fund  income  and  outgo  over 
the  ensuing  15  or  20  years  based  on 
expected  earnings  and  employ- 
ment levels  and  on  demographic 
developments. 


B.   Policy  essentially  followed. 


THE  ROLE  OF  THE  TRUST  FUNDS 

A.  The  Council  approves  of  the 
accumulation  of  funds  that  are  more 
than  sufficient  to  meet  all  foreseeable 
short-range  contingencies,  and  that 
will  therefore  earn  interest  in  somewhat 
larger  amounts  than  would  be  earned 
if  the  funds  served  only  a  contingency 
purpose.  The  Council  concludes,  how- 
ever, that  a  "full"  reserve  is  unnecessary 
and  does  not  believe  that  interest 
earnings  should  be  expected  to  meet  a 
major  part  of  the  long-range  benefit 
costs. 


A.  Endorsement  of  existing  policy; 
no  action  necessary.  Both  the  1965  a,nd 
1971  Councils  recommended  financing 
policies,  which  were  adopted,  which 
have  the  result  of  reducing  the  relative 
role  of  interest  earnings  in  the  financing 
of  the  program.  In  particular  the  1971 
Council  specifically  recommended  that 
the  funds  be  maintained  at  a  con- 
tingency reserve  level. 
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Council's  recommend  at  ion 

B.  The  investment  of  the  trust  funds 
in  United  States  Government  obliga- 
tions is  a  proper  use  of  the  excess  of 
income  over  outgo  for  the  benefit  of  the 
contributors  to  the  funds.  The  trust 
funds  are  properly  kept  separate  from 
the  general  fund  of  the  Treasury  and 
have  the  same  lender  status  as  other 
investors  in  Federal  securities. 


Action 
B.  Same  as  above. 


THK    MANAGKMENT   AND    INVKSTMENT   OF 
THE   TRUST   FUNDS 

A.  The  investment  of  the  trust  funds        A.  Same  as  above, 
should    continue    to    be    restricted    to 
interest-bearing      obligations      of      the 

United  States  Government  or  to  obliga- 
tions guaranteed  as  to  principal  and 
interest  by  the  United  States. 

B.  The  investment  of  the  trust  funds        B.   Policy     adopted     by     Boards     of 
should    be    in    obligations    having    ma-'  Trustees. 

turities  which  reasonably  reflect  the 
long-term  character  of  the  funds. 

C.  Each  special  obligation  issued  for        C.  Enacted  in  1960. 
purchase    by    the    trust    funds    should 

carry  a  rate  of  interest  that,  in  prin- 
ciple, equals  the  rate  of  return  being 
realized  by  investors  who  purchase 
long-term  Government  securities  in  the 
open  market  at  the  time  the  special 
obligation  is  issued. 

D.  Investment  of  the  trust  funds,  as  D.  Statute  not  amended,  but  recom- 
at  present,  should  be  either  in  special    mendation  followed  in  practice. 

issues  or  in  public  issues,  but  the  statute 
should  be  amended  to  provide  that 
public  issues  may  be  acquired  only 
when  they  will  provide  currently  a  yield 
equal  to  or  greater  than  the  yield  that 
would  be  provided  by  the  alternative 
of  investing  in  special  issues. 

E.  The  law  should  be  amended  to  E.  Enacted  in  1960.  (However,  1965 
state  that  the  Board  of  Trustees  as  a  amendments  changed  the  interval  be- 
whole  has  the  responsibility  to  review    tween  meetings  back  to  1  year.) 

the  general  policies  followed  in  manag- 
ing the  trust  funds,  and  to  recommend 
changes,  as  needed,  in  the  provisions  of 
the  law  that  govern  the  way  in  which 
the  trust  funds  are  to  be  managed.  In 
keeping  with  the  nature  of  its  responsi- 
bilities, the  intervals  between  meetings 
of  the  Board  should  be  not  more  than 
6  months. 

F.  The  Council  has  examined  broadly  F.  Endorsement  of  existing  laws  and 
the    way    administrative    expenses    are    practices. 

charged  to  the  trust  funds  and  the 
financial  provisions  relating  to  the 
Railroad  Retirement  Account  and  to 
the  coverage  of  the  members  of  the 
armed  forces  and  believes  that  the 
arrangements  are  fair. 
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1965  Advisory  Council  on  Social  Security 
Council's  recommendation  Action 


I.  financing  the  present  program 

1.  The  Status  of  the  Program  and 
Allocation  of  Contribution  Income. — The 
social  security  program  as  a  whole  is 
soundly  financed,  its  funds  are  properly 
invested,  and  on  the  basis  of  actuarial 
estimates  that  the  Council  has  reviewed 
and  found  sound  and  appropriate,  pro- 
vision has  been  made  to  meet  all  of  the 
costs  of  the  program  both  in  the  short 
run  and  over  the  long-range  future.  The 
contribution  income  should  be  reallo- 
cated between  the  two  trust  funds,  how- 
ever, so  that  the  disability  insurance 
part  of  the  program,  like  the  old-age 
and  survivors  insurance  part  of  the  pro- 
gram and  the  program  as  a  who^p,  will 
be  in  close  actuarial  balance. 

2.  Adjustment  in  the  Contribution  Rate 
Schedule  in  the  Short  Range.— The  con- 
tribution rates  now  scheduled  in  the 
law  should  be  adjusted  to  avoid  the 
rapid  increase  in  trust  fund  assets  that 
will  otherwise  begin  with  the  rate  in- 
creases scheduled  for  1966  and  1968. 

3.  The  Contribution  Rates  in  the  Long 
Range. — There  should  continue  to  be 
included  in  the  law  a  schedule  of  contri- 
bution rates  which,  according  to  the 
intermediate-cost  estimates,  will  be 
sufficient  to  support  the  program  over 
the  long-range  future.  However,  de- 
cisions about  putting  future  rate  in- 
creases into  effect,  once  the  rates 
actually  being  charged  are  high  enough  to 
cover  the  long-range  cost  of  the  program 
as  shown  by  a  reasonable  minimum 
estimate,  should  be  guided  largely  by 
estimates  of  program  costs  over  a  15-  or 
20-year  period. 

4.  The  Contribution  and  Benefit 
Base. — The  maximum  amount  of  annual 
earnings  that  is  taxable  and  creditable 
toward  benefits  needs  to  be  substantially 
increased  in  order  to  maintain  the  wage- 
related  character  of  the  benefits,  to 
restore  a  broader  financial  base  for  the 
program  and  to  apportion  the  cost  of  the 
system  among  low-paid  and  higher-paid 
workers  in  the  most  desirable  way. 

5.  The  Contribution  Rate  for  the  Self- 
Employed.  Increases  in  the  social  secu- 
rity contribution  rate  for  the  self- 
employed  beyond  the  present  rate 
should  be  put  into  effect  gradually,  and 
only  to  the  extent  that  the  ultimate 
rate  will  be  no  more  than  1  percent  of 
earnings  greater  than  the  rate  paid  by 
employees. 


1.  First  part  an  endorsement  of  exist- 
ing law ;  no  action  necessary. 


Enacted    in    1965; 
trust  fund  increased. 

2.  Enacted  in  1965. 


allocation    to    DI 


3.  Policy  essentially  followed. 


4.  Base 
1965  Act. 


substantially    increased    by 


5.  Not  enacted. 
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Council's  recommendation 

6.  Maintaining  the  Integrity  of  the 
Trust  Funds. — To  maintain  the  integrity 
of  the  trust  funds,  the  reimbursement 
of  the  trust  funds  for  the  cost  of  pay- 
ing social  security  benefits  based  on 
military  service  for  which  no  contribu- 
tions were  paid  should  begin  without 
further  delay  and  the  Board  of  Trustees 
should  be  given  specific  responsibility 
for  reviewing  those  administrative 
charges  against  the  trust  funds  which 
are  based  on  estimates  rather  than  on 
actual  costs. 


Action 
6.   Enacted  in  1965. 


II.    HOSPITAL    INSURANCE    FOR    OLDER 
PEOPLE    AND    THE    DISABLED 

1.  Inpatient  Hospital  Benefits. — The 
proposed  hospital  insurance  for  people 
age  65  or  over  and  the  disabled  should 
cover  a  number  of  days  sufficient  to 
meet  the  cost  of  inpatient  hospital  serv- 
ices for  the  full  stay  of  almost  all 
beneficiaries. 


2.  Outpatient  Hospital  Diagnostic  Serv- 
ices.— Payment  under  the  program 
should  be  made  for  the  costs  of  out- 
patient hospital  diagnostic  services  fur- 
nished beneficiaries. 

3.  Deductibles. — Hospitalized  bene- 
ficiaries should  pay  a  deductible  equal 
to  the  cost  of  one-half  day  of  care — $20 
at  the  program's  beginning.  In  the  case 
of  beneficiaries  who  are  provided  out- 
patient diagnostic  services,  this  deduct- 
ible amount  should  be  applied  for  each 
30-day  period  during  which  diagnostic 
services  are  provided. 


1.  Enacted  in  1965  for  people  age  65 
and  older;  extended  to  beneficiaries  who 
have  been  receiving  benefits  for  at  least 
24  consecutive  months  on  the  basis  of 
their  disability  in  1972.  Each  benefit 
period  consists  of  90  days  of  covered 
inpatient  hospital  services.  In  1967  a 
lifetime  reserve  of  60  additional  days  of 
inpatient  hospital  service  was  added. 
The  1965  law  also  included  supplemen- 
tary medical  insurance,  which  provides 
coverage  for  physicians'  care  and  other 
medical  services. 

2.  Enacted  in  1965. 


3.  Substantially  enacted  in  1965.  The 
deductible  for  the  first  60  days  of  in- 
patient care  is  equivalent  to  the  national 
average  cost  per  patient  day  of  hospital 
care — currently  $84.  For  the  61st 
through  the  90  day,  there  is  a  daily 
coinsurance  equal  to  one-fourth  of  the 
hospital  deductible;  for  each  hospital 
lifetime  reserve  day  used,  the  daily 
coinsurance  is  one-half  of  the  deduct- 
ible. For  posthospital  extended  care 
service  the  coinsurance  is  one-eighth  of 
the  deductible  a  day  for  the  21st  through 
the  100th  day.  Under  the  supplemen- 
tary medical  insurance  program,  the 
deductible  is  $60  and  the  coinsurance 
amount  is  20  percent  of  charges  over 
$60.  Coverage  of  outpatient  hospital 
diagnostic  services,  originally  covered 
under  the  hospital  insurance  program, 
was  transferred  to  the  supplementary 
medical  insurance  program  in  1967  and 
is  subject  to  a  $60  deductible  and  20 
percent  coinsurance. 
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CounciVs  recommendation 


Actioyt 


4.  Services  in  Extended-Care  Facili-  4.  Substantially  enacted  in  1965.  No 
ties. — The  cost  of  posthospitalization  ex-  provision  was  included  for  substitution 
tended-care  services  in  facilities  which  of  additional  extended  care  days  for 
provide  high-quality  rehabilitative  and    unused  hospital  days. 

convalescent  services  should  be  covered 
so  as  to  pay  for  a  minimum  number  of 
days  after  hospitalization  in  all  cases, 
with  additional  days  of  extended-care 
services  being  paid  for  if  the  patient 
has  not  used  all  of  his  inpatient  hospital 
coverage. 

5.  Organized    Home     Nursing    Serv-        5.   Enacted  in  1965. 
ices. — Insurance     coverage    should     be 

provided  for  organized  home  nursing 
services. 

6.  Payments  on  the  Basis  of  Reason-        6.   Enacted  in  1965. 
able     Cost. — The     extent     of     hospital 

insurance  and  related  protection  should 
be  specified  in  terms  of  the  services 
covered  rather  than  in  terms  of  fixed 
dollars,  and  covered  services  should  be 
paid  for  on  the  basis  of  the  full  reason- 
able cost  of  the  services. 

7.  Hospital  Staff  Review  of  JJHliza-  7.  Enacted  in  1965  and  modified  in 
tion. — Hospitals  should  be  required,  as    1972. 

a  condition  of  participation,  to  establish 
professional  staff  committees  to  review 
the  services  utilized. 


8.  Administration. — The  proposed 
hospital  insurance  provisions  should  be 
administered  by  the  same  Federal 
agencies  which  administer  the  social 
security  program  but  in  carrying  out 
this  responsibility  the  Federal  Gov- 
ernment should  use  private  and  State 
agencies  to  the  extent  that  these  agencies 
can  contribute  to  efficient  and  effective 
operation. 

9.  The  Basis  of  Eligibility  for  Bene- 
fits.— Hospital  insurance  benefits  should 
be  provided  for  aged  and  disabled 
beneficiaries  of  the  social  security 
program,  and  special  provision  should 
be  made  for  the  next  few  years  for  those 
who  have  not  met  the  requirements  of 
eligibility  under  the  program. 

10.  Financing. — The  proposed  hospi- 
tal insurance  program  should  be 
financed  by  a  special  earmarked  con- 
tribution of  0.4  percent  of  covered 
earnings  from  employees  and  from 
employers,  and  0.5  percent  from  the 
self-employed,  with  an  0.15  percent 
contribution  from  Federal  general  rev- 
enues to  cover  the  cost  of  benefits  for 
those  already  retired  or  disabled. 


8.  Enacted  in  1965. 


9.  Enacted  in  1965  for  all  persons 
age  65  and  over;  extended  to  disabled 
persons  who  have  been  receiving  social 
security  or  railroad  retirement  benefits 
for  2  consecutive  years  or  more  on  the 
basis  of  their  disability  in  1972. 


10.  Enacted  in  1965,  Contribution 
rate  for  employees,  employers,  and 
the  self-employed  was  set  at  0.35 
percent  each  for  1966.  The  current 
rate  is  0.9  percent  each. 
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Council's  recommendation 
III.  improvemp:nts  in  the  cash-benefit 

PROVISIONS 


Action 


1.    The  Period  for  Computing  Benefits        1.  Shortened      benefit      computation 
for    Men. — The    period    for    computing    period   for   men   enacted   in    1972,    but 
benefits    (and  insured  status)    for  men    prospective  only— not  for  those  already 
should  be  based,  as  is  now  the  case  for    on  the  rolls, 
women,   on  the  period  up  to  the  year 
of  attainment  of  age  62,  in  stead  of  age 
65  as  under  present  law,  with  the  result 
that  3  additional  years  of  low  earnings 
would  be  dropped  from  the  computation 
of  retirement  benefits  for  men. 


2.  A  General  Increase  in  Benefits. — A 
general  increase  in  benefit  amounts, 
accomplished  by  a  change  in  the  way 
the  benefit  formula  is  constructed, 
should  be  provided  to  take  into  account 
increases  in  wages  and  prices  since 
the  last  general  benefit  increase  in 
1958,  and  the  maximum  on  monthly 
family  benefits  should  be  related  to 
earnings  throughout  the  benefit  range. 

3.  The  maximum  Lump-Sum,  Death 
Payment. — The  maximum  lump-sum 
death  payment  should  not  be  set  in 
terms  of  an  absolute  dollar  limit  but 
rather  should  be  the  same  as  the  high- 
est family   maximum  monthly  benefit. 

dependents'   and   survivors'   BENEFITS 

4.  Children  Over  Age  18  Attending 
School. — Benefits  should  V)e  payable  to 
a  child  until  he  reaches  age  22,  provided 
the  child  is  attending  school  between 
ages  18  and  22. 


2.  Benefits  increased  in  1965;  guar- 
anteed an  increase  of  7  percent  or  $4 
in  benefit  level,  whichever  was  higher, 
effective  for  January  1,  1965.  Change 
in  the  construction  of  the  benefit 
formula  not  enacted. 


3.  Not  enacted. 


4.  Enacted  in  1965.  Extended  in  1972 
to  end  of  quarter  or  semester  in  which 
22nd  birthday  occurs. 


5.    Disabled    Widows. — The    disabled        5.  Partially  enacted  in  1967 — benefits 
widow  of  an  insured  worker,  if  she  be-    provided  for  disabled  widows  and  wid- 
came    disabled    before    her    husband's    owers  at  age  50. 
death  or  before  her  youngest  child  be- 
came   18,    or   within   a   limited    period 
after  either  of  these  events,  should  be 
entitled  to  widow's  benefits  regardless 
of  her  age. 


6.  Definition  of  Child. — A  child  should 
be  paid  benefits  based  on  his  father's 
earnings  without  regard  to  whether  he 
has  the  status  of  a  child  under  State 
inheritance  laws  if  the  father  was  sup- 
porting the  child  or  had  a  legal  obliga- 
tion to  do  so. 


6.  Substantially  enacted  in  1965. 


disability  benefits 

7.  Y'oung  Disabled  Workers. — Young 
workers  who  become  disabled  should 
have  their  eligibility  for  benefits  deter- 
mined on  the  basis  of  a  test  of  substan- 
tial and  recent  employment  that  is 
appropriate  for  such  workers. 


7.  Enacted  in  1967;  workers  disabled 
before  age  31  must  have  quarters  of 
coverage  equal  to  one-half  the  quarters 
elapsing  after  age  21  up  to  disablement, 
with  a  minimum  of  6  such  quarters. 
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Council's  recommendation 

8.  Rehabilitation  of  Disability  Bene- 
ficiaries.— The  social  security  program 
should  pay  the  costs  of  rehabilitation 
for  disability  beneficiaries  likely  to  be 
returned  to  gainful  work  through  such 
help,  with  the  rehabilitation  services 
being  provided  through  State  vocational 
rehabilitation  agencies. 

ELIGIBILITY  FOR  BEN?:PITS 

9.  Insured  Status. — The  Council  rec- 
ommends retention  of  a  requirement  of 
covered  work  as  a  test  of  eligibility 
for  benefits,  and  has  no  major  changes 
to  recommend  in  the  present  provisions. 

10.  Retirement  Test. — The  provision 
in  the  law  that  prevents  the  payment 
of  benefits  to  a  person  with  substantial 
earnings  from  current  work — the  retire- 
ment test — is  essential  in  a  program 
designed  to  replace  lost  work  income  and 
should  be  retained. 


Action 
8.  Enacted  in  1965. 


9.    Endorsement   of  existing  law;   no 
legislation  necessary. 


10.  Endorsement  of  existing  law;  no 
legislation  necessary  (Test  retained  but 
exempt  amount  and  reduction  factor 
changed    in    subsequent    legislation.) 


EXTENDING 


THE   COVERAGE 
PROGRAM 


OF   THE 


11.  Enacted  in  1965. 


11.  Doctors  of  Medicine. — Self- 
employed  doctors  of  medicine  should 
be  covered  on  the  same  basis  as  other 
self-employed  people  now  covered,  and 
interns  should  be  covered  on  the  same 
basis  as  other  employees  working  for 
the  same  employer. 

12.  Tips. — Social   security   contribu-        12.  Enacted  in  1965,  but  no  employer 
tions  should  be  paid  on  tips  an  employee    contributions  on  tips  required, 
receives   from    a    customer   of    his    em- 
ployer,   and    tips    should    be    counted 

toward  benefits. 


13.  Federal  Employees. — Social  secu- 
rity credit  should  be  provided  for  the 
Federal  employment  of  workers  whose 
Federal  service  was  covered  under  the 
civil  service  retirement  system  but 
who  are  not  protected  under  that 
system  at  the  time  they  retire,  become 
disabled,  or  die. 

14.  Slate  and  Local  Government  Em- 
ployees.— The  coverage  of  additional 
State  and  local  government  employees 
should  be  facilitated  by  making  avail- 
able to  all  States  the  option  of  covering 
only  those  present  members  of  State  and 
local  government  retirement  system 
groups  who  wish  to  be  covered,  with 
coverage  of  all  new  members  of  the 
group  being  compulsory.  Also,  police- 
men and  firemen  in  all  States  should  be 
provided  the  same  opportunity  for 
coverage  as  other  State  and  local 
government  employees. 


13.   Not  enacted. 


14.   First  part  of  recommendation  not 
enacted. 


In  1967  under  certain  conditions 
coverage  under  voluntary  agieements 
between  States  and  the  Federal  Gov- 
ernment was  extended  to  firemen  under 
a  retirement  system. 
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1971  Advisory  Council  on  Social  Security 
Council's  recommendation  Aclioji 

A.   Cash  Benefits 


GENERAL    RECOMMENDATIONS 

1.  Automatic  Adjustments. — The  law 
should  provide  a  guarantee  that,  in  the 
absence  of  congressional  action,  social 
security  benefits  will  be  at  least  kept 
up  to  date,  automatically,  with  increases 
in  prices,  and  that  the  contribution 
and  benefit  base  and  the  retirement  test 
exempt  amount  will  be  automatically 
adjusted  to  increases  in  earnings  levels. 

2.  Criteria  for  Future  Benefit  In- 
creases.—  Future  congressional  consider- 
ation of  social  security  cash  benefit 
levels  should  include  consideration  of 
improved  benefit  levels  Ijased  on  criteria 
related  to  (1)  the  adequacy  of  benefit 
amounts  for  regularly  employed  low- 
paid  workers  and  (2)  the  relationship  of 
benefit  levels  in  general  to  the  levels  of 
living  of  current  workers. 

3.  The  Contributiun  and  Benefit 
Base. — The  maximum  amount  of  annual 
earnings  that  is  taxable  and  creditable 
toward  benefits — the  contribution  and 
benefit  base — should  be  increased  to 
$12,000  in  1974  and  thereafter  should 
be  automatically  kept  up  to  date  with 
rising  earnings  levels. 

4.  Maximum  Family  Benefits. — 
Each  time  a  general  benefit  increase 
takes  place  in  the  future,  maximum 
family  benefits  should  be  increased  by 
the  same  percentage  so  that  families 
coming  on  the  rolls  after  the  general 
increase  occurs,  as  well  as  families 
already  on  the  rolls  at  the  time,  would 
be  guaranteed  the  full  amount  of  the 
increase. 


1.  Automatic  adjustment  of  bene- 
fits and  contribution  and  benefit  base 
enacted  in    1972. 

Automatic    adjustment   of   retirement 
test  exempt  amount  enacted  in  1972. 


2.  Partially  adopted.  20-percent  bene- 
fit increase  and  special  minimum 
benefit  for  long-term  workers  enacted 
in  1972. 


3.  Substantially  adopted.  Under  1972 
legislation  the  base  went  to  $10,800 
in  1973  and  $12,000  in  1974  with  auto- 
matic adjustment  thereafter.  (1973 
legislation  increased  base  to  $13,200 
in  1974.) 


4.   Enacted  in  1971. 


RETIREMENT 


AND     SURVIVORS 
TION 


PROTEC- 


5.  Lump-Sum  Death  Payments. — The 
statutory  dollar  limit  of  $255  on  the 
lump-sum  death  payment  should  be 
removed  so  that  lump-sum  payments 
would  vary  with  the  past  earnings  of 
the  worker.  The  payment  should  con- 
tinue to  equal  three  times  the  benefit 
computed  (m  the  earnings  of  the  de- 
ceased worker,  with  the  maximum  pay- 
ment being  the  same  as  the  highest 
monthly  benefit  for  a  family. 


5.  Not  enacted. 
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6.  Election  to  Receive  Actuarially  Re- 
duced Benefits.— A  person  eligible  for 
actuarially  reduced  benefits  both  as  a 
retired  worker  and  as  a  spouse  should  be 
able  to  choose  to  take  only  one  of  the 
two  benefits  and  claim  the  other  one 
later,  with  the  reduction  in  one  benefit 
having  no  effect  on  the  amount  of  the 
benefit  that  is  taken  later. 

7.  Retroactive  Benefit  Payments. — 
Social  security  benefits  should  not  be 
paid  retroactively  for  months  before  an 
appUcation  is  filed  when  this  would 
require  permanent  reduction  of  future 
monthly  benefits. 

8.  Equal  Treatment  of  Men  and 
Women.— The  number  of  years  oyer 
which  earnings  are  averaged  in  figunng 
benefit  amounts,  and  the  period  used  to 
determine  the  amount  of  covered  em- 
ployment needed  to  qualify  for  benefits, 
should  be  shortened  by  3  years  for  men 
so  that  the  number  of  years  used  would 
be  the  same  as  for  women — both  for 
those  on  the  benefit  rolls  and  for  those 
coming  on  in  the  future.  Also,  actuari- 
ally reduced  benefits  should  be  provided 
for  dependent  widowers  at  age  60,  as 
they  are  now  for  dependent  widows. 

9.  The  Retirement  Test.— The  social 
security  retirement  test,  under  which 
benefits  are  decreased  or  withheld  if  a 
beneficiary  has  substantial  earnings 
from  work,  should  be  retained,  but  the 
test  should  be  changed  to  enable  bene- 
ficiaries to  increase  their  earnings  with- 
out disadvantage. 

10.  Widows  and  Widowers. — Widows' 
and  dependent  widowers'  benefits  should 
be  increased  so  that  a  widow  or  de- 
pendent   widower    who    comes    on    the 
rolls  at  or  after  65  would  receive  either 
100  percent  of  the  benefit  the  insured 
worker   was   actually   receiving   at   the 
time  of  his  or  her  death  or,  if  the  insured 
worker  was  not  receiving  benefits,  100 
percent  of  the  benefit  he  would  have 
been  eligible  for  at  age  65.  Benefits  for 
widows   and  dependent  widowers  who 
come  on  the  rolls  between  the  ages  of  60 
and  65  should  be  reduced  so  that  these 
beneficiaries  will  receive  about  the  same 
amount    in    benefits,    over    the    longer 
period  over  which  the  benefits  will  be 
paid,  as  they  would  have  received  if  they 
started  to  get  benefits  at  or  after  age  65. 


Action 


6.  Not  enacted. 


7.  Not  enacted. 


8.  Shortened  benefit  computation 
period  for  men  enacted  in  1972,  but  pro- 
spective only — not  for  those  men 
already  on  the  rolls. 


Reduced  benefits  for  dependent  wid- 
owers at  age  60  enacted  in  1972. 

9.  Substantially  adopted  in  1972. 


10.  Enacted  in  1972. 
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11.  Child  Dependent  on  a  Related 
Worker  Not  His  Parent. — Benefits  should 
be  provided  for  a  child  on  the  basis  of 
the  earnings  of  a  related  worker  other 
than  his  parent  if  the  child  was  de- 
pendent on  and  living  with  the  worker 
for  a  specified  period  immediately  before 
the  worker  became  entitled  to  benefits  or 
died. 


Action 

11.  Similar  provision  adopted  in 
1972 — but  applicable  only  where  the 
"related  worker"  is  the  child's  grand- 
parent. 


12.  Support  Requirement  for  Divorced 
Wives  and  Widows. — The  law  should 
be  revised  to  eliminate  the  requirement 
that  to  qualify  for  benefits  based  on  the 
earnings  record  of  her  former  husband  a 
divorced  woman  must  show  that  she 
lost  support  or  a  potential  source  of 
support  when  he  retired,  became  dis- 
abled, or  died. 


12.  Enacted  in  1972. 


UISABILITY     PROTECTION 

13.  Insured  Status  Requirements  for 
Disability  Benefits. — Workers  should  be 
able  to  qualify  for  disability  benefits 
without  having  to  meet  a  test  of  recent 
covered  work — a  test  that  does  not  have 
to  be  met  to  qualify  for  other  social 
security  benefits. 

14.  Waiting  Period  for  Disability 
Benefits. — The  waiting  period  for  dis- 
ability insurance  benefits  should  be 
reduced  by  1  month  so  that  benefits 
would  first  be  payable  for  the  6th 
month  after  total  disability  occurs 
(payable  in  the  7th  month),  and  such 
benefits  should  be  paid  without  regard 
to  whether  the  disability  is  expected 
to  last  at  least  12  months  or  to  result 
in  death. 

15.  Older  Disabled  Workers. — A  worker 
aged  55  or  over  should  be  considered 
disabled  for  purposes  of  social  security 
if  he  meets  the  test  of  disability  now 
applicable  to  older  blind  workers,  which 
is  more  liberal  than  the  general  test  of 
disability  in  present  law. 

16.  Rehabilitation  of  Disability  Bene- 
ficiaries.— The  amount  of  social  security 
trust  fund  money  authorized  for  reim- 
bursement of  State  vocational  rehabili- 
tation agencies  for  the  costs  of  rehabili- 
tating social  security  disability  bene- 
ficiaries should  be  increased. 


13.  Similar     provision     adopted     in 
1972 — limited  to  the  blind  only. 


14.  Reduction  in  waiting-period  pro- 
vision adopted  in  1972  but  12-month 
prognosis-duration      requirement      not 


changed. 


15.   Not  enacted. 


16.  The  1972  amendments  increased 
in  steps  the  amount  of  trust  fund  money 
to  1.5  percent  of  previous  year's  dis- 
ability benefits;  Council  recommended 
up  to  2  percent. 
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17.  Workmen's  Compensation  Offset  for 
Disability  Insurance  Beneficiaries. — 
When  a  disabled  worker  is  eligible  for 
both  social  security  disability  benefits 
and  workmen's  compensation,  his  com- 
bined benefits  should  be  restricted  to  an 
amount  that  is  less  than  he  was  earning 
before  he  became  disabled.  However, 
the  method  prescribed  in  present  law 
for  determining  a  disabled  worker's  pre- 
vious earnings — based  on  average  earn- 
ings over  a  period  of  5  years  or  more — 
should  be  revised  to  provide  a  more 
accurate  measure  of  the  worker's  earn- 
ings at  the  time  he  became  disabled. 
Such  a  measure  would  be  provided  by 
his  earnings  in  his  best  year  in  the 
period  consisting  of  the  year  in  which 
he  became  disabled  and  the  five  years 
immediately  preceding  that  year. 

18.  Disabled  Widows  and  Widowers. — 
Disabled  widows  and  disabled  depend- 
ent widowers  should  be  eligible  for  bene- 
fits without  regard  to  age,  and  the 
benefits  should  not  be  reduced  by  reason 
of  their  beginning  before  age  65. 

19.  Disabled  Wives  and  Husbands. — 
Benefits  comparable  to  those  provided 
for  aged  wives  and  aged  dependent 
husbands  of  social  security  beneficiaries 
should  be  paid  to  disabled  wives  and 
disabled  dependent  husbands. 

20.  Childhood  Disability. — The  dis- 
ability benefits  provided  for  sons  and 
daughters  of  insured  deceased,  dis- 
abled, or  retired  workers  who  become 
totally  disabled  before  reaching  age  18 
should  be  provided  also  for  those  who 
become  totally  disabled  after  reaching 
age  18  but  before  age  22.  Also,  a  person 
whose  childhood  disability  benefits  are 
terminated  because  he  returns  to  work 
or  recovers  tmporarily  should  be  per- 
mitted to  again  be  eligible  for  benefits 
if  he  becomes  unable  to  work  before 
he  has  had  a  reasonable  opportunity 
to  acquire  disability  protection  based 
on  his  own  earnings. 

COVERAGE  UNDER  SOCIAL  SECURITY 

21.  Federal  Civilian  Employees. — The 
Council  recommends  that  the  Congress 
give  consideration  to  an  approach  under 
which  earnings  credits  under  social 
security  and  the  civil  service  retire- 
ment system  of  a  worker  who  retires, 
becomes  disabled,  or  dies,  would  be 
combined  in  cases  when  there  is  no 
benefit  eligibility  under  one  or  either 
system  so  that  benefits  can  be  paid — 
under  one  system  or  the  other — which 
take  into  account  the  worker's  earn- 
ings under  both  systems. 


Action 
17.  Enacted  in  1972. 


18.  Not  enacted. 


19.   Not  enacted. 


20.  Enacted  in  1972,  except  that 
reentitlement  period  is  7  years,  while 
Council  recommended  10  years. 


21.  Not  enacted. 
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22.  Farm  Workers. — Social  security  22.  Not  enacted, 
coverage  of  farm  workers  should  be 
improved  by  providing  that  employers 
who  have  substantial  amounts  of  ex- 
penditures for  farm  labor  reporr  all 
of  the  cash  wages  paid  to  their  em- 
ployees, and  that  the  determination  of 
whether  leaders  of  farm  labor  crews 
are  employers  of  their  crew  members 
be  made  under  the  common-law  test  of 
whether  an  individual  is  an  employee. 

B.   Medicare 

1.  Coverage  for  the  Disabled. — Medicare  1.  Enacted  in  1972,  but  limited  to 
should  be  extended  to  social  security  persons  who  have  been  receiving  benefits 
disability  beneficiaries.  on  the  basis  of  their  disability  for  24 

consecutive  months. 


2.  Coverage  of  Prescription  Drugs. — 
Medicare  should  be  expanded  to  include 
coverage  of  out-of-hospital  drugs  re- 
quiring a  prescription.  Such  coverage 
should  apply  to  all  persons  entitled  to 
Medicare  protection,  including  social 
security  disability  beneficiaries  as  well 
as  those  age  65  and  over.  Medicare 
should  be  responsible  for  a  flat  copay- 
ment  amount  of  $2  per  new  prescription 
and  $1  per  refill  prescription,  and  the 
Medicare  payment  should  be  to  the 
drug  vendor,  who  would  be  responsible 
for  maintaining  necessary  records  and 
initiating  claims. 

3.  Financing  Hospital  Insurance  and 
Supplementary  Medical  Insurance 
through  Social  Security  Contributions 
and  General  Revenues. — For  financing 
purposes,  supplementary  medical  in- 
surance (now  financed  through  pre- 
miums and  general  revenues)  should  be 
combined  with  hospital  insurance,  and 
the  Medicare  program,  as  enlarged 
under  the  Council's  recommendations, 
should  be  financed  by  one-third  con- 
tribution from  employees,  one-third 
from  employers,  and  one-third  from 
general  revenues.  Thus,  people  would 
pay  in  advance  toward  supplementary 
medical  insurance,  as  they  do  toward 
hospital  insurance,  through  contribu- 
tions during  the  working  years  rather 
than  premiums  after  age  65. 

4.  Coverage  of  Additional  Days  of 
Inhospital  Care  and  Extended  Care. — 
The  number  of  "lifetime  reserve"  days 
for  which  inpatient  hospital  benefits 
may  be  paid  should  be  increased  from 
60  days  to  120  days,  and  the  daily 
rate  of  coinsurance  now  applicable  to 
such  lifetime  reserve  days  should  be 
an  amount  equal  to  one-fourth  (rather 


2.  Not  enacted. 


3.  Not  enacted.  Under  1972  amend- 
ments, supplementary  medical  insurance 
premium  can  be  increased  only  in  event 
of  a  general  benefit  increase — and  then 
by  no  more  than  the  percentage  by 
which  cash  benefits  have  been  increased 
since  the  SMI  premium  was  last 
increased. 


4.  Not  enacted. 
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than  the  present  one-half)  of  the  in- 
patient hospital  deductible.  A  lifetime 
reserve  of  60  covered  days,  to  which 
would  be  applied  a  rate  of  coinsurance 
equal  to  one-eighth  of  the  inpatient 
hospital  deductible,  should  be  added 
to  the  present  posthospital  extended 
care  benefits. 

C.  Financing 


Action 


ACTUARIAL  SOUNDNESS  OF  THE  PROGRAM 

1.  Current  Status. — Adequate  provi- 
sion has  been  made  in  the  law  to  meet 
all  the  costs  of  the  cash  benefits  pro- 
gram both  in  the  short  run  and  over 
the  long-range  future;  the  cash  benefits 
program  is  actuarially  sound.  Income 
to  the  supplementary  medical  insur- 
ance part  of  the  Medicare  program  will 
be  more  than  sufficient  to  meet  incurred 
benefits  costs  over  the  period,  estab- 
lished by  the  law,  for  which  monthly 
premiums  have  been  promulgated.  How- 
ever, unless  income  is  increased,  the 
hospital  insurance  trust  fund  will  be 
exhausted  in  1973. 


1.  Under  estimates  made  at  the  time 
of  the  1973  legislation,  the  cash-benefits 
program  remains  actuarially  sound.  The 
underfinancing  of  hospital  insurance 
program  was  corrected  in  1972  and  that 
part  of  the  program  is  actuarially  sound. 


MANAGEMENT    AND    INVESTMENT    OF    THE 
TRUST  FUNDS 

2.  Investment  Policy. — The  Managing 
Trustee  of  the  social  security  trust  funds 
should  adopt  a  policy  of  investing  in 
special  obligations  with  maturity  dates 
equal  to  the  maximum  maturity  date 
of  Treasury  notes  (at  present  7  years) 
rather  than  maturity  dates  of  15  j^ears 
from  date  of  purchase. 

3.  Interest-Rate  Formula. — The  inter- 
est rates  on  special  obligations  issued  to 
the  trust  funds  should  be  equal  to  the 
average  market  yield  on  all  marketable 
Treasury  notes  that  are  not  due  or 
callable  until  4  or  more  years  from  the 
time  the  special  obligations  are  issued. 

4.  Securities  Issued  by  Federally  Spon- 
sored Agencies. — The  Council  believes 
that  there  is  adequate  statutory  author- 
ity for  investment  of  trust  fund  money 
in  securities  issued  by  federally  spon- 
.sored  agencies.  The  Council  recom- 
mends that  the  Managing  Trustee 
establish  a  policy  of  purchasing  a  por- 
tion of  new  obligations  issued  by  such 
agencies  as  investments  for  the  trust 
funds. 


2.  Adopted.  No  legislation  necessary. 


3.     Not    adopted; 
Boards  of  Trustees. 


under    study    by 


4.     Not    adopted; 
Boards  of  Trustees. 


under    study    by 
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5.  Boards  of  Trustees. — The  Council 
recommends  that  two  nongovernment 
members,  to  be  appointed  by  the  Presi- 
dent subject  to  confirmation  by  the 
Senate,  be  added  to  the  boards  of 
trustees  of  the  social  security  trust 
funds. 

6.  The  Trust  Funds  and  the  Unified 
Budget. — Even  though  the  operations  of 
the  social  security  trust  funds  and  other 
Federal  trust  fund  programs  are  com- 
bined with  the  general  operations  of  the 
Federal  Government  in  the  unified 
Federal  budget,  policy  decisions  affect- 
ing the  social  security  program  should 
be  based  on  the  objectives  of  the  pro- 
gram rather  than  on  any  effect  that  such 
decisions  might  have  on  the  Federal 
budget.  The  operations  of  the  social 
security  and  other  Federal  trust  funds 
should  continue  to  be  identified  as  such 
and  separated  from  the  general  opera- 
tions of  the  Government. 


Action 
5.  Requires  legislation.  Not  enacted. 


6.  This  recommendation  has  generally 
been  followed. 


ACTUARIAL    ASSUMPTIONS     AND    METHOD- 
OLOGY 

7.  Earnings  Assumption. — The  Coun-        7.    Adopted    in    1972;    no    legislation 
cil  recommends  that  the  actuarial  cost    necessary. 

estimates  for  the  cash  benefits  program 
be  based — as  the  estimates  for  the  hos- 
pital insurance  program  now  are — on 
the  assumptions  that  earnings  levels 
will  rise,  that  the  contribution  and 
benefit  base  will  be  increased  as  earnings 
levels  rise,  and  that  benefit  payments 
will  be  increased  as  prices  rise. 

8.  Single    Best    Estimate. — Contribu-        8.  Being  adopted  gradually,  no  legisla- 
tion rates  should  be  based  on  a  single,    tion  necessary. 

best  estimate  derived  from  a  single  set 
of  assumptions  that  reflect  likely  future 
trends  in  the  factors  that  affect  income 
and  outgo  of  the  program,  rather  than 
on  an  average  of  a  low-cost  and  a  high- 
cost  estimate,  as  has  been  the  case  in  the 
past;  and  there  should  be  a  series  of 
estimates  which  show  the  extent  to 
which  the  best  estimate  might  vary  if 
experience  with  respect  to  any  of  the 
major  factors  were  to  differ  from  the 
assumptions. 


9.  Valuation  Period  for  Health  Insur- 
ance.— The  Council  recommends  that 
the  valuation  period  for  estimating 
health  insurance  program  costs  be  re- 
duced from  25  years  to  10  years. 


9.  Not  adopted. 
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11.   Not  enacted.  (See  Recommenda- 
tion B.,  3) 


Council's  recommendation  Action 

THE  SIZE  AND  FUNCTION  OF  THE  TRUST 

FUNDS 

10.  Current-Cost  Financing.— The  fi-  10.  Reflected  in  1972  and  subsequent 
nancing  of  the  program  should  be  on  a    legislation. 

current-cost  basis,  with  the  trust  funds 
maintained  at  a  level  approximately 
equal  to  one  year's  expenditures. 

GENERAL  REVENUE  FINANCING  OF 
MEDICARE 

11.  Gradual  Increase  in  General  Reve- 
nue Financing  of  Medicare. — The  com- 
bined Medicare  program  should  be 
financed  with  a  general-revenue  con- 
tribution equal  to  one-third  of  total 
program  costs,  with  such  share  being 
lower  than  one-third  at  first  and 
gradually  increasing  over  a  period  of 
years  to  the  one-third  level. 

CONTRIBUTION  RATES  FOR  CASH  BENEFITS 
AND  MEDICARE 

12.  Contribution  Rates. — The  Council  12.  Recommendation  with  regard  to 
believes  that  the  contribution  rate  cash  benefits  program  reflected  in  1972 
schedule  for  the  next  10  years  should  be    legislation. 

designed  to  follow  closely  the  principle        See  9  above  with  regard  to  valuation 

of   current-cost    financing   described    in    period  for  hospital  insurance  program. 

Part    IV.    Contribution    rates    for    the 

cash   benefits    program    after   the   next 

10  years  would  be  shown  in  two  steps, 

each    based    on    average    rates    for    an 

extended    period    of    several     decades. 

Contribution    rates    for    the    Medicare 

program    would  not   extend   beyond    a 

10-year  period  since  the   Council  does 

not  believe  that  it  is  feasible  to  make 

realistic  estimates  for  this  program  for 

a  longer  period. 

Glossary 

Annual  exempt  amount. — Amount  of  earnings  a  beneficiary  can  have  in  a  year 
and  still  receive  all  of  his  benefits  for  that  year  ($2,520  for  the  year  1975).  (The 
amount  is  automatically  adjusted  periodically  based  on  increases  in  general 
earnings  levels.) 

Average  covered  wages. — The  measure  used  to  determine  increases  in  the  con- 
tribution and  benefit  base  and  the  retirement  test  exempt  amount.  Average 
covered  wages,  for  this  purpose,  are  the  average  amount,  per  employee,  of  the 
taxable  wages  of  all  employees  reported  under  the  program  for  the  first  calendar 
quarter  of  a  given  year.  (As  used  in  the  report,  "wages"  refer  to  cash  remuneration 
for  employees,  including  wages,  salaries,  etc.,  as  compared  to  "earnings"  which 
denote  wages  plus  self-employment  income.) 

Average  monthly  earnings  (AME). — The  earnings  used  to  determine  the  primary 
insurance  amount  on  which  benefits  for  a  worker  and  his  family  will  be  based.  In 
general,  average  monthly  earnings  are  computed  by  averaging  the  worker's 
total  earnings  (limited  to  the  contribution  and  benefit  base  in  any  year)  over  5 
years  less  than  the  number  of  years  elapsing  after  1950,  or  age  21,  if  later,  and 
up  to  the  year  of  death,  disability,  or  the  year  in  which  the  worker  reaches 
retirement  age. 

Average  monthly  indexed  earnings  (AMIE). — Same  as  AME,  except  that  the 
earnings  in  each  of  the  years  included  in  the  averaging  period  would  be  updated 
when  a  worker  retires,  becomes  disabled,  or  dies  to  take  account  of  the  increase 
in  average  covered  wages  since  the  years  in  which  the  earnings  occurred. 
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Consumer  price  index  (CPI). — The  index  published  monthly  by  the  Bureau  of 
Labor  Statistics  of  the  Department  of  Labor,  which  is  used  to  measure  average 
changes  in  prices  of  goods  and  services  usually  bought  by  urban  wage  earners 
and  clerical  workers.  The  social  security  law  provides  for  automatic  increases  in 
benefits  to  take  account  of  increases  in  the  CPL  The  first  such  increase  will  be 
effective  for  June  1975. 

Coniributior)  and  benefit  base. — The  maximum  amount  of  a  worker's  annual 
earnings  on  which  social  security  contributions  are  paid  and  which  is  counted  in 
figuring  social  security  benefit  amounts.  In  197."),  the  base  is  $14,100  and  will 
automatically  increase  in  the  future  as  average  covered  wages  of  all  employees 
increase. 

Covered  earnings. — The  amount  of  a  worker's  earnings  in  employment  or  self- 
employment  that  is  covered  under  the  social  security  program  up  to  the  amount 
of  the  contribution  and  benefit  base  for  a  given  year. 

Disability  insurance  benefit. — The  social  security  benefit  payable  to  a  disabled- 
worker  beneficiary  based  on  his  or  her  covered  earnings. 

Earnings  test. — See  "retirement  test." 

Old-age  insurance  benefit. — The  social  security  benefit  payable  to  a  retired- 
worker  beneficiary  based  on  his  or  her  covered  earnings. 

OASDI. — Old-age,  survivors,  and  disability  insurance;  the  cash  benefits 
portion  of  the  social  security  program. 

Percent  of  taxable  payroll. — The  long-range  cost  of  the  social  security  program 
or  of  changes  therein  expressed  as  a  proportion  of  the  average  of  all  covered 
earnings  over  the  75-year  valuation  period  for  which  cost  estimates  are  made. 
(This  concept  is  discussed  in  further  detail  on  page  94  in  the  report  of  the  Sub- 
committee on  Finance.) 

Primary  benefit. — The  social  security  benefit  based  on  a  worker's  covered 
earnings  that  is  payable  to  the  worker;  an  old-age  or  disability  insurance  benefit. 

Primary  insurance  amount  (PI A). — The  amount  on  which  all  earnings-related 
social  security  benefits  are  based.  A  worker's  PIA  is  derived  from  his  average 
monthly  earnings  under  social  security.  A  worker's  disability  benefit  or  his  old- 
age  benefit  at  age  65  is  equal  to  100  percent  of  his  PIA.  Eligible  dependents  and 
survivors  get  benefits  equal  to  various  percentages  of  the  worker's  PIA. 

Replacement  rate  (also,  "replacement  ratio"). — The  percentage  of  a  worker's 
earnings  in  the  year  prior  to  becoming  a  beneficiary  that  are  replaced  by  his 
social  security  benefit.  Other  measures  of  recent  preretirement  earnings  could, 
of  course,  be  used  but,  for  uniformity  and  convenience,  the  year  before  entitle- 
ment is  used  in  this  report. 

Retirement  test. — The  provision  in  the  social  security  law  under  which  some  or 
all  benefits  are  withheld  if  a  person  has  earnings  in  a  year  that  exceed  a  specified 
amount  ($2,520  for  1975).  (The  amount  is  automatically  adjusted  periodically 
based  on  increases  in  general  earnings  levels.) 

Secondary  benefit. — A  benefit  based  on  a  worker's  covered  earnings  that  is 
payable  to  a  member  of  his  family;  a  social  security  benefit  payable  to  a  person 
based  on  someone  else's  covered  earnings. 

Taxable  payroll.-— Total  amount  of  wages  and  self-employment  income,  up 
to  the  contribution  and  benefit  base  for  each  worker,  that  is  subject  to  social 
security  contributions. 

Total  earnings  in  covered  employment. — The  combined  total  of  all  earnings  of 
employees  and  the  self-employed  in  work  covered  by  the  social  security  program 
in  a  given  year  without  regard  to  the  prevailing  contribution  and  benefit  base. 
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Mr.  Burke.  On  behalf  of  the  committee  we  wish  to  thank  the  panel 
for  their  appearance  and  their  contribution  here  today. 

Mr.  Wallis.  Thank  you  very  much, 

Mr.  Van  Gorkom.  Thank  you. 

Mr.  Burke.  The  committee  now  stands  adjourned  and  will  meet 
tomorrow  at  2  p.m. 

We  will  have  economists  and  actuaries  to  discuss  social  security 
problems. 

We  stand  adjourned. 

[Whereupon,  at  4:10  p.m.  the  subcommittee  adjourned,  to  recon- 
vene at  2  p.m.,  Thursday,  May  15,  1975.] 


FINANCING  THE  SOCIAL  SECURITY  SYSTEM 


THURSDAY,   MAY   15,    1975 

House  of  Representatives, 
Subcommittee  on  Social  Security 
OF  the  Committee  on  Ways  and  Means, 

Washington,  D.C. 

The  subcommittee  met  at  2  p.m.,  pursuant  to  notice,  in  room  H-208, 
the  Capitol,  Hon.  James  A.  Burke  (chairman  of  the  subcommittee) 
presiding. 

Mr.  Burke.  The  subcommittee  will  be  in  order. 

Today  the  subcommittee  will  hear  the  views  of  a  distinguished 
panel  of  actuaries  and  economists  and  an  expert  in  population  matters. 
I  believe  the  viewpoints  that  will  be  expressed  today  will  be  most 
interesting  and  informative  to  the  members.  I  expect  there  will  be 
some  differences  of  opinion  expressed. 

After  having  looked  over  the  statements  of  the  panelists  I  believe 
it  might  be  helpful  for  development  of  the  issues  to  make  a  slight 
modification  in  the  order  in  which  the  panelists  will  make  their  state- 
ments. Mr.  Myers,  who  is  listed  as  the  first  panelist,  has  a  statement 
which  deals  with  very  specific  and  somewhat  technical  matters.  I 
think  it  might  be  more  appropriate,  therefore,  to  have  Mr.  Myers 
present  his  statement  after  the  other  panelists  have  made  theirs. 

PANEL  CONSISTING  OF  GEOFFREY  N.  CALVERT,  ACTUARY  AND  EM- 
PLOYEE BENEFIT  CONSULTANT,  POMENSON/ALEXANDER  LTD., 
VANCOUVER,  BRITISH  COLUMBIA;  HOWARD  YOUNG,  ACTUARY, 
UNITED  AUTO  WORKERS,  WASHINGTON,  D.C. ;  JOHN  A.  BRITTAIN, 
ECONOMIST,  BROOKINGS  INSTITUTION;  MARTIN  FELDSTEIN, 
PROFESSOR  OF  ECONOMICS,  HARVARD  UNIVERSITY;  CONRAD 
TAEUBER,  GEORGETOWN  UNIVERSITY,  DIRECTOR  OF  CENTER 
FOR  POPULATION  RESEARCH;  ROBERT  MYERS,  PROFESSOR,  AC- 
TUARIAL SCIENCE,  TEMPLE  UNIVERSITY  (FORMER  CHIEF  ACTU- 
ARY, SOCIAL  SECURITY  ADMINISTRATION) 

Mr.  Burke.  Our  first  panelist  will  be  Geoffrey  Calvert.  We  will 
recognize  Mr.  Calvert  for  the  record. 

You  can  sit  down  and  present  your  statement,  sir. 

STATEMENT  OF  GEOFFREY  N.  CALVERT 

Mr.  Calvert.  Mr.  Chairman,  committee  members,  among  the 
steps  needed  to  restore  the  social  security  system  to  a  sound  financial 
condition,  first  priority  must  be  given  to  the  redesign  of  the  basic 
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benefit  formula,  so  that  it  will  no  longer  respond  irrationally  to  changes 
in  the  economy.  If  this  step  is  not  taken,  then  the  entire  system  will 
go  further  and  further  out  of  control. 

In  the  1974  Report  of  the  Trustees  it  was  shown  that  in  order  to 
sustain  the  system  on  a  sound  basis  in  the  long  run,  the  tax  rate  would 
have  to  be  raised  by  2.98  percent  of  payroll,  or  by  about  27  percent 
of  the  tax  rate  currently  enacted  in  the  law,  or  other  equivalent  steps 
taken. 

In  the  1975  Report  of  the  Trustees  just  released,  a  still  greater 
deficiency  is  indicated.  Instead  of  2.98  percent  of  payroll,  it  is  now 
5.32  percent  of  payroll.  Instead  of  a  27-percent  increase  it  is  now  about 
a  48-percent  increase  in  revenues  that  is  called  for  over  the  long  run. 

It  is  very  good  to  get  these  facts  out  into  the  light.  They  do  reveal 
a  most  serious  situation.  But  there  are  strong  reasons  for  thinking 
that,  unless  the  existing  technical  flaw  in  the  basic  benefit  formula 
is  corrected,  the  actual  outlook  will  be  even  worse  than  that  which 
has  been  revealed  so  far.  In  other  words,  the  financial  condition  of 
the  system  will  continue  to  deteriorate. 

The  reasons  for  this  are  twofold: 

First,  the  present,  that  is,  1975,  projections  are  based  on  a  somewhat 
optimistic  assumption  that  the  rate  of  increase  in  real  wages  will, 
over  the  long  run,  average  2  percent  annually. 

The  present  system  is  extremely  sensitive  to  changes  in  this  figure. 
If  the  actual  increase  in  real  wages  is  even  slightly  less,  then  costs 
will  rise.  (Recent  experience  has  been  not  only  less  than  2  percent, 
but  negative.) 

Present  evidence  indicates  that  the  assumed  2  percent  is  at  the 
top  end  of  the  range  of  reasonable  estimates,  and  that  a  somewhat 
lower  figure  may  be  more  realistic.  This  would  result  in  a  greater 
deficiency  than  5.32  percent  of  payroll. 

Second,  it  has  been  further  assumed  that  the  rate  of  increase  in 
the  CPI — often  called  the  rate  of  inflation — will  level  out  at  4  percent 
annually — far  below  today's  levels. 

This  is  another  economic  factor  to  which  the  present  system  is 
hypersensitive. 

It  is  of  course  to  be  hoped  that  these  economic  assumptions  can 
and  will  be  realized  in  the  future.  But  when  one  considers  the  enormous 
problems  we  face  in  developing  substitute  forms  of  energy,  the  tighten- 
ing outlook  for  food  in  the  world,  the  added  costs  from  pollution  and 
environmental  factors,  the  outlook  for  raw  materials  on  a  worldwide 
basis,  and  the  rising  costs  of  a  welfare  state,  the  probability  that  this 
4  percent  rate  will  actually  be  realized  in  the  long  run  may  not  be 
very  good. 

Now  let  us  see  what  will  happen  under  the  present  system  if  either 
of  these  misgivings  proves  to  be  justified. 

First,  a  failure  of  only  one-half  of  1  percent  in  the  rate  of  increase 
in  real  wages  to  measure  up  to  the  assumption,  will  unbalance  the 
long-term  finances  of  the  system  by  a  further  2.33  percent  of  payroll. 

Second,  an  inflation  rate  of  6  percent  in  place  of  the  assumed  4 
percent  would  similarly  unbalance  the  whole  system  to  the  extent  of 
about  2.93  percent  of  payroll. 

There  is  thus  an  ''area  of  unpredictability"  which  could  easily 
double  the  presently  indicated  deficit  of  5.3  percent  of  payroll. 
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Now  suppose  the  advance  in  real  wages  in  the  future — after  over- 
coming all  of  the  problems  presented  by  the  energy  situation,  world 
population  growth  and  hence  struggle  for  food,  resource  depletion, 
the  swing  from  cash  wages  to  fringe  benefits,  earlier  retirements, 
environmentalism,  the  costs  of  the  welfare  state,  and  similar  factors — 
were  to  average  1  percent  instead  of  the  2  percent  (or  less)  as  indicated 
by  the  record  of  the  past. 

Then  in  this  case  the  tax  rates  would  have  to  advance  as  follows, 
depending  on  the  rate  of  inflation.  Now,  we  have  here  a  table  showdng 
the  necessary  tax  rate  in  each  point  of  time — 1990,  2010,  2030,  2045 — • 
and  these  figures  are  percentages  of  payroll.  Those  should  have  a 
percent  sign  after  them.  These  are  the  percent  of  payroll  figures,  and 
as  you  can  see  they  rise  up  in  the  future  all  the  way  up  to  27  percent, 
32  percent,  38  percent,  and  43  percent  of  payroll. 

These  figures  are  projected  by  the  Social  Security  Actuary's  Office 
in  Baltimore,  and  do  reflect  the  cost  of  the  system  on  the  basis  of  1 
percent  growth  in  real  wages. 

The  chart  on  the  next  page  of  the  prepared  statement  shows  the 
advance  in  tax  rate,  starting  from  where  we  are  now,  a  little  over  10 
percent,  and  going  way  up  into  unthinkable  areas  in  the  long  run. 
These  taxes  will  result  if  the  system  is  just  let  to  run  as  it  now  is. 

At  the  same  time  as  these  unthinkable  tax  rates  were  emerging, 
benefits  would  be  skyrocketing  out  of  all  reason,  with  replacement 
ratios,  that  is,  ratio  of  primary  retirement  income  to  gross  wages 
while  working,  crashing  up  through  100  percent  of  gross  earnings,  and 
advancing  in  some  cases  even  above  200  percent  of  gross  pay  while 
working,  and  even  higher  percentages  of  net  take-home  pay. 

When  the  spouse's  benefit  is  added,  and  it  is  remembered  that  these 
benefits  are  indexed  and  tax-free,  the  absurd  results  which  can  easily 
come  from  the  present  system  can  be  seen.  Long  before  this  stage 
could  be  reached,  there  would  of  course  be  an  overturning  of  the  whole 
system,  but  vast  damage  would  have  been  done. 

To  gain  a  further  insight  into  the  irrational  behavior  of  the  present 
benefit  formula,  let  us  suppose  that  wages  grow  at  5  percent  annually, 
but  that  the  CPI  (the  cost-of-living,  or  Consumer  Price  Index)  grows 
at  2  percent,  3  percent,  or  4  percent  annually.  In  these  circumstances, 
the  replacement  ratios  for  a  low-paid  worker  would  be  as  indicated 
in  this  table  [on  page  5  of  the  prepared  statement]. 

Now,  we  see  if  the  inflation  rate  is  2  percent,  the  replacement  ratio, 
that  is,  the  ratio  of  benefits  to  earnings,  goes  down  and  down,  so  that 
eventually  instead  of  60  percent  of  earnings  the  low-paid  employee 
would  retire  with  44  percent  of  earnings.  Now,  that  is  an  economy 
that  is  doing  very  well. 

If  we  look  at  the  4  percent  column,  instead  of  61  percent  of  earn- 
ings at  retirement,  the  figure  grows  and  grows  to  164.7  percent  of 
earnings. 

If  the  economy  does  well,  the  worker  does  progressively  more 
poorly.  If  the  economy  does  poorly,  the  worker  does  better  and  better. 
The  costs  of  the  system  as  a  whole  will  of  course  reflect  this  absurd 
result.  And  this  is  the  system  we  now  have,  this  is  how  it  works. 

But  the  important  thing  to  recognize  is  not  the  question  of  validity 
of  these  or  any  other  actuarial  or  economic  assumptions  but  the 
wholly  unnecessary  vulnerability  of  the  social  security  system  to  them. 


362 

There  is  no  need  for  the  costs  and  benefits  under  this  system  to 
magnify  the  sHghtest  changes  in  these  economic  factors  or  to  swing 
widely  up  or  down,  depending  on  the  fickle,  fluctuating  interrelation- 
ship between  unpredictable  economic  factors  often  dictated  from  out- 
side this  country. 

Many  comments  have  been  made  in  recent  reports  of  expert  panels 
as  to  the  difficulty  of  estimating  the  costs  of  the  present  system.  As  an 
actuary  and  an  economist,  I  would  say  that  there  is  no  valid  way  of 
predicting  either  the  costs  or  the  benefit  results  which  will  emerge 
from  the  present  system.  Both  are  far  too  sensitive  and  vulnerable  to 
unpredictable  influences. 

A  revised  benefit  formula  would  get  rid  of  this  trouble,  which  has 
arisen  accidentally  in  the  drafting  of  the  primary  income  benefit  for- 
mula. Unintentionally,  it  has  been  over-indexed.  There  is  no  good 
reason  why  this  error  should  not  be  corrected.  Nor  is  there  any  reason 
to  delay  this  action,  since  delay  means  more  drift  and  more  financial 
strain. 

Several  suitable  alternative  formulas  have  been  put  forward,  any 
one  of  which  would  remove  this  trouble.  The  formula  set  forth  in  the 
report  of  the  Advisory  Council  on  page  67  is  one  such  example  of  a 
suitable  replacement  formula  which  would  stabilize  the  relationship 
between  earnings  before  retirement  and  benefits  after  retirement. 

This,  then,  is  the  first  thing  that  needs  to  be  accomplished.  That  is 
the  so-called  decoupling  of  that  formula.  That  is  absolutely  essential 
and  needed. 

There  are  other  measures  which  need  to  be  implemented  and  which 
may  take  longer  to  accomplish  or  have  a  bit  less  urgency.  These 
include : 

(1)  Early  steps  to  protect  the  trust  fund  from  erosion  and 
disappearance. 

(2)  Universal  coverage  of  the  system,  to  put  a  stop  to  abuses  of  the 
system  now  practiced  by  certain  groups. 

(3)  In  view  of  the  vast  and  urgent  need  of  the  U.S.  economy  for 
new  capital  formation  to  finance  alternative  energy  sources,  raw 
materials,  industrial  plant  and  equipment,  urban  transportation 
systems,  and  similar  strengthening,  amounting  in  all  to  $4.1  trillion 
by  1985,  according  to  a  recent  estimate — of  which  only  $2.6  trillion 
is  in  sight,  leaving  $1.5  trillion  still  to  be  found — consideration  might 
well  be  given  to  the  placing  of  the  funding  of  the  social  security  system 
on  a  regular  actuarially  funded  basis. 

At  the  cost  of  an  increase  in  taxes  in  the  short  term,  this  would 
protect  the  system  from  a  50-percent  surge  of  cost  in  the  early  part  of 
the  next  centur}^,  when  the  vast  demographic  bulge  of  survivors  from 
the  high  birth  rates  of  the  frantic  fifties  and  the  soaring  sixties  reach 
retirement  age,  while  the  work  force  then  providing  the  taxes  to  sup- 
port them  will  be  the  survivors  of  the  greatly  shrunken  birth  rates  of 
these  more  recent  years. 

It  has  been  estimated  that  the  amount  needed  to  place  the  whole 
system  on  a  funded  basis  would  be  between  $1  triflion  and  $2  trillion. 
This  is  in  about  the  same  order  of  magnitude  as  the  amount  needed 
to  strengthen  the  economy  and  insure  that  the  productivity  will  be 
there  to  provide  the  benefits  expected  by  today's  work  force  when 
their  time  of  retirement  approaches. 
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Apart  from  leveling  out  the  costs  of  the  system  over  the  coming 
decades,  this  approach  would  lower  the  long-term  cost  burden,  since 
the  investment  yield  of  the  fund  would  make  a  very  substantial 
contribution  toward  meeting  the  rising  cost  of  benefits,  such  as,  for 
example,  40  percent  or  more  of  these  costs. 

In  order  that  this  approach  should  be  effective  in  accomplishing  the 
basic  purpose  of  strengthening  the  economy,  safeguards  would  be 
needed  to  prevent  a  diversion  and  dissipation  of  these  funds  into 
current  consumption.  At  the  same  time  steps  may  be  needed  to  avoid 
the  hazards  of  an  overwhelming  concentration  of  economic  power  in 
one  place. 

If  both  of  these  problems  can  be  overcome — and  they  should — this 
approach  would  provide  America  with  a  great  opportunity  to  accom- 
plish two  fundamental  goals  at  the  same  time :  a  strengthening  of  the 
sinews  of  our  economy,  and  a  resolution  of  the  problems  of  financing 
the  social  security  system. 

[The  chart  and  tables  follow :] 
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IMPACT   OF  INFLATION  ON   PAYROLL  TAX    RATES 
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CPI  GROWTH  RATE 

Year  of  retirement 

Percent 

2 

3 

4 

197') 

60.6 
54.7 
51.1 
48.9 
44.5 

61.1 
60.8 
65.7 
79.9 
85.5 

61.5 

ita") 

67.5 

?nnn 

84.3 

2025 

129.9 

2050 

164.7 

Mr.  Burke.  Thank  you,  Mr.  Calvert.  We  will  now  hear  from 
Howard  Young. 

STATEMENT  OF  HOWARD  YOUNG 

Mr.  Young.  Mr.  Chairman,  I  appreciate  the  opportunity  to 
participate  at  this  stage  of  the  committee's  consideration  of  OASDI 
and  its  financing. 

In  view  of  the  erroneous  interpretations  that  have  appeared  in 
many  articles  and  the  apprehensions  they  have  caused,  it  is  essential 
to  start  out  by  noting  that  there  is  no  reason  to  doubt  that  social 
security  benefits  will  be  paid  each  month,  that  the  Nation  has  the 
resources  and  productive  capacity  to  support  our  senior  citizens, 
and  that  the  lack  of  advance  funding  does  not  reduce  the  actuarial 
soundness  of  the  program. 

Those  who  criticize  the  program  because  it  does  not  use  procedures 
that  are  necessary  for  an  insurance  company,  or  an  employer-spon- 
sored pension  plan,  simply  do  not  understand — or  do  not  wish  to 
recognize — the  different  considerations  that  apply  to  a  national 
compulsory  program. 

Noting  that  the  program  is  viable  and  functioning  is  not  inconsis- 
tent with  a  recognition  that  legislative  action  will  be  needed  to 
improve  various  aspects  of  the  program.  A  wide  range  of  alternatives 
for  such  action  is  available. 

While  technical  analysis  is  important  to  rule  out  unsound  ap- 
proaches, there  will  be  need  for  public  policy  judgments  in  order  to 
choose  from  alternatives  that  are  technically  satisfactory. 

I  understand  that  the  committee  will  be  holding  future  hearings 
to  obtain  such  public  policy  input,  and  the  UAW  would  like  to 
participate  in  that.  My  statement  today  does  not  attempt  to  deal 
with  many  of  those  considerations  but  instead  is  limited  to  certain 
aspects  of  the  projected  deficit  in  the  OASI  portion  of  the  program. 

With  respect  to  the  short-term  prospects,  as  set  out  in  the  1975 
Report  of  the  Trustees,  it  seems  to  me  that  the  significance  of  the 
unemployment  assumptions  has  not  been  adequately  emphasized. 

The  short-term  projections  of  the  trust  fund  operations  cover  the 
years  1975-1979,  and  average  annual  unemployment  during  those 
years  is  assumed  to  decline  from  8.8  percent  during  1975  to  5.4  percent 
during  1979.  Whether  or  not  such  high  rates  of  unemployment  will 
actually  be  experienced  will  depend  on  Government  actions  aimed 
specifically  at  that  problem,  as  well  as  on  other  factors. 

What  the  trust  fund  projections  illustrate  is  one  implication  of 
high  unemployment:  the  loss  of  payroll  taxes  that  would  otherwise 
be  paid  into  the  trust  fund.  The  additional  taxes  that  would  be 
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contributed  at  higher  employment  levels  depend  on  many  factors, 
but  an  outside  figure  can  be  obtained  by  calculating  pro-rata  amounts 
from  the  contributions  (less  refunds)  data  shown  in  table  11  of  the 
trustees  report. 

These  figures  are  shown  below,  along  with  the  trustees'  projections 
of  the  decrease  in  the  OASI  Trust  Fund.  What  I  show  are  for  each  of 
the  years  an  outside  figure — and  I  emphasize,  it  is  an  outside  figure — 
a  tax  loss  compared  with  a  decrease  in  the  fund,  and  in  each  case 
the  tax  loss  is  larger. 

[The  table  follows:] 

[In  billions] 


Calendar  year 


1975. 
1976. 
1977. 
1978. 
1979. 


Potential 
taxes  for  the 
unemployed  > 

Decrease  in 
fund 

$5.4 

52.2 

5.3 

4.3 

5.3 

4.0 

5.2 

4.3 

4.9 

4.8 

1  Contributions  (per  table  ll)X(unemployment  rateH-(100-unemployment  rate). 

Mr.  Young.  While  this  calculation  is  not  intended  to  argue  that 
employment  will  be  high  enough  to  prevent  the  trust  fund  from 
decreasing,  it  does  indicate  that  any  significant  reduction  in  unemploy- 
ment could  produce  a  substantial  reduction  in  the  projected  annual 
decreases. 

To  put  the  pomt  another  way,  one  purpose  of  the  trust  fund  is  to 
absorb  unusual  fluctuations  in  income  or  outgo.  Hence,  to  the  extent 
that  the  projected  decreases  in  the  trust  fund  are  attributable  to  high 
unemployment  levels,  they  are  not  an  indication  of  problems  in  the 
social  security  program;  instead,  they  reflect  the  problems  of  high 
unemployment. 

Obviously,  decreases  in  the  trust  fund  cannot  continue  indefinitely. 
Nevertheless,  it  is  completely  sound  for  it  to  act  as  a  buffer  for  tem- 
porarily unsatisfactory  conditions  in  the  general  economy,  and  for 
the  Congress  to  deal  with  those  conditions  rather  than  to  take  action 
aimed  at  increasing  the  trust  fund  in  spite  of  those  conditions. 

Although  not  directly  related  to  financing,  it  should  be  noted  that 
another  effect  of  unemployment  is  the  impact  it  will  have  on  future 
benefit  determinations  of  those  who  are  unemployed.  The  loss  of 
covered  earnings  will  have  a  particularly  adverse  effect  on  those  who 
are  near  retirement  age. 

The  longer  range  issues  are  more  significant  because  they  reflect 
some  technical  deficiencies  in  the  benefit  formula,  as  well  as  demo- 
graphic and  social  trends  which  will  affect  most  of  the  Nation's 
institutions,  including  Social  Security. 

As  a  member  of  the  group  of  actuarial  and  economic  consultants  to 
the  recent  advisory  council,  I  participated  in  the  development  of  a 
proposal  to  revise  the  benefits  formula.  Since  I  believe  that  the  details 
of  that  have  already  been  given  to  the  committee,  it  should  be  sufficient 
to  indicate  here  that  the  problem  with  the  present  benefit  formula  is 
that  it  reflects  several  factors  which  are  independently  determined 
and  which,  in  combination,  may  or  may  not  produce  a  satisfactory 
result. 
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The  essential  element  of  the  new  approach  which  we  proposed — and 
which  Bob  Myers  will  speak  to  in  more  detail,  I  see — would  be  to 
establish  a  procedure  (indexing)  which  would  directly  apply  to  each 
individual's  actual  wage  history,  the  annual  changes  in  national  wage 
levels. 

At  this  point,  I  want  to  emphasize  certain  aspects  of  the  mechanics 
of  implementing  the  indexing  procedure  if  the  Congress  agrees  to  adopt 
that  approach. 

Indexing  can  be  applied  to  any  level  of  benefits.  In  developing  our 
proposal,  the  consultants  to  the  advisory  council  made  it  clear  that 
we  were  not  dealing  with  the  issue  of  whether  the  present  ratio  (re- 
placement ratio)  of  benefits  to  earnings,  at  time  of  retirement,  is 
satisfactory.  Our  use  of  a  formula  which  could  reproduce  the  current 
replacement  ratio  was  merely  illustrative,  a  formula  could  just  as 
easily  be  determined  which  would  produce  any  other  desired  level  of 
replacement  ratio. 

The  indexing  proposal  is  a  reaction  to  a  development  which  is 
predictable,  but  will  not  become  significant  in  the  near  future.  For 
example,  appendix  table  D  of  the  trustees  report  shows  the  projected 
trend  of  replacement  ratios  if  the  present  benefit  formula  is  continued. 

For  the  period  1985-95,  the  replacement  ratio  for  new  benefit  awards 
is  projected  at  6  percent  to  7.4  percent  higher  than  the  current  ratio; 
it  is  only  in  subsequent  years  that  the  projected  replacement  ratio 
increases  substantially:  about  12.6  percent  higher  than  at  present  by 
the  year  2000,  and  47.3  percent  higher  than  at  present  by  2050. 

Thus,  while  I  believe  that  immediate  attention  should  be  given  to 
the  development  of  an  indexed  benefit  formula,  there  is  time  to  do  a 
full  review  of  all  the  considerations  that  need  to  be  taken  into  account 
in  establishing  the  new  formula,  and  to  provide  sufficient  lead  time — 
after  enactment  and  before  the  formula  actually  becomes  effective — so 
that  this  fundamental  change  in  method  of  benefit  calculation  can 
be  implemented. 

In  connection  with  the  latter  requirement,  there  will  not  only  be 
the  need  to  fully  acquaint  Social  Security  Administration  personnel 
with  a  new  approach,  but  also  to  deal  with  the  public  confusion  that 
will  undoubtedly  occur. 

For  a  change  of  this  nature,  lead  time  might  be  thought  of  in  terms  of 
years  rather  than  months.  The  value  of  substantial  lead  time  is  all  the 
more  reason  to  undertake  and  complete  the  decisionmaking  process 
in  the  near  future. 

This  proposal  for  decoupling — that  is,  separating  the  method  of 
calculating  initial  benefit  awards  from  the  procedure  for  calculating 
subsequent  adjustments  for  those  already  collecting  benefits — through 
indexing  is  motivated  by  the  problems  with  the  present  formula  for 
calculating  initial  benefit  awards. 

It  would  be  necessary  to  have  an  appropriate  procedure  to  smoothly 
merge  the  indexing  procedure,  with  the  present  cost-of-living  adjust- 
ments for  benefits  already  being  paid.  Such  a  procedure  was  developed, 
although  not  included  in  the  Advisory  Council  Report. 

However,  in  the  past  Congress  has  provided  increases  greater  than 
needed  to  offset  changes  in  the  cost  of  living,  and  thus  permitted 
beneficiaries  to  share  in  the  real  growth  of  the  economy,  but  has  not 
chosen  to  provide  any  such  increases  on  an  automatic  basis. 
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Without  attempting  to  argue  now  whether  or  not  changes  in  the 
wage  level — rather  than  in  cost  of  living — should  be  used  as  the  basis 
for  automatic  adjustment  of  benefits  already  in  payment  status,  it 
should  be  recognized  that  it  would  be  feasible  to  do  that.  This  is 
another  aspect  that  should  be  fully  explored  in  considering  revisions  to 
the  method  of  calculating  benefits. 

The  development  which  requires  the  most  serious  and  far-reaching 
consideration  is  the  demographic  trend.  If  the  population  composition 
changes  as  indicated  by  the  projections  in  the  trustees  report — they 
seem  reasonable,  but  it  must  be  noted  that  there  has  not  been  a 
record  of  successfully  predicting  long-range  population  data — it  will 
have  major  implications  for  most  of  the  Nation's  institutions,  not  just 
Social  Security. 

One  illustration  of  this  is  given  by  the  data  in  appendix  table  A 
of  the  trustees'  report.  In  addition  to  the  estimated  number  of  people 
in  various  age  categories,  that  table  shows  that  the  ratio  of  those  65 
and  over,  as  compared  with  those  age  20-64,  as  increasing  from  18.9 
percent  in  1985  to  28.4  percent  in  2050;  while  not  shown  in  that  table, 
the  corresponding  ratio  currently  is  about  18.8  percent.  The  clear 
implication  is  that  the  working-age  population  will  be  called  upon 
to  support  proportionately  more  retirees  in  the  future. 

However,  the  table  does  not  explicity  show  that  the  situation  is 
quite  different  when  all  persons  not  in  the  working  age  group  are 
considered.  That  is,  the  ratio  of  those  age  65  and  over  pkis  those 
under  age  20,  as  compared  with  those  age  20-64.  Based  on  the  data 
in  that  table  A,  that  ratio  would  increase  from  68.9  percent  in  1985 
to  77  percent  in  2050;  however,  it  is  currently  approximately  83.1 
percent. 

Thus,  the  total  burden  of  those  who  are  supported  by  the  work'n^ 
age  population  is  expected  to  be  considerably  less  in  the  future  than 
now. 

The  essential  point  is  that  examining  only  the  OASI  aspects — for 
example,  the  cost  of  supporting  retirees — of  the  long-range  population 
trends  gives  an  insufficient  picture.  This  is  particularly  true  because 
the  Social  Security  system  translates  benefits  for  retirees  into  a  payroll 
tax  cost,  while  many  of  the  expenditures  for  the  preworking  age 
group  are  financed  in  other  ways. 

The  use  of  general  revenue  funds  to  supplement  payroll  tax  financing 
of  Social  Security  has  been  suggested  on  many  occasions;  the  projected 
population  trends  provide  another  reason  to  make  that  change  in 
financing. 

The  question  of  female  participation  in  the  work  force  is  closely 
related  to  the  demographic  trends.  Fewer  children,  and  a  deemphasis 
of  employment  differentiation  by  sex,  both  indicate  higher  employ- 
ment levels  for  women,  and  the  trustees  have  made  some  allowance 
for  that  in  their  assumptions. 

One  aspect  of  this  is  that  the  increase  in  the  ratio  of  those  who  are 
dependent,  to  those  who  are  employed,  will  be  less  than  was  indicated 
above  because  the  data  above  used  the  population  at  ages  20-64 
without  estimating  those  actually  employed. 

Increased  employment  of  women  has  perhaps  even  more  important 
implications  for  the  family  benefit  structure  of  Social  Security.  There 
has  been  growing   concern  with   the   benefit   amount  or  eligibility 
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differentials  that  are  based  on  sex.  However,  the  more  significant 
of  these — for  example,  benefits  for  a  retiree's  wife — derive  from  the 
concept  of  a  male  wage-earner  who  supports  other  nonworking 
family  members. 

Increasing  emploj^ment  of  women,  and  other  changes  in  family- 
structure,  indicate  the  need  to  thoroughly  review  the  benefit  structure. 

The  points  made  in  this  paper  can  be  summarized  as  follows : 

One:  There  is  no  reason  for  social  security  beneficiaries  to  be  con- 
cerned about  receiving  their  payments. 

Two:  A  major  cause  of  the  projected  short-term  decreases  in  the 
OASI  trust  fund  is  the  assumed  high  unemployment  level.  The  pur- 
pose of  the  trust  fund  is  to  meet  such  contingencies,  and  thus  the 
decrease  is  not  a  matter  for  alarm.  The  real  concern — and  focus  of 
remedial  action — should  be  the  unemployment  level. 

Three:  The  benefit  formula  is  unstable — especially  over  the  long 
term — and  makes  it  difficult  to  project  benefit  levels  and  costs.  An 
improved  benefit  formula  can  be  developed  by  indexing  to  changes 
in  wage  levels.  Such  a  formula  could  go  into  effect  several  years  from 
now,  but  development  should  be  started  now  in  order  to  permit  a 
thorough  analysis  of  the  issues  involved  and  to  permit  adequate  time 
to  explain  and  implement  the  new  approach. 

Four:  Long-term  demographic  trends  indicate  that  there  will  be  a 
significant  increase  in  the  portion  of  the  population  age  65  and  over, 
but  this  will  be  offset  by  the  decrease  in  population  below  age  20. 

One  implication  of  this  change  in  those  portions  of  the  population 
is  to  further  support  the  case  for  general  revenue  supplementation  of 
OASI  payroll  taxes. 

Five:  Tl  e  increasing  employment  of  women,  and  changes  in  family 
structure,  indicate  the  need  for  a  thorough  review  of  the  benefit 
structure. 

Six:  One  final  point  not  previously  mentioned  is  that  anticipated 
real  income  levels  in  the  future  will  be  substantially  higher  than  now. 
The  economy  will  be  capable  of  supporting  the  projected  levels  of 
retirees.  An  improved  social  security  program  will  provide  the 
mechanism  to  implement  that  capability. 

Thank  you  very  much. 

Mr.  Burke.  Thank  you,  Mr.  Young. 

Our  next  witness  is   Mr.   John  Brittain,   Brookings   Institution. 

STATEMENT  OF  JOHN  A.  BRITTAIN,  BROOKINGS  INSTITUTION 

Mr.  Brittain.  Thank  you. 

I  am  grateful  for  the  opportunity  to  participate  in  this   panel. 

The  payroll  tax  for  social  security  imposes  an  unfair  and  scaring 
burden  on  our  working  population.  It  can  easily  be  reformed  and  at 
least  partially  replaced  by  a  more  equitable  means  of  financing. 
The  maximum  combined  employer-employee  tax  has  grown  from  $60 
in  1949  to  $1,650  this  year— $3,300  for  a  two-earner  family.  A  proposal 
to  increase  the  taxable  ceiling  to  $24,000  has  also  been  under  considera- 
tion;  this  would  raise   the  maximum   tax  by   another  70  percent. 

The  social  security  tax  on  employees  is  heavier  than  it  looks.  A 
strong  case  can  be  made  that  the  tax  is  ultimately  borne  entirely  by 
labor — even  the  part  nominally  paid  by  employers.  In  the  long  run, 
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increases  in  the  social  security  tax  on  employers  will  reduce  by  about 
the  same  amount  the  real  basic  wages  they  can  afford  to  offer  for  labor 
of  a  given  quality.  Employers  tend  to  shift  the  real  burden  to  labor  by 
restraining  wage  increases  and  marking  up  product  prices.  This 
point  is  elaborated  in  my  more  detailed  written  statement. 

These  involuntary  contributions  for  social  security  are  also  plainly 
regressive;  an  individual  earning  $141,000  is  taxed  at  one-tenth  the 
rate  applied  to  those  below  the  $14,100  ceiling.  But  the  harshest 
feature  of  all  is  the  lack  of  personal  exemptions  for  low  incomes.  The 
working  poor  are  generally  exempt  from  the  income  tax.  However, 
they  are  taxed  by  social  security  from  the  first  dollar  of  their  earnings. 
This  problem  has  been  partially  alleviated  by  the  earned  income 
credit  under  the  1975  income  tax  legislation,  but  only  for  earners  with 
children.  A  more  general  system  of  personal  exemptions  is  called  for 
along  with  other  reforms — all  to  be  financed  from  general  revenues, 
especially  proceeds  from  the  income  tax. 

It  may  seem  Utopian  to  call  now  for  trimming  the  social  security 
tax  when  doubts  are  being  raised  about  the  financial  credibility  of  the 
system.  The  air  is  filled  with  alarmist  forecasts  of  mounting  revenue 
requirements  and  the  impending  insolvency  of  the  program.  Some 
writers  have  already  proclaimed  social  security  bankrupt.  These 
doomsday  predictions  must  be  disposed  of  before  payroll  tax  reform 
can  get  a  hearing.  Social  security  is  backed  by  the  most  solid  source  of 
funds  known — the  Federal  taxing  power.  The  bankruptcy  charge  is 
a  fantasy  and  a  senseless  generator  of  fear  among  participants  and 
beneficiaries. 

Solvency  is  not  the  issue.  The  real  issues  are  the  level  of  benefits  to 
be  promised,  and  how  they  are  to  be  financed.  The  most  startling 
projected  deficits  are  not  due  to  immutable  forces.  They  arise  pri- 
marily from  defective  1972  legislation  that  would  tend  to  escalate 
benefits  far  more  rapidly  than  earnings  of  the  active  population.  The 
true  issues  have  been  obscured  by  a  tendency  to  assume  that  this 
1972  benefit  formula  is  with  us  for  all  time.  I  am  glad  to  see  today 
that  this  panel  makes  no  such  assumption. 

The  current  benefit  formula  would  not  stand  the  first  serious  test, 
and  it  should  be  eliminated  quickly — before  that  test  comes.  Once  a 
realistic  future  benefit  structure  is  established,  the  solvency  uproar 
will  subside  and  the  discussion  can  return  to  how,  rather  than  whether, 
benefits  will  be  financed. 

What  is  all  the  clamor  about?  It  is  true  that  substantial  long-run 
deficits  loom  under  present  policy.  However,  the  projected  rapid 
increase  in  the  retired  population  plays  a  minor  role  in  this  compared 
to  the  benefit  escalator.  This  provision  in  the  1972  law  seeks  to  protect 
participants  against  inflation,  but  it  calls  for  excessive  adjustments 
of  scheduled  benefits  for  workers  not  yet  retired.  The  more  rapid  the 
inflation,  the  more  acute  would  be  the  symptoms  of  this  malady. 
Even  if  rates  of  inflation  are  reduced  to  the  4-  to  5-percent  level, 
benefits  for  many  20th  century  retirees  could  exceed  the  highest 
wage  they  ever  earned.  The  taxes  required  would  be  intolerable;  yet 
the  costs  of  such  unrealistic  benefits  are  included  in  long-run  estimates 
and  are  the  main  source  of  concern  about  financing. 

The  problem  of  the  benefit  formula  is  an  unusual  and  pleasing  one, 
because  it  is  readily  soluble.  It  is  due  to  an  irrational  double  adjust- 
ment of  benefits  to  offset  inflation.  Under  the  1972  law  the  factors  used 
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to  convert  prior  money  wages  to  benefits  upon  retirement  are  indexed 
to  keep  pace  with  the  cost  of  living.  However,  money  wages  also  tend 
to  rise  along  with  the  cost  of  living.  The  adjustment  of  the  benefit 
factors,  therefore,  is  largely  redundant  and  would  lead  to  unrealistic 
benefit  levels  in  the  event  of  rapid  inflation. 

Future  benefits  should  indeed  grow  as  the  economy  grows  and  be 
protected  against  inflation.  The  Advisory  Council  has  presented  a 
logical  and  practical  proposal  to  achieve  this  by  a  simple  change  in  the 
present  law.  It  would  adjust  past  earnings,  rather  than  conversion 
ratios,  to  allow  for  earnings  growth  before  computing  initial  retire- 
ment beneflts.  Then  benefits  would,  as  now,  be  indexed  by  the  CPI. 
This  alternative  to  the  present  irrational  scheme  would  take  account  of 
productivity  gains  and  protect  against  inflation.  Congress  need  only 
amend  the  1972  legislation  in  this  way  to  assure  that  real  benefits 
maintain  a  desired  and  feasible  relationship  with  the  real  earnings 
base  from  which  they  must  be  paid. 

The  stabilization  of  real  benefits  relative  to  the  individual's  adjusted 
wage  history  would  eliminate  the  most  frightening  aspect  of  current 
social  security  projections.  The  relative  increase  in  the  retired  popula- 
tion would  remain  a  problem,  but  studies  have  shown  that  this  would 
require  an  increase  of  no  more  than  a  few  percentage  points  in  the  tax 
rate.  I  have  referred  to  a  recent  Brookings  study  of  this  question 
in  my  detailed  statement  on  that  subject.  It  shows  that  even  this 
increase  in  the  tax  rate  may  not  be  necessary. 

Social  security's  demographic  problem  is  due  mainly  to  declining 
family  size;  this  trend  toward  reduced  responsibility  for  children 
may  well  increase  private  saving  for  retirement.  Private  retirement 
plans  are  also  growing.  These  developments  might  bring  a  social 
decision  to  reduce  relatively  the  Social  Security  component  of  saving 
for  retirement,  thereby  cutting  back  the  tax  increases. 

Once  the  Social  Security  scare  stories  have  been  laid  to  rest,  the 
method  of  financing  can  and  should  be  overhauled.  The  earned  income 
credit,  already  installed  in  the  last  income  tax  legislation,  is  a  modest 
first  step  using  general  revenues  to  alleviate  the  worst  feature  of  the 
payroll  tax — its  burden  on  low-income  groups.  Although  it  is  part  of 
the  income  tax  structure,  the  original  lationale  for  the  credit  was  to 
offset  part  of  the  Social  Security  tax. 

The  credit,  in  effect,  rebates  more  than  85  percent  of  the  combined 
employer-employee  tax  on  earners  making  $4,000  or  less  and  gives 
progressively  smaller  rebates  up  to  the  $8,000  level.  This  legislation 
is  a  major  breakthrough,  in  part  because  of  its  tacit  recognition  that 
labor  bears  the  entire  tax.  However,  its  demands  on  general  revenues 
are  modest — $1.5  billion — since  it  is  phased  out  for  high-income  groups 
and  excludes  the  childless  who  predominate  among  low-income  earners. 

Payroll  tax  exemptions  are  resisted  by  many  social  security  experts 
on  the  ground  that  some  workers  wovild  then  get  something  for 
nothing — thereby  undermining  the  desired  "contributory"  feature 
of  the  system.  For  example,  it  has  been  said  that  rich  and  poor  should 
pay  the  same  for  social  security,  just  as  they  are  presumed  to  pay  the 
same  for  a  loaf  of  bread.  However,  the  facts  do  not  support  this 
analogy.  The  food  stamp  program  already  discounts  the  price  of 
bread  for  nearly  20  million  Americans.  Similarly,  low-income  persons 
have  always  received  more  social  security  benefits  per  dollar  of  tax 
paid  than  high-income  persons.  In  other  words,  income  redistribution 
is  already  going  on  in  both  of  these  areas. 
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The  relationship  between  benefits  and  taxes  is  already  a  loose  one, 
and  it  is  appropriate  to  loosen  it  somewhat  further  in  order  to  alleviate 
the  unfair  burden  on  low-income  families. 

By  offsetting  only  10  percent  of  the  11.7  percent  social  security  tax, 
the  earned  income  credit  retains  a  net  1.7-percent  contribution  by 
low-income  earners.  This  should  reassure  those  who  believe  that 
everyone  should  contribute  something  to  earn  a  right  to  benefits.  If 
extended  to  childless  earners,  it  would  be  a  major  reform  of  the  most 
untenable  aspect  of  the  social  security  tax.  The  revenue  cost  of  such 
an  extension  would  be  around  $5  billion  a  year,  or  about  6  percent  of 
the  social  security  tax  yield.  This  could  be  done  in  conjunction  with  a 
further  improvement  relating  the  size  of  the  credit  to  family  size. 
Then,  the  payroll  tax  would  have,  in  effect,  a  fair  system  of  exemptions 
similar  to  those  under  the  income  tax. 

Further  substitution  of  general  revenue  financing  would  still  be  in 
order.  Current  proposals  for  the  medical  and  nonmedical  portions  of 
the  tax  complement  each  other  perfectly.  A  logical  suggestion  by  the 
Advisory  Council  is  to  move  gradually  toward  financing  the  hospital 
portion  of  social  security  benefits  out  of  general  revenues.  There  is  a 
precedent  for  this,  since  a  part  of  the  medicare  program  is  already 
financed  by  general  revenues.  Moreover,  the  lack  of  relationship 
between  medical  benefits  and  earnings  history  undermines  the  tradi- 
tional case  for  financing  benefits  via  the  regressive  payroll  tax.  If  fully 
accomplished,  this  change  would  mean — on  a  current  basis — substi- 
tuting revenues  from  more  equitable  taxes  for  15  percent  of  the  pay- 
roll tax. 

A  more  far-reaching  move  in  the  same  direction  is  the  proposal  by 
Representative  James  A.  Burke  and  about  135  cosponsors  at  the 
last  count.  It  would  cut  the  nonmedical  portion  of  the  payroll  tax 
from  4.95  percent  to  3  percent  for  both  employers  and  employees. 
The  indicated  overall  revenue  loss  of  nearly  40  percent  would  be  re- 
couped by  increasing  the  taxable  ceiling  and  using  general  revenues 
for  one-third  of  nonmedical  social  security  financing.  The  desirability 
of  a  large  ceiling  increase  is  debatable.  There  is  a  question  as  to  whether 
social  security  taxes  and  benefits  should  be  extended  that  high  into 
the  income  range.  However,  a  "Government  contribution"  was  men- 
tioned as  a  longrun  goal  by  the  framers  of  social  security  legislation  in 
the  thirties.  It  is  time  to  take  this  step. 

In  conclusion,  ending  the  excessive  and  unintended  double  adjust- 
ment of  benefits  for  inflation  would  check  the  widely  feared  escalation 
of  costs  and  tax  rates,  and  clear  the  way  for  payroll  tax  reform.  Re- 
finement and  extension  of  the  earned  income  credit  would  eliminate  at 
a  modest  cost  the  most  unfair  feature  of  the  payroll  tax.  The  Advisory 
Council  and  Burke  proposals  would  cut  back  the  medical  and  non- 
medical components  of  the  tax. 

Together,  these  three  moves  would  constitute  substantial  substitu- 
tion of  progressive  for  regressive  financing  of  social  security.  Even- 
tually, this  process  can  be  pushed  further  without  jeopardizing  the 
basic  quality  of  social  security  as  a  contributory  system.  In  the 
meantime,  these  three  reforms  would  be  major  steps  forward,  long 
overdue.  It  is  time  to  rein  in  the  runaway  benefit  escalator  and  get  on 
with  these  reforms. 
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Mr.  Burke.  Thank  you  very  much,  Mr.  Brittain. 
Without  objection,  we  will  include  the  more  detailed  statement  by 
John  A.  Brittain  at  this  point  in  the  record. 
[The  statement  follows :] 

Statement  of  John  A.  Brittain* 

FINANCING  SOCIAL  SECURITY 

Over  the  last  two  years  the  press  has  launched  new  assaults  on  the  Socia' 
Security  system,  alarmist  forecasts  of  mounting  taxes  and  even  predictions  of 
insolvency.  One  sensational  five-part  series  widely  distributed  last  year  by  the 
New  York  Times  News  Service  headlined:  "The  Social  Security  System  Is  Bank- 
rupt." According  to  that  analysis,  written  by  Warren  Shore,  the  system  "can 
only  survive  through  larger  and  larger  acts  of  public  charity  or  a  total  reorganiza- 
tion." In  reality,  however,  there  is  no  such  crisis. 

The  Social  Security  system  is  suffering  growing  pains.  Indeed,  the  new  auto- 
matic benefit  escalator  must  be  slowed  down  before  it  carries  benefits  to  unrealis- 
tic levels,  and  the  soaring,  unfair  Social  Security  tax  must  be  reformed.  But 
these  problems  are  soluble.  The  benefit  escalator  in  the  1972  legislation  contains 
a  major  defect,  but  it  is  easily  reparable.  After  benefits  are  brought  under  control, 
steps  can  be  taken  to  make  the  Social  Security  tax  more  equitable.  The  bank- 
ruptcy charge  is  a  fantasy,  and  a  senseless  generator  of  fear  among  participants 
and  beneficiaries. 

As  a  critic  of  one  feature  of  the  system — the  payroll  tax — I  have  been  incor- 
rectly cited  in  support  of  some  of  these  irresponsible  and  sweeping  criticisms  and 
associated  proposals  for  change.  This  is  a  welcome  opportunity  to  set  the  record 
straight,  consider  various  criticisms  of  the  benefit  and  tax  structure  and  discuss 
proposals  for  payroll  tax  reform. 

WILL  SOCIAL  SECURITY  TAX  RATES  BECOME   INTOLERABLE? 

Recent  critics  have  argued  effectively  that  the  payroll  tax  is  unfair  and  that 
the  entire  Social  Security  system  is  shot  through  with  inequities.  Some  have  gone 
beyond  that,  however,  to  forecast  wrenching  crises  threatening  the  very  existence 
of  the  institution.  It  may  be  well  to  consider  first  these  apocalyptic  prognoses 
that  are  now  so  prevalent.  Some  common  elements  of  the  thesis  are  that  the  prom- 
ised retirement  benefits  cannot  be  counted  on  by  the  taxpayer,  that  the  taxes 
necessary  to  finance  future  benefits  may  prove  to  be  so  enormous  as  to  be  intoler- 
able, and  that  the  system  may  then  default  on  its  obligations  in  the  face  of  rising 
taxpayer  resistance. 

This  gloomy  prophecy  is  based  on  recently  legislated  escalators  providing  for 
automatic  adjustment  of  payroll  taxes  and  Social  Security  benefits.  The  first 
raises  the  individual  taxable  maximum  (and  thus  the  average  tax  base)  as  average 
earnings  rise;  the  second  escalates  benefits  on  the  basis  of  movements  in  the  con- 
sumer price  index  (CPI).  The  tax  rate  necessary  to  finance  the  escalating  benefit 
depends,  of  course,  on  the  relative  size  of  the  future  earning  and  beneficiary 
populations,  as  well  as  the  rate  of  change  of  earnings  and  prices.  It  is  easy  to  show 
that  the  combination  of  a  relatively  small  working  population,  a  slow  growth 
of  earnings  and  a  rapid  inflation  would  put  financial  pressures  on  the  system,  and 
require  high  tax  rates  in  order  for  it  to  meet  its  obligations. 

What  has  alarmed  some  critics  is  the  very  high  tax  rates  that  would  be  called 
for  under  unfavorable  population,  earnings  and  inflation  forecasts.  For  example, 
one  estimate  published  this  month  by  the  Board  of  Trustees  of  the  Social  Security 
Trust  Funds  assumes  declining  fertility,  increasing  longevity,  earnings  growth  of 
7  percent  per  year  and  a  price  index  rise  of  5  percent.  Under  the  present  escalator 
formulas,  this  would  require  an  increase  in  the  payroll  tax  from  about  10  percent 
now  to  12  percent  in  the  year  2000,  and  a  26  percent  rate  by  2050 — even  when 
hospital  benefits  are  excluded.  Due  to  a  defect  in  the  escalator,  the  required  rates 
would  be  even  higher  if  earnings  grew  at  an  8  percent  rate  and  the  price  index 
grew  by  6  percent,  even  though  the  real  earnings  growth  would  be  almost  the 
same.  The  required  rate  for  the  hospital  insurance  tax  would  also  rise  substantially. 

*John  A.  Brittain  is  a  Senior  Fellow  at  the  Brookings  Institution  and  author  of  The  Payroll  Tar  for  Social 
Security  (Brookings  Institution,  1972).  The  views  in  this  statement  do  not  necessarily  represent  those  of  the 
officers,  trustees  or  other  staff  members  of  the  Brookings  Institution. 
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The  26  percent  figure  may  seem  horrifying  at  first  glance,  but  any  long-range 
forecast  is  both  highly  speculative  and  extremely  sensitive  to  the  dynamic  assump- 
tions. The  assumptions  above  imply  a  real  earnings  growth  rate  of  about  2  percent. 
Under  a  3  percent  growth  assumption,  there  would  be  no  significant  change  in  the 
required  tax  rate.  Of  course,  the  estimates  would  be  even  more  hair-raising  if  a 
real  growth  rate  of  only  1  percent  were  assumed. 

Though  it  seems  unlikely,  what  if  a  real  earnings  growth  rate  of  only  1  percent 
or  less  did  indeed  materiaUze?  Would  there  be  taxpayer  riots?  Would  the  elderly 
be  abandoned?  The  answer,  of  course,  is  that  the  escalator  formulas  are  not 
frozen  in  concrete  until  2050  and  beyond;  they  can  easily  be  revised.  In  fact,  it  is 
already  apparent  that,  through  a  technical  oversight,  the  complex  mechanism 
linking  benefits  to  the  CPI  would  escalate  benefits  far  more  rapidly  than  intended 
by  the  legislation.  For  example,  an  earlier  oflScial  projection  based  on  the  1  percent 
growth  rate,  shows  a  median  earner  retiring  at  age  65  in  the  year  2045  with  a 
basic  pension  equal  to  89  percent  of  taxable  earnings  in  his  last  year.  Many  others 
would  retire  with  basic  pensions  higher  than  any  wage  they  ever  earned!  Even 
the  89  percent  ratio  is  more  than  double  the  current  typical  ratio,  and  it  is  unlikely 
that  the  32  percent  tax  rate  needed  to  finance  it  would  be  tolerated.  Obviously 
the  first  legislative  move  needed  to  silence  the  recent  prophets  of  doom  is  an 
amendment  overhauling  the  benefit  escalator  to  provide  for  more  reaUstic — but 
still  adequate — benefit  levels  during  the  next  century. 

Although  the  benefits  of  retired  workers  move  up  reasonably,  in  lockstep  with 
the  CPI,  the  key  problem  is  that  the  present  formula  overescalates  the  future 
benefits  of  workers  who  have  not  yet  retired.  In  effect,  these  workers  receive  a 
double  adjustment  for  inflation:  The  conversion  ratios  relating  pensions  to  past 
earnings  are  "indexed"  by  the  CPI,  but  the  resulting  increases  are  added  on  top 
of  the  market  adjustments  to  current  money  wages  that  tend  to  accompany  CPI 
increases.  The  result  is  that  inflation  can  increase  without  limit  the  ratio  of  the 
retired  worker's  basic  pension  to  his  final  year's  earnings;  in  fact,  a  ratio  of  200 
percent  could  easily  arise.  Actually,  there  are  offsetting  influences  in  the  computa- 
tional procedures  which  restrain  this  benefit  acceleration  somewhat.  Even  so,  it  is 
becoming  recognized  officially  that  the  growth  of  benefits  would  be  excessive 
under  the  current  regulations. 

While  no  rate  of  benefit  growth  will  satisfy  everyone,  it  should  be  easy  to  reach 
a  compromise  that  at  least  eliminates  the  double  adjustment  now  taking  place. 
Future  benefits  should  indeed  grow  as  the  economy  grows  and  be  protected  against 
inflation.  The  Advisory  Council  has  just  presented  a  logical  and  practical  proposal 
to  achieve  this  by  simple  change  in  the  present  law.  It  would  adjust  past  earnings 
(rather  than  conversion  ratios)  to  allow  for  earnings  growth  before  computing 
initial  retirement  pensions.  (Then  pensions  would,  as  now,  be  indexed  by  the 
CPI.)  This  alternative  to  the  present  irrational  scheme  would  allow  for  produc- 
tivity gains  and  protect  against  inflation.  Congress  need  only  amend  the  1972 
legislation  in  this  way  to  assure  that  real  benefits  maintain  a  desired  and  feasible 
relationship  with  the' real  earnings  base  from  which  they  must  be  paid.  Although 
the  problem  of  overescalation  of  benefits  is  not  immediately  serious,  it  would  be 
well  to  correct  the  procedure  soon  to  deflate  recent  assertions  that  the  Social 
Secuiity  system  is  rapidly  going  bankrupt. 

The  stabilization  of  real  benefits  relative  to  the  individual's  adjusted  wage 
history  would  eliminate  the  most  frightening  aspect  of  current  Social  Security 
projections.  Even  after  the  benefit  escalator  has  been  reined  in,  the  problem  of 
demographic  pressures  will  still  remain.  A  substantial  rise  in  the  ratio  of  the  retired 
population  to  the  working  population  is  indeed  forecast.  However,  studies  have 
shown  that  this  would  require  an  increase  of  no  more  than  a  few  percentage  points 
in  the  tax  rate.  A  careful  and  detailed  demonstration  of  this  is  available  in  a 
forthcoming  Brookings  study. ^ 

In  the  event  of  demographic  trends  and  productivity  gains  even  more  unfavor- 
able than  those  currently  projected,  the  Social  Security  system  would  still  not 
collapse.  Real  benefits  would  simply  be  scaled  down  to  allow  for  that  situation. 
Even  if  such  revisions  prove  necessary,  benefits  would  probably  still  improve, 
although  at  a  slower  rate  than  under  the  current  formulas.  Congress  would  adjust 
the  tax-benefit  structure  as  it  has  been  doing  for  years,  and  the  program  would 
continue  to  yield  rising  real  benefits  for  most  people. 

It  should  be  added  that  most  of  the  dire  forecasts  have  failed  to  mention  develop- 
ments that  seem  likely  to  make  matters  easier  for  the  system.  In  the  first  place, 

I  Barry  H.  Blechman.  Edward  M  Gramlich,  and  Robert  W.  Hartman,  Setting  National  Priorities;  The 
1976  Budget,  The  Brookings  Institution  (forthcoming).  See,  especially,  Table 5-2  and  the  related  discussion. 
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the  increasing  prominence  and  reliability  of  private  pension  schemes  (now  federally 
guaranteed  under  legislation  enacted  this  past  September)  may  make  a  slower- 
than-scheduled  growth  rate  for  Social  Security  benefits  more  acceptable.  Second, 
it  should  be  remembered  that  a  major  reason  for  the  expected  rise  in  the  ratio  of 
retirees  to  workers  is  a  projected  decline  in  family  size.  This  decline  is  another 
reason  to  expect  future  retired  generations  (who  will  have  spent  less  on  their 
children)  to  be  less  dependent  on  Social  Security.  At  the  same  time,  even  if  higher 
taxes  were  nonetheless  called  for,  the  attendant  decline  in  the  number  of  children 
per  family  would  make  the  taxes  easier  to  bear.  (This  entire  discussion  assumes, 
of  course,  that  our  economywide  Social  Security  program  will  never  encounter 
severe  difficulty  such  as  that  faced  in  the  railroad  industry,  which  is  covered  by  an 
independent  social  security-type  system.  There  the  earning  population  shrank  so 
much  in  relation  to  the  number  of  beneficiaries  that  federal  contributions  to 
beneficiaries  became  necessary.) 

WHAT  DO  THE  CRITICS  WANT? 

The  mere  possibility  of  periodic  adjustments  of  the  benefit  structure  by  Congress 
is,  of  course,  anathema  to  some  critics  of  Social  Security.  They  would  like  to 
convert  this  program  into  something  equivalent  to  the  private  purchase  of  an 
individual  annuity.  The  absence  of  fixed  commitments  to  beneficiaries  under 
Social  Security  has  led  some  critics  to  propose  a  drastic  revision  of  the  retirement 
program.  One  proposal  (sometimes  associated  with  Milton  Friedman,  Jaines 
Buchanan  and  Colin  Campbell)  would  make  participation  in  Social  Security 
voluntary,  replace  the  payroll  tax  by  bonds  sold  to  those  who  participate,  and 
require  nonparticipants  to  buy  the  same  bonds  on  the  open  market. 

One  can  believe  that  the  payroll  tax  is  a  regressive  and  unfair  device  borne 
entirely  by  labor,  and  still  oppose  its  replacement  by  the  bond  scheme.  It  is  true 
that  this  approach  might  well  guarantee  that  every  individual  would  get  back 
everything  collected  in  his  name  plus  interest.  However,  the  bond  plan  would 
continue  to  tax  low  income  indivduals  by  forcing  them  to  buy  bonds,  even  though 
they  are  recognized  as  incapable  of  paying  income  tax.  It  would  also  end  the 
present  favorable  treatment  of  low  income  families.  (The  latter  now  tend  to  earn  a 
relatively  high  lifetime  return  on  their  contributions  since  the  benefit  structure  is 
more  regressive.)  Moreover,  the  failure  to  adjust  benefits  for  inflation  would  also 
injure  middle  income  earners,  as  well  as  those  less  well  off. 

Even  without  adoption  of  the  bond  plan,  placing  Social  Security  on  a  voluntary 
basis  would  itself  undermine  the  lifetime  progressive  effect  of  the  present  tax- 
benefit  structure ;  upper  income  participants  would  have  relatively  high  incentives 
to  drop  out.  There  are,  of  course,  many  inequities  in  the  present  structure,  includ- 
ing the  treatment  of  working  married  women,  who  gain  very  little  in  benefits  in 
exchange  for  their  payment  of  taxes.  However,  these  can  best  be  dealt  with  on  an 
ad  hoc  basis  along  with  other  reforms  of  the  tax.  The  Social  Security  system  is  the 
target  of  much  valid  criticism,  but  it  also  may  have  done  as  much  to  alleviate 
poverty  as  any  American  insitution.  Its  ills,  including  those  of  the  payroll  tax, 
can  be  treated  without  razing  the  entire  structure  and  starting  over. 

SHOULD  A  LARGE  TRUST  FUND  BE  ACCUMULATED? 

A  proposal  for  accumulation  of  a  large  trust  fund  is  elaborated  by  Martin 
Feldstein  in  his  written  statement  to  this  Committee.  The  proposal  is  in  keeping 
with  (though  not  dependent  upon)  his  finding  that  the  Social  Security  program 
is  depressing  private  saving.  His  estimates  of  this  effect  on  saving  have  recently 
been  scaled  down  to  a  plausible  level,  but  his  astonishing  proposal  for  accumulation 
of  a  giant  trust  fund  calls  for  critical  examination  by  everyone  concerned  with 
Social  Security. 

Feldstein  proposes  an  increase  in  the  retirement  portion  of  the  Social  Security 
tax  from  about  10  percent  now  to  20-25  percent  per  year.  The  objective  is  accumu- 
lation of  a  $600  billion  trust  fund  and  ultimate  abolition  of  the  Social  Security 
tax  (within  a  decade).  Under  certain  assumptions,  Feldstein  forecasts  a  huge 
net  welfare  gain  from  this  policy.  This  raises  at  least  two  questions  that  require 
future  consideration. 

The  proposal  is  set  forward  at  a  time  that  taxes  are  being  cut  to  stimulate  an 
economy  in  recession.  Feldstein  proposes  a  Social  Security  tax  increase  on  the 
order  of  $100  billion  per  year.  In  effect,  this  would  amount  to  forced  saving  aimed 
at  the  ultimate  release  of  private  funds  for  investment  and  the  acceleration  of 
growth.  The  funds  would  be  used  to  buy  up  federal,  state  and  local  bonds,  as  well 
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as  private  mortgage  debt — thus  tending  to  bring  down  interest  rates)  in  the 
absence  of  offsetting  Federal  Reserve  policy).  The  hope  is  that  the  decline  in 
interest  rates  would  promote  rapid  growth  and  stimulate  private  investment 
sufficiently  to  offset  the  severe  drag  imposed  by  the  tax  increase.  However,  there 
is  no  way  of  estimating  reliably  the  responsiveness  of  investment  to  a  change 
of  this  magnitude.  It  could  easily  fall  far  short  of  the  needed  effect,  thus  aggravat- 
ing this  severe  recession,  or  bringing  on  a  new  one. 

A  second  major  disturbing  feature  of  the  Feldstein  proposal  is  its  aggregative 
nature.  In  eflfect  he  is  asserting  that  the  social  rate  of  return  is  well  in  excess  of 
the  social  discount  rate  (or  time  preference  rate),  so  that  increasing  saving  will 
make  almost  everyone  better  off.  But  the  6  percent  discount  rate  in  his  illustration 
is  typical  of  rates  established  in  the  market  where  the  supply  side  is  dominated 
by  the  small  minority  who  do  most  of  the  saving.  The  great  majority  for  whom 
Social  Security  is  really  intended  accomplish  little  or  no  saving;  for  many  a  dis- 
count rate  as  high  as  50  percent  may  be  typical,  and  some  would  have  to  pay  an 
even  higher  rate  than  that  to  borrow. 

For  example,  consider  the  family  of  five  earning  $5,000  and  exempt  from  the 
income  tax  by  the  ability-to-pay  criterion.  The  Feldstein  proposal  would  raise  the 
nonmedical  portion  of  his  family's  Social  Security  tax  from  $500  to  about  $1,000 
to  $1,250  per  year.  Who  is  prepared  to  say  that  the  fruits  of  expanded  productivity 
would  ever  compensate  such  a  family  for  this  large  tax  increase?  Moreover,  who 
is  to  guarantee  that  the  primary  beneficiary  of  the  tax  increase  will  be  the  housing 
industry  and  other  activities  of  direct  benefit  to  low-income  families? 

The  immediate  effects  of  the  Feldstein  policy  would  be  a  severe  fiscal  drag  and  a 
further  regressive  redistribution  through  the  expanded  payroll  tax.  Unless  a 
much  stronger  case  for  equitable  benefits  from  ultimate  productivity  gains  can  be 
made,  the  proposal  cannot  gain  wide  support. 

WHAT   IS   WRONG  WITH   THE   SOCIAL   SECURITY  TAX? 

It  should  be  emphasized  that  one  can  reject  the  voluntary  approach  to  Social 
Security  and  the  substitution  of  bond  sales  for  the  Social  Security  tax  without 
implying  any  enthusiasm  for  the  burden  of  the  present  payroll  tax.  The  maximum 
tax  per  employee  has  soared  from  $60  in  1949  to  $1,650  in  1975.  If,  as  argued  below, 
employees  actually  bear  the  entire  payroll  tax,  a  two-earner  family  will  pay  about 
$3,300  in  payroll  taxes  in  1975.  Although  there  is  nothing  necessarily  wrong  with 
the  rapid  growth  of  a  tax,  its  relentless  acceleration  in  this  case  inevitably  raises 
questions  about  its  purpose,  burden  and  equity.  It  is  important  to  note  that,  al- 
though there  is  a  declared  war  against  poverty,  this  fastest  growing  of  all  our 
taxes  is  one  levied  on  employment  income,  without  exemptions  for  families  in 
poverty.  This  absence  of  exemptions,  combined  with  the  ceiling  on  taxable  earn- 
ings, results  in  effective  payroll  tax  rates  for  the  working  poor  that  are  far  nigher 
than  those  for  upper  income  groups.  Making  matters  worse,  taxes  have  generally 
exceeded  benefits  in  the  past.  For  example,  between  1965  and  1971,  revenues 
exceeded  benefits  by  $13  billion.  These  surpluses  enabled  the  government  to  make 
federal  expenditures  that  would  otherwise  have  required  increases  in  other  forms 
of  taxation. 

Why  have  these  features  of  the  payroll  tax  failed  to  draw  much  attention  until 
recent  years?  The  idea  that  the  Social  Security  tax  is  a  contribution  to  a  trust 
fund  analogous  to  a  payment  toward  a  private  annuity  undoubtedly  contributes 
to  tolerance  of  the  tax.  However,  this  analogy  is  misleading  in  many  ways,  pri  - 
marily  because  the  relationship  between  individual  lifetime  contributions  and 
benefits  is  a  very  loose  one,  and  is  subject  to  continual  legislative  change.  Given 
these  facts,  there  is  something  wrong  with  encouraging  the  impression  that  the 
Social  Security  tax  is  an  insurance  premium.  As  taxpayers  become  more  aware 
of  the  flexibiUty  in  the  tax-benefit  relationship,  their  view  of  their  contribution 
as  basically  their  own  individual  savings  seems  bound  to  change.  Such  a  re- 
evaluation  would  slow  the  growth  of  this  tax. 

There  is  also  something  wrong  with  a  tax  that  may  owe  its  acceptance  in  part 
to  the  fact  that  its  true  bite  is  not  directly  felt  or  perceived  by  the  taxpayer. 
For  example,  in  weighing  its  impact  on  individual  earners,  there  is  a  tendency 
to  consider  only  the  employee  half  of  the  tax.  If,  as  economic  theory  suggests, 
the  employee  pays  the  employer's  share  as  well  as  his  own,  the  burden  on  earners 
is  twice  as  great  as  that  seen  by  most  observers.  It  may  be  useful  to  defend  this 
proposition  briefly. 

On  a  common  sense,  empirical  level,  it  is  helpful  to  think  of  two  countries  which 
are  identical  except  that  one  has  an  employer  tax  rate  of  about  40  percent  (as 
in  Italy)  and  the  other  only  a  5  percent  tax.  The  first  country  can  be  expected 
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to  have  a  far  lower  basic  wage  than  the  second.  My  statistical  studies  have  shown 
this  to  be  the  case.  In  fact,  my  findings  indicate  that,  given  the  level  of  produc- 
tivity, the  higher  the  employer  payroll  tax  rate  in  a  country,  the  lower  the  basic 
real  wage — and  the  rate  is  lower  by  about  the  same  amount.  This  relationship 
indicates  that  the  tax  is  coming  out  of  labor's  share,  though  that  does  not  imply 
that  workers  get  nothing  in  return.  Obviously,  they  receive  associated  benefits 
from  the  government,  or  workers  with  an  effective  40  percent  tax  rate  would  not 
tolerate  it.  The  point  is  that  labor  is  paying  for  its  benefits,  even  though  the  tax 
is  nominally  paid  by  the  employer. 

How  is  the  employer  tax  shifted  to  employees?  Employers  may  respond  to 
payroll  tax  increases  by  granting  lower  wage  increases  than  warranted  by  produc- 
tivity gains.  They  may  also  reduce  real  wages  by  marking  up  product  prices.  The 
long  run  net  result  of  these  two  types  of  adjustment  is  that  increases  in  the  Social 
Security  tax  on  employees  will  reduce  by  about  the  same  amount  the  real  basic 
wages  they  offer  for  labor  of  a  given  quality.  Since  the  tax  is  nearly  universal, 
there  is  no  reason  to  expect  a  resulting  contraction  of  the  supply  of  labor.  Assum- 
ing that  the  supply  of  labor  responds  very  little  to  these  tax  increases,  the  real 
burden  clearly  falls  on  labor's  share.  If  there  is  some  reaction  in  the  supply  of 
labor,  the  process  and  outcome  are  more  complicated,  but  there  is  no  reason  to 
believe  that  a  substantial  part  for  share  of  the  tax  would  come  out  of  the  share  of 
capital. 

The  chief  indictment  against  the  payroll  tax  is  that  it  places  a  heavy  burden 
on  the  low-income  worker;  the  ability-to-pay  criterion  that  exempts  him  from  the 
income  tax  does  not  apply.  If  we  include  the  unemployment  insurance  payroll 
tax,  the  highest  total  tax  rate  on  wages  and  salaries  is  now  about  14  percent,  and 
that  rate  is  paid  by  those  earning  less  than  the  unemployment  insurance  taxable 
ceiling — generally  $4,200.  Because  of  this  ceiling,  the  payroll  tax  rate  on  one 
earner  begins  to  decline  after  $4,200;  this  decline  accelerates,  of  course,  after  an 
individual's  earnings  exceed  the  Social  Security  ceiling  of  $14,100  (up  from 
$13,200  in  1974).  Thus,  an  individual  earning  $150,000  will  pay  a  tax  rate  of  only 
about  1  percent.  Although  the  income  tax  contains  many  special  preferences,  its 
rate  structure  is  generally  progressive,  in  sharp  contrast  to  the  regressive  struc- 
ture of  the  payroll  tax. 

The  ability-to-pay  criterion  has  always  been  accepted  as  fundamental  to  the 
design  and  evaluation  of  the  income  tax.  When  the  Nixon  administration  took 
office  in  1969,  one  of  its  early  acts  was  to  provide  low-income  relief  from  the 
income  tax.  This  was  to  alleviate  the  situation  in  which  families  then  officially 
classified  as  living  in  poverty  were  paying  this  tax.  Scarcely  a  voice  was  raised, 
however,  concerning  the  payroll  tax  paid  by  these  same  families,  even  though  it 
was  a  much  greater  burden  for  them  than  the  income  tax.  Under  the  insurance 
principle,  the  working  poor  continued  to  be  taxed  at  the  highest  rate  of  all.  If  the 
ability-to-pay  guideline  is  valid  for  our  largest  and  fairest  tax,  why  should  it  not 
also  be  applied  to  the  Social  Security  tax? 

CAN   SOMETHING  BE   DONE   ABOUT  THE   SOCIAL  SECtTRITY  TAX? 

Once  the  Social  Security  scare  stories  have  been  laid  to  rest,  the  method  of 
financing  can  and  should  be  overhauled.  Despite  the  many  undesirable  features  of 
the  payroll  tax,  it  appears  certain  to  keep  growing,  though  probably  at  a  slower 
pace  than  indicated  by  the  more  pessimistic  forecasts.  Not  only  are  the  existing 
taxes  expanding,  but  new  payroll  taxes  are  contained  in  national  health  proposals 
now  under  consideration.  The  worst  features  of  the  payroll  tax  could  be  aleviated 
by  at  least  partial  substitution  of  general  revenue  financing;  this  is  certainly  a 
worthy  long-run  objective.  However,  although  the  new  Supplemental  Security 
Income  program  is  financed  from  general  revenues,  no  large-scale  substitution  of 
general  revenue  financing  for  payroll  taxes  appears  in  the  cards.  If  we  are  to  live 
with  ever-increasing  payroll  taxes,  we  should  at  least  consider  attempts  to  reform 
them. 

It  is  encouraging  that  the  burdens  and  inequities  of  the  payroll  tax  are  finally 
receiving  official  recognition.  Casper  Weinberger,  Secretary  of  Health,  Education 
and  Welfare,  has  spoken  strongly  of  the  unjustifiably  high  burden  of  Social 
Security  taxes  on  low  income  earners  and  raised  the  possibility  of  exempting  some 
portion  of  these  incomes  from  the  tax.  Although  there  appears  to  have  been  no 
follow-up  to  this  statement,  the  consideration  of  payroll  tax  reform  has  at  last 
been  brought  to  the  highest  level  of  governmental  decision-making. 

Several  proposals  have  been  drawn  up  by  congressmen  in  recent  years.  A  modest 
plan  calling  for  exemption  of  earnings  below  the  total  of  exemptions  and  allowances 
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due  each  family  under  the  income  tax  (and  phased  out  at  earnings  levels  double 
those  totals)  has  been  drawn  up  as  a  resolution  by  Senator  Gaylord  Nelson. 
Although  this  was  a  relatively  inexpensive  plan  covering  the  employee  half  of  the 
tax  only,  its  introduction  has  been  stymied,  pending  decision  on  recommendations 
for  offsetting  revenue  gains  by  means  of  tax  reforms. 

A  more  far-reaching  plan  has  been  proposed  by  Senators  Muskie  and  Mondale. 
It  applied  to  the  employee  and  self-employed  portions  of  the  tax  and  entailed  the 
same  exemptions  and  allowances  as  under  the  income  tax.  Although  these  were 
not  phased  out  for  higher  incomes,  it  was  estimated  that  the  revenue  loss  could  be 
entirely  offset  by  removal  of  the  taxable  maximum  from  the  tax  on  employees, 
employers,  and  the  self-employed.  Although  payroll  tax  revenues  would  remain 
virtuaiiy  unaltered,  it  is  clear  that  this  change  would  have  made  the  Social  Security 
tax  far  less  regressive  than  at  present. 

HOW    EFFECTIVE    ARE    CURRENT    MOVES    TOWARD    GREATER    EQUITY? 

The  "earned  income  credit,"  already  installed  in  the  last  income  tax  legislation' 
is  a  modest  first  step  using  general  revenues  to  alleviate  the  worst  feature  of  the 
payroll  tax — its  burden  on  low-income  groups.  Although  it  is  part  of  the  income 
tax  structure,  the  original  rationale  for  the  credit  was  to  offset  part  of  the  Social 
Security  tax.  The  description  explicitly  cited  as  its  rationale  the  fact  that  families 
in  poverty  are  exempt  from  almost  aU  income  tax  implied  that  the  payroll  tax 
should  treat  them  about  the  same  way.  The  credit,  in  effect,  rebates  more  than 
85  percent  of  the  combined  employer-employee  tax  on  earners  making  $4,000  or 
less  and  gives  progressively  smaller  rebates  up  to  the  $8,000  level.  This  legislation 
is  a  major  breakthrough,  in  part  because  of  its  tacit  recognition  that  labor  bears 
the  entire  tax.  This  helps  undermine  the  pretense  that  the  employer  portion  of 
the  tax  is  borne  by  the  employers  themselves  and  is  therefore  of  no  great  concern 
to  workers.  The  demands  on  general  revenues  resulting  from  this  credit  are 
modest — $1.5  biUion — since  it  is  phased  out  for  high-income  groups  and  excludes 
the  childless  who  predominate  among  low-income  earners. 

By  offsetting  only  10  percent  of  the  11.7  percent  Social  Security  tax,  the  law 
leaves  a  net  1.7  percent  tax  on  low-income  earners.  This  should  reassure  those  who 
believe  that  everyone  should  contribute  something  to  earn  a  right  to  benefits.  If 
extended  to  childless  earners,  it  would  be  a  major  reform  of  the  most  untenable 
aspect  of  the  Social  Security  tax.  Presumably,  exclusion  of  the  childless  was 
primarily  intended  to  make  credit  for  amendment  more  salable  in  the  tight 
budgetary  situation.  In  the  presence  of  the  Aid  to  Dependent  Children  Program, 
there  is  no  reason  to  believe  that  low  income,  childless  individuals  and  couples 
are  any  more  capable  of  paying  payroll  taxes  than  those  with  children.  Certainly 
some  single  individuals  such  as  college  students  have  low  incomes  because  they 
work  part  time,  not  because  they  are  really  poor.  Perhaps  they  could  be  excluded 
by  basing  eligibility  on  hourly  earnings;  this  seems  preferable  to  excluding  all 
childless  persons.  In  any  case,  this  problem  is  no  different  from  that  under  the 
income  tax.  The  revenue  cost  of  extending  the  credit  to  childless  earners  would 
be  around  five  billion  dollars  a  year,  or  6  percent  of  the  Social  Security  tax  yield. 
This  could  be  done  in  conjunction  with  a  further  improvement  relating  the  size 
of  the  credit  to  family  size.  It  is  surprising  that  a  fixed  $4,000  income  was  set  as 
the  credit  base,  without  linking  exemptions  to  family  size  and  responsibilities. 
If  this  were  done,  the  payroll  tax  would  have,  in  effect,  a  fair  system  of  exemptions 
similar  to  those  under  the  income  tax. 

Even  in  its  present  form  the  earned  income  credit  partially  relieves  millions  of 
families  of  an  unfair  tax.  Its  effective  downgrading  of  the  misleading  "insurance 
principle"  is  also  a  good  thing:  it  has  an  educational  effect  and  also  indicates 
some  common  sense  understanding  of  the  true  incidence  of  the  payroll  tax.  This 
legislation  could  well  lead  eventually  to  more  substantial  alleviation  of  the 
burdens  imposed  by  the  Social  Security  tax.  Passage  of  the  credit  marks  a  step 
forward  on  this  front  that  is  considerably  more  significant  than  indicated  by  its 
modest  price  tag. 

Payroll  tax  exemptions  are  resisted  by  many  social  security  experts  on  the 
ground  that  some  workers  would  then  get  something  for  nothing — thereby  under- 
mining the  desired  "contributory"  feature  of  the  system.  For  example,  it  has 
been  said  that  rich  and  poor  should  pay  the  same  for  their  social  security,  just  as 
they  are  presumed  to  pay  the  same  for  a  loaf  of  bread.  However,  this  analogy  is  un- 
realistic. The  food  stamp  program  already  discounts  the  price  of  bread  for  nearly 
20  million  Americans.  Similarly,  low-income  persons  have  always  received  more 
Social  Security  benefits  per  dollar  of  tax  paid  than  high-income  persons.  The  rela- 
tionship between  benefits  and  taxes  is  already  a  loose  one,  and  it  is  appropriate 
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to  loosen  it  somewhat  further  in  order  to  alleviate  the  unfair  burden  on  low-income 
families. 

Further  substitution  of  general  revenue  financing  would  still  be  in  order. 
Current  proposals  for  the  medical  and  non-medical  portions  of  the  tax  complement 
each  other  perfectly.  A  logical  suggestion  by  the  Advisory  Council  is  to  move 
gradually  toward  financing  the  hospital  portion  of  Social  Security  benefits  out  of 
general  revenues.  There  is  a  precedent  for  this,  since  a  part  of  the  Medicare  pro- 
gram is  already  financed  by  general  revenues.  Moreover,  the  lack  of  relationship 
between  medical  benefits  and  earnings  history  undermines  the  traditional  case 
for  financing  benefits  via  the  regressive  payroll  tax.  If  fully  accomplished,  this 
change  would  mean  (on  a  current  basis)  substituting  revenues  from  more  equitable 
taxes  for  15  percent  of  the  payroll  tax. 

A  more  far-reaching  move  in  the  same  direction  is  the  proposal  by  Rep.  James 
A.  Burke  and  about  135  co-sponsors.  It  would  cut  the  non-medical  portion  of  the 
payroll  tax  from  4.95  percent  to  3  percent  for  both  employers  and  employees.  The 
indicated  overall  revenue  loss  of  nearly  40  percent  would  be  recouped  by  increasing 
the  taxable  ceiling  and  using  general  revenues  for  one-third  of  non-medical  Social 
Security  financing.  The  desirability  of  a  large  ceiling  increase  is  debatable,  but 
a  "government  contribution"  was  mentioned  as  a  long-run  goal  by  the  framers  of 
Social  Security  legislation  in  the  thirties.  It  is  time  to  take  this  step. 

CONCLUSION 

Ending  the  excessive  and  unintended  double  adjustment  of  benefits  for  infla- 
tion would  check  th?  widely-feared  escalation  of  costs  and  tax  rates  and  clear  the 
way  for  payroll  tax  reform.  The  Adv  sory  Council  and  Burke  proposals  would  cut 
back  the  medical  and  non-medical  components  of  the  rising  payroll  tax.  Together, 
these  three  moves  would  constitute  substantial  substitution  of  progressive  for 
regressive  financing  of  Social  Security.  Eventually,  this  process  can  be  pushed 
further  without  jeopardizing  the  basic  quality  of  Social  Security  as  a  contributory 
system.  In  the  meantime,  these  three  reforms  would  be  major  steps  forward — 
long  overdue.  It  is  time  to  bring  the  benefit  escalator  under  control  and  get  on 
with  these  reforms. 

Mr.  Burke.  Our  next  witness  is  Mr.  Feldstein,  economist  from 
Harvard  University.  Welcome,  Mr.  Feldstein. 
Mr,  Feldstein.  Thank  you,  Mr.  Chairman. 
Mr.  Burke.  You  are  recognized,  Mr.  Feldstein. 

STATEMENT  OF  MARTIN  FELDSTEIN 

Mr.  Feldstein.  Thank  you. 

I  am  pleased  to  be  here  this  afternoon  to  discuss  this  important 
subject  with  you.  I  have  given  you  a  formal  statement,  "Strengthening 
Social  Security,"  but  I  won't  read  from  it  this  afternoon. 

Mr.  Burke.  Without  objection,  your  entire  statement  will  appear 
in  the  record,  and  you  may  summarize  as  you  wish. 

[The  prepared  statement  follows:] 

Statement   of   Martin   Feldstein,    Professor   of   Economics, 

Harvard  University 

strengthening  social  security 

Social  security  was  the  most  important  government  innovation  of  the  Great 
Depression.  Forty  years  later,  nearly  every  aspect  of  our  economic  life  has  changed 
dramatically.  Yet  the  basic  structure  of  our  social  security  program  has  not  been 
reexamined  and  reshaped  to  the  economic  conditions  of  today.  Instead,  the  original 
program  has  simply  continued  to  expand  at  an  ever  increasing  rate. 

In  the  fiscal  year  ending  in  June  1975,  social  security  benefits  for  the  retired, 
the  disabled  and  their  dependents  will  exceed  $67  billion.  This  represents  a  more 
than  three-fold  increase  from  the  $20  biUion  in  1965.  Even  after  adjusting  for 
inflation,  benefits  have  increased  by  102  percent  in  the  last  decade.  This  expansion 
of  benefits  has  occurred  at  an  even  faster  rate  during  the  most  recent  five  years. 
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Real  benefits  rose  56  percent  during  these  years  while  real  GNP  rose  only  10 
percent.! 

At  the  same  time,  the  social  security  tax  has  also  increased  very  rapidly.  In 
1965,  employees  and  employers  paid  a  combined  tax  of  7.25  percent  on  the  first 
$4800  of  income;  the  maximum  tax  was  thus  $348.  In  1975,  the  tax  is  11.7  per- 
cent on  the  first  $14,100  for  a  maximum  of  $1650.  The  maximum  tax  per  covered 
worker  is  now  nearly  five  times  as  great  as  only  10  years  ago.^ 

There  are  many  who  think  of  social  security  as  a  quite  passive  program  that 
provides  income  to  older  Americans  who  would  otherwise  live  in  poverty  on  in- 
adequate savings  or  be  dependent  on  welfare  or  children  for  their  support.  In 
this  view,  social  security  is  simply  a  transfer  program  with  little  or  no  real  effect 
on  anything  but  the  distribution  between  young  workers  and  older  retirees. 
This  common  belief  is  simply  not  true. 

Because  of  the  vast  size  of  the  social  security  program  and  its  central  role  in  the 
American  system  of  financing  retirement,  it  has  major  effects  on  all  of  the  signifi- 
cant dimensions  of  our  economy.  These  effects  are  currently  unintended,  generally 
unperceived  and  frequently  undesirable.  The  most  important  impact  is  a  sub- 
stantial reduction  in  the  nation's  rate  of  saving.  This  reduction  in  savings  makes 
our  capital  stock  much  lower  than  it  otherwise  would  be.  With  less  capital,  our 
national  income  is  reduced  and  wage  rates  are  lower.  Moreover,  the  specific 
form  of  the  reduction  in  saving  greatly  increases  the  unequal  concentration  of 
the  ownership  of  wealth. 

The  primary  reason  for  this  problem  is  that  the  social  security  program  has  not 
kept  up  with  the  changing  economic  conditions.  When  the  current  social  security 
program  was  designed,  the  nation  was  at  the  bottom  of  the  great  depression. 
The  length  of  the  depression  and  the  failure  of  financial  institutions  had  wiped 
out  the  lifetime  savings  of  a  great  many  families.  More  than  20  percent  of  the 
labor  force  was  unemployed.  The  new  Keynesian  economics  stressed  that  the 
depression  would  persist  as  long  as  the  full-employment  rate  of  savings  remained 
greater  than  the  rate  of  investment.  The  fear  that  an  excessive  savings  rate  would 
cause  a  permanent  depression  remained  a  firm  conviction  of  many  leading  econo- 
mists into  the  1940's.  In  contrast,  the  past  25  years  have  seen  a  relatively  low 
average  unemployment  rate  of  4.8  percent.  The  early  fear  of  excessive  saving  has 
now  changed  to  a  serious  concern  about  a  capital  shortage  in  the  years  ahead. 
Not  surprisingly,  the  appropriate  social  security  system  for  today  is  very  different 
from  the  system  that  was  appropriate  40  years  ago. 

The  major  economic  issues  involved  in  social  security  reform  are  quite  distinct 
from  the  problem  of  financial  bankruptcy  that  has  been  widely  discussed  in  the 
popular  press  during  the  past  year.  A  story  in  U.S.  News  and  World  Report  in 
July  1974  declared  that  the  social  security  system  is  in  desperate  financial  condi- 
tion and  concluded  that  "The  failure  to  reform  social  security,  almost  everyone 
agrees,  could  lead  in  the  long  run  to  disaster."  A  month  later,  the  Wall  Street 
Journal  quoted  this  conclusion  approvingly  and  added  "It  is  worse  than  that." 
These  views  were  then  widely  echoed  in  other  newspapers  and  magazines.  There  is 
a  strong  fear  among  the  public  at  large  that  social  security  may  be  headed  toward 
financial  collapse.  This  fear  of  bankruptcy  is  without  merit.  It  is  worth  while 
therefore  to  discuss  this  problem  of  financial  solvency  before  turning  to  the  more 
important  economic  effects. 

FOREBODINGS   OP  BANKRUPTCY 

The  pay-as-you-go  method  of  financing  social  security  is  a  crucial  aspect  of  the 
current  program  and  of  its  financial  problem.  The  government  now  collects  a 
payroll  tax  equal  to  11.7  percent  of  the  first  $14,100  of  each  worker's  income. ' 
These  payroll  tax  receipts  are  used  to  finance  cash  benefits  currently  being  paid  to 
retired  workers,  along  with  the  Medicare  benefits  of  the  aged  and  the  cash  benefits 
to  disabled  workers  and  surviving  dependents.  Only  a  relatively  small  trust  fund 
of  $55  biUion,  less  one  year's  benefits,  is  kept  to  smooth  the  flow  of  receipts  and 
expenditures. 

'  These  benefits  exclude  Medicare  benefits  for  tlie  aged.  Medicare  benefits  have  grown  even  more  rapidly 
than  the  cash  benefits.  In  1974  hospital  and  medical  benefits  under  Medicare  exceeded  $12  billion,  nearly 
double  the  1969  level.  There  were  no  Medicare  benefits  a  decade  ago. 

'  The  11.7  percent  tax  rate  consists  of  a  9.9  percent  rate  for  old  age.  survivors'  and  disability  insurance  and  a 
1.8  percent  rate  for  Medicare.  The  9.9  percent  rate  entails  a  maximum  tax  of  $1396  and  implies  a  four-fold 
increase  in  the  maximum  tax  payment  in  a  decade. 

'  Although  the  employer  legally  pays  half  of  this  and  the  employee  the  other  half,  this  is  essentially  just 
an  accounting  convention.  The  actual  distribution  of  the  burden  of  the  tax  between  wages  and  profits 
depends  on  the  effects  of  the  tax  on  the  relative  supplies  of  labor  and  capital. 
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In  comparison  to  this  trust  fund,  the  social  security  system  now  has  liabilities 
■of  more  than  S2.4  trillion.*  This  means  that  current  members  of  the  S5^stem,  work- 
ing and  retired,  are  expected  to  receive  $2.4  trillion  more  than  they  are  expected 
to  pay  in  future  taxes.  If  social  security  were  a  private  pension  program,  it  would 
require  current  assets  of  $2.4  trillion  to  be  financially  solvent,  i.e.,  to  guarantee 
its  ability  to  its  future  obligations.  Since  the  social  security  program  has  a  trust 
fund  of  only  $5.5  billion  or  some  2  percent  of  its  obligations,  social  security  is 
banlcrupt  by  the  conventional  standards  of  the  actuarial  soundness  of  private 
pension  programs.  This  analogy  of  social  security  to  private  pensions  is,  however, 
totally  misleading.  A  private  pension  program  must  have  sufficient  assets  to  meet 
all  prior  commitments  because  it  cannot  be  certain  that  any  future  contributions 
will  be  made.  In  contrast,  the  social  security  program  can  continiie  to  compel 
future  generations  of  workers  to  pay  social  security  taxes.  These  future  tax  rates 
can  be  set  so  that  tax  revenues  are  sufficient  to  meet  the  claims  of  the  beneficiaries. 
The  government's  poAver  to  tax  is  its  power  to  meet  the  obligations  of  social  secur- 
ity to  future  beneficiaries.  As  long  as  the  voters  support  the  social  security  system, 
it  will  be  able  to  pay  the  benefits  that  it  promises. 

Social  security  does,  however,  face  a  financial  problem  in  the  future.  If  nothing 
were  done  to  change  the  current  social  security  law,  it  is  likely  that  the  social 
security  tax  rate  would  have  to  rise  very  rapidly  in  the  years  ahead.  This  is  due 
in  part  to  an  unintended  feature  of  the  1972  social  securit}^  legislation  that  all 
experts  agree  is  an  error  that  shoiild  be  corrected.  This  problem  of  "double- 
indexing""for  inflation  is  described  in  the  next  paragraph.  The  more  significant 
long-run  financing  problem  caused  by  the  changing  demographic  structure  of  the 
population  will  then  be  discussed. 

Before  1972,  the  social  security  program  had  no  explicit  method  of  adjusting 
benefits  for  changes  in  the  cost  of  living.  Instead,  Congress  frequently  gave  ad  hoc 
increases  in  benefits  that  generally  more  than  compensated  for  the  effects  of 
inflation.  In  1972,  Congress  enacted  a  basic  change  in  the  law.  Starting  in  June 
1975,  all  benefits  will  increase  automatically  in  accordance  with  changes  in  the 
cost  of  living.  This  is  a  desirable  reform  that  protects  the  real  value  of  retirees' 
benefits  from  the  haphazard  efi'ects  of  inflation.  Unfortimately,  the  specific 
method  of  indexing  benefits  adopted  in  the  1972  legislation  contains  a  very  serious 
technical  flaw.  As  the  law  now  stands,  inflation  will  aflfect  current  and  future 
workers  in  two  ways.  When  prices  and  wages  rise,  the  "average  monthly  earnings" 
on  which  social  security''  benefits  are  based  will  also  rise.  In  addition,  the  current 
method  of  indexing  also  raises  the  benefits  at  each  level  of  average  monthly  earn- 
ings. Thus,  infiation  raises  benefits  in  two  cumulative  ways. 

This  "double-indexing"  makes  both  the  value  of  benefits  and  the  required  tax 
rate  hypersensitive  to  the  rate  of  inflation.  A  useful  way  to  measure  benefit  levels 
is  the  "replacement  ratio",  i.e.,  the  ratio  of  benefits  at  age  65  to  the  earnings 
immediately  before  retirement.  The  actuaries  of  the  Social  Security  Adminis- 
tration have  estimated  the  effects  of  different  rates  of  inflation  on  the  replacement 
rate  for  a  "typical"  married  retiree  who  had  previously  had  the  median  level  of 
earnings.  During  the  25  year  period  from  1948  through  1973,  real  wages  grew  at 
approximately  2  percent  while  prices  increased  about  2.4  percent.  With  this 
rate  of  growth  of  real  wages  and  a  2  percent  rate  of  inflation  for  the  75  year 
forecast  period,  the  "typical"  retiree  w^ould  receive  benefits  that  replaced  63  per- 
cent of  what  he  was  earning  just  before  retirement.^  If  prices  rose  at  4  percent 
instead  of  2  percent,  the  replacement  rate  would  be  increased  from  63  percent  to 
S5  percent.^  With  an  even  higher  rate  of  inflation,  an  individual's  social  security 
benefits  could  substantially  exceed  what  he  had  earned  before  retirement.  This 
haphazard  behavior  of  the  replacement  ratio  is  clearly  undesirable.  The  hyper- 
sensitivity of  the  benefits  to  inflation  also  makes  the  tax  rate  very  sensitive  to  the 
rate  of  inflation.  Even  with  no  other  adverse  influences,  a  5  percent  rate  of  infla- 
tion would  cause  the  social  security  tax  for  retirees  and  survivors  to  increase  from 
10  percent  today  to  approximately  15  percent  after  fifty  years.  All  experts  now 
agree  that  the  method  of  indexing  should  be  revised  to  eliminate  the  instability  of 
replacement  rates  and  to  avoid  the  possible  explosion  of  the  social  security  tax 
rate.'' 

«  This  is  an  official  estimate  of  the  Social  Security  Administration  for  the  fiscal  year  endintj  in  June  1974. 
6  This  substantially  understates  the  extent  to  which  benefits  replace  net  wages  after  income  and  payroll 

6  This  assume  the  same  2  percent  rate  of  growth  of  real  wages.  Because  this  rate  of  growth  is  determined 
primarily  by  technological  factors,  it  is  much  more  predictable  than  the  rate  of  inflation. 

'  This  was  recommended  recently  by  the  official  U.S.  Advisory  Council  on  Social  Security  and  by  the 
Panel  on  Social  Security  Financing  to  "Senate  Finance  Committee. 
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Even  with  a  proper  method  of  adjusting  for  inflation,  the  social  security  tax 
rate  will  have  to  rise  substantiallj^  over  time  to  maintain  the  current  ratio  of 
benefits  to  previous  income.  The  primary  reason  for  these  increased  taxes  will 
be  to  offset  the  growing  importance  of  retirees  relative  to  the  population  of 
working  age.  The  birth  rate  has  dropped  dramatically  since  1960  at  every  age 
level.  A  useful  summary  measure  is  the  total  fertility  rate,  i.e.,  the  average  number 
of  babies  born  per  woman  in  her  lifetime.  This  fertility  rate  remained  above  3 
from  1947  to  1964  and  then  declined  sharply  and  continuously  to  1.9  in  1973.^ 
A  total  fertility  rate  of  2.1  is  required  just  to  maintain  the  population  at  its 
current  size  in  the  long  run.  Even  if  the  fertility  rate  were  to  rise  immediately 
to  the  zero  population  growth  value  of  2.1,  the  demographic  structure  of  the 
population  would  change  dramaticalh^  over  the  next  sixty  years.  There  are  now 
30  beneficiaries  for  every  100  worlvcrs.  The  social  security  actuaries  now  estimate 
that,  with  a  fertility  rate  of  2.1,  there  will  be  45  beneficiaries  for  every  100  workers 
in  the  year  2030. 

With  the  current  method  of  pay-as-you-go  financing,  this  50  percent  increase 
in  the  relative  number  of  beneficiaries  requires  a  59  percent  increase  in  the  social 
security  tax  rate  if  benefit  replacement  ratios  are  to  be  maintained.  Since  the 
cost  of  the  benefits  to  retirees  and  survivors  is  currently  10.9  percent  of  the 
earnings  taxed  by  social  security,^  the  50  percent  increase  would  bring  the  tax 
rate  in  2030  to  16.4  percent.  The  actual  future  tax  rate  will  also  reflect  changes 
in  productivity  and  labor  force  participation.  With  less  favorable  demographic 
conditions  or  productivity  growth,  the  tax  rate  could  reacli  20  percent  or  morc^" 

An  increase  in  the  social  security  tax  rate  to  16  percent  or  20  percent  would  be 
a  substantial  increase."  But  is  tliis  necessarily  a  serious  problem  for  the  social 
security  system.  There  are  some  who  believe  that  such  high  rates  would  create 
an  intolerable  burden  on  low  and  middle  income  families.  This  is  a  false  argument 
that  ignores  the  substantial  increase  in  real  earnings  that  these  families  will 
enjoj^  at  the  same  time  that  tax  rates  rise.  Even  a  tax  rate  increase  of  10  percentage 
points  over  the  next  50  j^ears  is  only  an  increase  of  0.2  percent  per  j-ear.  The 
higher  tax  would  absorb  only  one-tenth  of  the  annual  wage  growth  of  2  percent. 
Stated  somewhat  differently,  a  2  percent  annual  rate  of  growth  of  real  wages 
would  raise  real  wages  by  200  percent  between  novv  and  2030.  The  higher  social 
secui'ity  tax  would  absorb  no  more  than  10  percentage  points  of  this  200  percentage 
point  increase  in  real  wages. 

There  is  however  a  very  real  problem  entailed  in  this  projected  increase  in  the 
social  security  tax  rate.  By  substantially  raising  the  overall  marginal  tax  rate 
(including  income  and  sales  taxes)  of  middle  and  low  income  households,  the 
higher  social  security  tax  rate  exacerbates  the  distortion  and  disincentives  already 
produced  by  our  current  tax  system.  A  specific  example  will  illustrate  this  point.  A 
familjr  of  four  in  Massachusetts  with  earnings  of  $12,000  currently  pays  a  com- 
bined marginal  tax  of  36  percent  including  the  federal  and  state  income  tax  and 
the  social  security  payroll  tax;  i.e.,  an  extra  1  dollar  of  gross  wages  paid  by  an 
emploj'-er  only  adds  64  cents  to  the  disposalbe  income  of  such  a  family. '^  Increases 
in  the  social  security  tax  rate  bj^  10  percentage  points  raises  the  marginal  tax  rate 
by  nearly  one-third  to  46  percent  and  reduces  the  employee's  net  take-home  paj^  to 
only  about  half  his  gross  earnings.  Such  high  tax  rates  v.ould  undoubtcdlj'  have 
substantial  effects  on  the  behavior  of  the  labor  force. 

These  calculations  of  tax  rates  treat  the  social  security  tax  as  if  it  were  the  same 
as  the  personal  income  tax.  There  is  in  fact  a  very  important  diff"erence.  Paying  a 
higher  social  security  tax  eventually  results  in  "higher  retirement  benefits.  The 
relationship  between  tax  payments  and  benefits  is  loose  and  haphazard  but  it  is 
present  nonetheless.  In  contrast,  an  individual  who  pays  higher  personal  income 
taxes  does  not  as  a  result  obtain  anj^  more  in  government  services.  Because  em- 
ployees perceive  that  there  is  a  relation  between  their  social  security  tax  payments 
and  their  own  future  benefits,  their  response  to  an  increase  in  social  security  taxes 
should  be  quite  different  from  their  response  to  an  increase  in  the  personal  income 
tax  rates.  Indeed,  if  social  security  were  effectively  a  compulsorj^  savings  program 
in  which  each  individual  received,  in  return  for  his  tax  payments,  the  same  level  of 

8  Pi-eliiiiiuary  ostimates  for  1074  indicatp  that  this  downward  trend  has  conthmed. 

«Thp  eurrPiit  combined  tax  rate  of  employer  and  employees  is  9.'J  percent  but  fails  to  cover  total  eosts. 

'»  This  is  very  close  to  the  16.2  percent  rate  estimated  by  the  ofTicinl  Advisory  Council  on  Social  Security 
for  20,30.  The  Social  Security  Panel  of  the  Senate  Finance  ronimittee  used  "less  optimistic  assumptions 
about  the  birth  rate  and  concluded  that,  with  a  two  percent  growth  of  real  wages,  the  tax  rate  in  2030  would 
have  to  h?.  20  percent  to  cover  tlie  concurrent  costs. 

"  There  is  ciiriently  an  additional  1.8  percent  for  disability  and  health.  There  is  every  indication  that 
these  costs  will  continue  to  rise  very  rapidly. 

'2  The  3  percent  Massachusetts  sales  tax  oii  most  items  other  than  food  and  clothing  fuither  reduces  the 
value  of  this  disposable  income. 
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benefits  that  he  would  have  obtained  by  investing  bis  tax  payments,  there  would 
be  no  effect  of  the  social  securitj^  tax  on  work  incentives.  As  the  required  tax  rate 
grows,  it  becomes  more  important  to  move  toward  a  system  in  which  individual 
benefits  more  closely  reflect  individual  contributions,  thus  reducing  or  eliminating 
the  undesirable  work  incentive  effects.  I  will  return  to  this  issue  in  a  subsequent 
section.  First,  however,  I  must  consider  the  effect  of  social  security  on  capital 
accumulation. 

LIMITING    CAPITAL    ACCUMULATION 

The  most  serious  effect  of  our  social  security  program  is  to  reduce  the  nation's 
rate  of  savings  and  therefore  our  rate  of  capital  accumulation.  Recall  that  with 
our  current  pay-as-you-go  method,  social  security  tax  receipts  are  paid  out  as 
concurrent  benefits  and  are  not  accumulated.  There  is  no  real  investment  of  the 
social  securit}^  contribution  and  therefore  no  interest  as  such  is  earned  on  these 
compulsory  contributions.  When  we,  the  current  generation  of  workers,  retire, 
we  will  not  receive  social  security  benefits  by  drawing  down  an  accumulated  fund. 
Instead,  our  benefits  will  be  financed  bj'  the  tax  payments  of  those  who  are  at 
work  when  we  retire. 

Because  of  the  growing  population  and  rising  level  of  wages,  the  taxes  col- 
lected in  the  future  wiU  allow  us  as  retirees  to  receive  social  security  benefits  that 
are  greater  in  total  value  than  the  amount  we  will  have  paid  in  taxes  while  we 
were  working.  Past  experience  suggests  that  the  level  of  benefits  will  be  equivalent 
to  receiving  a  reasonable  real  rate  of  interest  on  the  previous  compulsory  con- 
tributions to  social  security.  If  there  is  no  further  expansion  of  coverage  or  of 
benefit  replacement  rates, ^^^  future  social  security  benefits  will  on  avex'age  re- 
flect a  real  rate  of  return  that  is  equal  to  the  rate  of  growth  of  total  wage  income, 
i.e.,  the  rate  of  growth  of  labor  force  plus  the  rate  of  growth  of  the  wage  rate. 
With  zero  population  growth,  the  implicit  real  rate  of  return  would  be  about  2 
percent;  although  this  seems  low,  it  should  be  remembered  that  this  is  a  real 
after  tax  rate  of  return  and  therefore  about  the  same  as  most  low  and  middle 
income  households  have  traditionally  received  from  banks  or  savings  bonds. 

For  most  Americans,  the  social  security  program  is  the  major  form  of  saving. 
Consider,  for  example,  an  individual  who,  in  the  absence  of  social  security,  would 
wish  to  save  10  percent  of  his  total  income  for  his  old  age  and  whose  income  is 
$10,000.  With  social  security,  such  an  individual  would  need  do  no  saving  for  his 
old  age.  He  need  only  save  to  accumulate  funds  with  which  to  buy  consumer 
durables  and  to  have  a  cash  balance  for  emergencies.  Similarly,  an  individual 
with  an  income  of  $20,000  who,  in  the  absence  of  social  security,  wo\ild  want  to 
save  10  percent  of  his  income  or  $2,000,  now  finds  that  social  security  involves 
compulsory  savings  of  about  $1,600.  He  therefore  need  only  save  an  additional 
$400  instead  of  $2,000."  In  1974,  total  social  security  taxes  were  $89  billion  or  9 
percent  of  total  disposable  personal  income.  If  individuals  think  of  these  taxes  as 
equivalent  to  savings  and  reduce  their  own  personal  savings  accordingly,  the 
effect  on  total  savings  would  be  very  substantial.  More  specificall.y,  in  1974 
personal  savings  were  $77  billion  or  8  percent  of  disposable  personal  income.  An 
$89  billion  reduction  in  personal  savings  induced  by  social  securitj^  would  thus  cut 
personal  savings  to  less  than  half  of  what  they  would  otherwise  be.^^ 

Of  course  not  all  private  savings  are  personal  savings.  Corporate  retained 
earnings  account  for  nearly  half  of  all  private  capital  accumulation.  In  1974, 
these  corporate  savings  were  $53  billion  and  total  private  savings  were  $130 
billion.  If  social  security  reduced  savings  by  $89  biUion,  the  total  potential  private 
savings  of  $219  billion  were  reduced  by  about  41  percent.  In  the  long  run,  this 
implies  that  the  U.S.  capital  would  also  be  about  41  percent  less  than  it  v,ould 
otherwise  be. 

Because  social  securitj^  taxes  are  not  actuallj^  compulsory  savings  but  only  an 
exchange  of  taxes  for  an  implicit  promise  of  future  benefits,  it  is  useful  to  look  at 
the  likely  effect  of  social  securitj^  on  savings  in  a  quite  different  way.  Instead  of 
considering  the  social  securitj^  contributions,  the  individual  might  focus  on  his 

13  Past  increases  in  social  security  benefits  were  possible  in  part  because  new  groups  were  being  added  tc 
the  covered  population.  Relatively  few  workers  are  now  not  covered  and  the  $14,100  maximum  causes  ihe 
tax  base  to  include  approximately  75  percent  of  all  covered  earnings. 

»«  This  may  be  direct  saving  or  through  a  private  pension.  Many  private  pensions  are  adjusted  for  changes, 
in  social  security  and  provide  very  different  rates  of  contribution  ori  incomes  above  and  below  social  security 
maximum.  This  "integration"  of  social  security  and  private  pensions  is  explicitly  recognized  in  the  tax 
treatment  of  pensions. 

15  The  personal  savings  rate  in  1974  was  relatively  high  for  the  postwar  period.  From  1648  through  1974, 
the  average  rate  of  personal  savings  was  6.6  percent. 
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expected  benefits.  Being  covered  by  social  security  is  like  owning  an  annuity, 
i.e.,  a  claim  on  future  annual  payments  when  the  individual  reaches  age  6.5. 
Although  the  individual  is  not  guaranteed  these  benefits  by  contract  and  could  in 
principle  be  deprived  of  them  by  a  legislative  change,  the  past  experience  of  the 
program  and  the  current  legislation  suggest  not  only  that  benefits  will  continue 
to  be  paid,  but  also  that  they  will  increase  with  the  general  level  of  income. i* 
These  implicit  social  security  annuities  are  an  important  part  of  each  family's 
wealth.  An  individual  with  such  an  annuity  could  reduce  his  own  private  accumula- 
tion of  wealth — either  directly  or  through  private  pensions — by  an  equal  amount. 
It  is  therefore  interesting  to  use  the  total  value  of  these  social  security  an- 
nuities as  an  estimxate  of  the  likely  effect  of  social  security  on  the  total  private 
stock  of  real  wealth.  The  total  value  of  these  annuities  reflects  the  number  of 
workers  at  each  age,  their  age  specific  mortality  rates  and  the  mortality  rates  of 
their  wives,  the  rate  at  which  per  capita  income  can  be  expected  to  grow  in  the 
future  and  the  appropriate  rate  of  interest  at  which  to  discount  future  benefits  in 
evaluating  the  future  annuity  benefits.  In  a  recent  study,"  I  estimated  the  1971 
value  of  this  social  security  wealth  at  $2  trillion.  Since  the  total  private  w-ealth  of 
households  in  that  year  was  about  $3  trillion,  the  calculation  suggests  that  social 
security  may  have  reduced  the  stock  of  private  wealth  about  40  percent,  i.e., 
from  $.5  trillion  of  wealth  that  would  exist  without  social  securit}'-  wealth  to  the  $3 
trillion  that  currently  exists.  The  40  percent  reduction  is  remarkably  close  to  the 
estimate  obtained  by  looking  at  the  reduction  in  personal  saving  that  would  occur 
if  households  viewed  social  security  taxes  as  an  alternative  to  savings.^* 

The  relative  importance  of  social  security  wealth  has  grown  very  rapidly  in  the 
past  two  decades.  In  1950,  social  security  wealth  was  88  percent  of  gross  national 
product.  A  decade  later  it  had  increased  to  133  percent  of  gross  national  product. 
Today  it  is  more  than  200  percent  of  gross  national  product.  The  impact  on  capital 
accumulation  is  therefore  more  important  than  ever  before. 

Two  caveats  must  be  noted  at  this  point.  First,  while  it  is  clear  that  rational 
men  who  are  fortunate  to  have  had  a  basic  course  in  economics  might  understand 
the  wealth  implied  by  the  social  security  program,  the  typical  American  household 
might  not  behave  as  this  theory  predicts.  The  two  preceding  calculations  showed 
the"  extent  to  which  the  social  security  program  would  reduce  private  capital  if 
households  did  substitute  social  security  wealth  for  private  wealth,  but  they  did 
not  show  that  such  substitution  actually  occurs.  Second,  even  if  households 
are  perfectly  rational  in  reducing  private  wealth  accumulation  by  the  value  of 
social  security  wealth,  the  effect  of  social  security  is  more  complex  than  the 
preceding  discussion  indicated.  As  I  noted  earlier  an  important  effect  of  the  social 
security  program  (and  especially  of  the  rule  that  benefits  are  paid  only  to  those 
Avho  are  effectively  retired)  is  to  induce  a  higher  rate  of  retirement  among  older 
persons.  A  higher  rate  of  retirement  will  in  itself  increase  the  desired  rate  of  savings. 
A  man  v/ho  plans  to  continue  working  until  his  death  need  otAj  accumulate  enough 
wealth  to  support  himself  if  he  becomes  unable  to  work  before  he  dies  and  to 
support  any  surviving  dependents.  If  that  same  man  is  induced  to  plan  to  retire 
at  65,  he  will  want  to  accumulate  sufficient  wealth  to  provide  for  his  full  retire- 
ment years.  At  age  65  a  man  now  has  a  life  expectancy  of  more  than  13  years. 
Since  social  security  benefits  are  substantially  less  than  earnings,  the  induced 
retirement  is  likely  to  lead  to  some  additional  private  savings. 

The  net  effect  of  the  social  security  program  will  therefore  depend  on  the  balance 
between  the  extra  savings  due  to  induced  retirement  and  the  reduced  savings 
due  to  the  replacement  of  private  accumulation  by  social  security  wealth.  The 
relative  strength  of  these  two  effects  will  of  course  depend  on  the  increase  in 
retirees  due  to  the  social  security  program  relative  to  the  number  of  persons  who 
would  be  retired  in  the  absence  of  the  social  security  program.  In  1929,  45  percent 
of  men  over  the  age  of  65  were  retired.  By  1971,  the  retirement  rate  had  increased 
to  75  percent.  Although  the  higher  rate  of  retirement  also  reflects  higher  income, 
changing  life  expectancies,  and  a  different  occupational  mix,  the  social  security 
system  is  probably  responsible  for  some  of  the  increase  in  retirement.  Nevertheless, 
it  is  clear  that  even  if  half  of  the  increase  in  retirement  were  attributable  to  social 

'«  Even  before  the  1972  social  security  law,  benefits  were  repeatedly  raised  by  ad  hoc  legislation  so  that  the 
ratio  of  the  averags;  basic  benefit  (i.e.,  the  benefit  received  by  a  worker  with  no  dependents)  to  per  capita 
income  fluctuated  around  41  percent  suice  the  beginning  of  t!ie  social  security  program  with  no  noticeable 

17  "Social  Security,  Individual  Retirement  and  Aggregate  Capital  Accumulation,"  Journal  of  Political 
Econom!/,  1974.  ,        ,       ,  .      ,    , 

IS  As  I  noted  above,  the  U.S.  Treasiu-y  recently  published  an  esthnate  of  $2.4  trillion  for  the  imfunded 
liability  of  the  social  security  program.  Although  the  financial  liability  as  such  is  not  important,  the  $2.4 
trillion  is  significant  as  an  estimate  of  the  potential  effect  of  social  security  on  the  current  stock  of  real  wealth. 
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security,  the  reduction  in  savings  due  to  the  replacement  of  private  wealth  by 
social  security  wealth  is  almost  certain  to  be  much  greater  than  the  effect  on 
savings  of  induced  retirement. 

I  recently  completed  an  econometric  study  of  savings  behavior  in  the  United 
States  since  1929  that  Avas  designed  to  estimate  the  net  impact  of  social  security 
on  the  nation's  accumulation  of  capital. '^  The  results  confirmed  that  social  security 
does  substantially  reduce  private  savings.  More  specifically,  the  statistical 
estimates  imply  that  social  security  reduced  personal  savings  in  1971  by  between 
$40  billion  and  $60  billion.  The  actual  level  of  personal  savings  in  1971  was  $61 
billion.  The  estimated  fall  in  savings  therefore  implies  that  social  securitj'^  reduced 
personal  savings  by  between  40  and  50  percent.  Total  private  savings,  including 
corporate  savings,  were  therefore  reduced  by  between  32  and  42  percent.  I  noted 
earlier  that  if  private  wealth  were  reduced  by  the  full  amount  of  the  social  security 
wealth,  the  decrease  in  our  capital  stock  would  be  about  40  percent.  The  current 
estimates  of  a  reduction  of  between  32  and  42  percent  in  the  savings  rate  therefore 
imply  that  the  effect  on  savings  of  induced  retirement  is  relatively  small  and  that 
households  do  rationally  respond  to  social  security  wealth  by  reducing  their 
private  savings  by  a  coiTesponding  amount. 

Some  further  evidence  of  a  very  different  type  also  supports  this  conclusion. 
The  major  developed  countries  of  the  world  differ  quite  substantially  in  the 
fraction  of  national  income  that  is  saved.  The  United  States,  with  postwar 
private  savings  equal  to  about  9  percent  of  national  income,  is  well  below  average. 
Social  security  programs  also  differ  substantially  among  these  major  developed 
countries.  The  specific  parameter  values  of  an  econometric  model  estimated  with 
international  data  indicate  that  a  higher  level  of  social  security  benefits  and  a 
more  complete  coverage  of  the  population  by  the  social  security  program  decrease 
a  nation's  rate  of  private  savings. 

How  does  this  substantial  reduction  in  savings  affect  the  American  economy? 
How  would  our  economy  be  different  if  the  rate  of  saving  were  substantially 
higher?  To  be  specific  in  my  answers,  let  me  use  the  estimate  that  social  security 
reduces  the  nation's  wealth  by  about  3.5  percent.  If  this  asset  substitution  had 
not  occurred,  the  long  run  capital  stock  would  therefore  be  some  55  percent  higher 
than  it  currently  is.  As  a  rough  approximation,  this  implies  that  gross  national 
product  would  rise  by  about  14  percent.  For  1974,  this  implies  that  GNP  would 
be  increased  by  more  than  $197  billion.  To  put  this  number  in  some  perspective, 
note  that  $197  billion  is  nearly  25  percent  of  total  consumer  spending,  nearly 
twice  the  total  individual  income  tax  payments  and  substantially  more  than 
twice  the  level  of  national  defense  expenditures.  Viewed  somewhat  differently, 
$197  billion  is  $920  per  person  or  more  than  $2500  per  family.  Let  me  emphasize 
that  this  lower  level  of  GNP  reflects  the  pay-as-you-go  nature  of  our  social 
security  system.  It  is  because  social  security  taxes  are  used  to  pay  concurrent 
benefits  that  the  capital  stock  is  smaller  and  income  is  less  than  it  would  otherwise 
be. 

The  substantial  reduction  in  our  nation's  wealth  impUes  that  there  is  less  capital 
per  worker  in  the  economy.  This  change  in  the  relative  scarcity  of  labor  and  capital 
implies  that  the  current  social  security  program  decreases  wage  rates  and  increases 
the  rate  of  profit.  If  in  the  absence  of  the  current  social  security  sj^stem  the  capital 
stock  were  55  percent  greater,  the  wage  rate  would  rise  by  14  percent  and  the  rate 
of  return  on  investment  would  fall  by  27  percent.  This  would  imply  a  rather 
significant  redistribution  of  income  to  lower  and  middle  income  families  for  whom 
wage  income  is  much  more  important  than  capital  income. 

The  current  social  security  program  also  has  a  dramatic  effect  on  the  distribu- 
tion of  the  ownership  of  capit.al.  In  our  country,  capital  is  distributed  much 
more  unequally  than  income.  The  top  1  percent  of  income  recipients  earn  some 
5  percent  of  total  household  income.  In  contrast,  the  top  1  percent  of  wealth 
holders  own  approximately  40  percent  of  the  capital  owned  by  all  households. 
How  does  this  greater  inequality  of  wealth  reflect  the  social  security  system?  To 
the  great  majority  of  Americans,  the  anticipated  social  security  benefits  are  an 
adequate  substitute  for  almost  all  private  wealth  holdings.  Only  for  those  with 
incomes  above  the  base  of  the  social  security  tax,  now  $14,000  is  there  a  need  for 
substantial  private  wealth.  Stated  somewhat  differently,  if  the  social  security 
wealth  of  more  than  $2  trillion  were  instead  part  of  our  private  v/ealth,  it  would 
be  distributed  much  more  equally  than  the  distribution  of  income.  The  distribution 

""Social  Sectuity,  Individual  Retirement  and  Aggregate  Capital  Accumulation,"  Journal  of  Political 
Economy,  1974. 
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of  the  larger  total  wealth  of  $5  trillion  would  be  much  more  equal  than  the  current 
wealth.  I  have  made  some  estimates  that  imply  that  the  concentration  in  the  top  1 
percent  would  be  halved  (from  40  percent  today  to  only  20  percent).  The  political 
implications  of  a  very  widespread  ownership  of  an  additional  $2  trillion  of  private 
capital  can  only  be  conjectured. 

A   SOCIAL   SECUKITY    FUND 

It  is  clear  that  our  current  pay-as-you-go  social  security  program  has  several 
serious  bad  side  effects:  a  substantially  lower  level  of  national  income,  a  redistri- 
bution of  income  to  the  owners  of  capital  from  wage  and  salary  earnings,  and  a 
substantial  increase  in  the  inequality  of  wealth  holdings.  What  can  be  done  to 
correct  these  harmful  effects  without  losing  the  advantages  of  the  current  social 
security  system?  I  pose  the  question  this  way  to  emphasize  that  I  disagree  with 
some  radical  reformers  who  would  abolish  our  social  security  sj'stem  on  the 
grounds  that  it  interferes  with  each  individual's  freedom  to  decide  how  much  to 
save  for  his  old  age.  Abolition  of  social  security  is  inconsistent  v/ith  our  nation's 
•commitment  to  prevent  i^overty  during  old  age.  Although  social  security  might 
be  replaced  by  a  system  of  means  tested  grants  to  older  persons  who  have  neither 
the  income  nor  the  wealth  to  be  self-sufficient,  I  believe  that  this  would  be  a 
self-defeating  policy.  If  the  level  of  benefits  were  set  high  enough  to  provide  what 
■would  generally  be  regarded  as  an  adequate  standard  of  living,  the  new  program 
would  be  a  substantial  incentive  to  workers  not  to  provide  for  their  old  age.  The 
means  tested  benefits  would  thus  have  the  doul^le  disadvantage  of  discouraging 
savings  and  lowering  the  real  income  of  the  aged. 

How  then  should  the  current  social  security  program  be  reformed  to  reduce  the 
harmful  effects  on  capital  accumulation?  And  can  this  be  done  without  the  public 
hostility  and  political  opposition  that  might  be  aroused  by  a  major  restructuring 
of  the  benefits?  Fortunately,  it  is  possible  to  alleviate  the  problem  without 
making  any  changes  in  the  structure  of  the  program  that  would  be  noticed  by  the 
general  public.  The  problem  of  reduced  capital  accumulation  arises  because  the 
government  does  no  real  capital  accumulation  to  offset  the  fall  in  savings  by 
households,  i.e.,  because  all  current  tax  collections  are  merely  paid  out  as  they  are 
received.  If  a  substantial  portion  of  social  security  taxes  were  instead  saved  and 
invested  by  the  government,  as  thej^  would  be  in  a  private  pension  program,  the 
-social  security  system  would  accumulate  reserves  that  would  offset  the  reduction 
in  private  capital  accumulation.  Stated  somewhat  differently,  the  social  security 
program,  by  collecting  more  in  taxes  each  year  than  it  paid  in  benefits,  would  add 
to  the  national  rate  of  saving  and  would  thus  partially  offset  the  reduction  thai 
it  causes  in  the  private  savings  rate. 

Let  me  emphasize  that  I  am  not  arguing  that  a  large  social  security  fund  is 
necessary  to  protect  the  actuarial  soundess  of  the  social  security  program.  I  ex- 
plained earlier  that  the  social  security  program  does  not  need  a  reserve  fund  in 
order  to  pay  future  benefits.  The  power  to  tax  the  earnings  of  future  workers  makes 
traditional  actuarial  soundness  irrelevant. 

But  the  fact  that  a  social  security  fund  is  unnecessary  does  not  make  it  unwise. 
The  virtue  of  a  fund  is  that  it  would  increase  the  level  of  income,  raise  wage  rates 
and  lower  the  cost  of  capital.  The  return  that  society  would  earn  on  such  a  fund 
in  the  form  of  higher  future  consumption  would  be  well  worth  the  current  sacrifice. 
More  specifically,  economic  studies  indicate  that  society  would  earn  a  real  rate 
of  return  of  15  percent  on  additional  capital  accumulation. 2°  A  .$100  investment 
now  would  yield  the  nation  an  additional  $15  of  real  goods  and  services  in  every 
future  year.'  This  higher  income  could  be  used  to  reduce  the  future  growth  of 
taxes,  leaving  more  for  personal  consumption  and  investment. 

I  have  learned  from  experience  that  the  suggestion  of  a  large  social  security 
trust  fund  raises  several  incorrect  objections.  I  will  discuss  the  five  arguments 
that  I  have  heard  most  frequently: 

One:  It  is  frequently  alleged  that  accumulating  a  social  security  fund  woxild 
not  add  to  real  capital  accumulation.  Nancy  Teeters,  now  a  senior  Congressional 
budget  analyst,  provides  a  very  clear  statement  of  this  view: 

"A  private  pension  plan  can  transfer  resources  over  time  for  the  individual  by 
currently  investing  in  productive  capital  that  produces  real  income  in  the  future, 

">  A  15  pfrncnt  real  rate  of  return  may  seem  unlikely  hecause  it  is  so  much  hipher  than  most  individuals 
are  able  to  earn.  It  must  be  remembered  however  thnt"the  individual's  return  is  reduced  by  the  corporation 
tax  and  the  personal  income  tax  and  may  be  limited  by  regulations  on  bank  interest  rates.  The  real  return 
to  society  includes  the  taxes  received  by  the  government  as  well  as  the  net  income  received  by  the  investor. 
The  ratio  of  before-tax  corporate  earniiigs  to  share  prices  provide?  a  rough  measiue  of  the  potential  soci 
■return  on  additional  investment;  for  major  industrial  companies,  this  now  exceeds  15  percent. 
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whereas  the  social  security  surpluses  are  invested  in  government  securities.  The 
interest  on  those  government  securities  is  a  government  expenditure  that  m.ust  be 
financed  from  current  revenues.  Creating  near-term  surpluses  to  build  up  large 
trust  funds  that  will  generate  large  interest  payments  in  the  future  does  not  reduce 
the  burden  of  supporting  the  dependent  population  in  the  year  that  it  occurs.  The 
existence  of  large  trust  funds  only  determines  whether  the  cash-benefit  program 
is  going  to  be  financed  out  of  po.yroll  taxes  or  out  of  general  revenues  used  to  pay 
the  interest  on  the  securities  held  by  the  trust  fund."  ^i 

There  are  two  common  and  crucial  errors  in  this  paragraph.  Consider  what 
actually  happens  when  the  social  security  program  has  a  surplus  with  which  it 
buys  outstanding  government  securities  on  the  open  market.  First,  the  future  in- 
terest payments  on  that  debt  are  paid  to  the  social  security  program  instead  of  to 
the  private  individuals  who  previously  owned  the  government  bonds.  Thus,  con- 
trarjr  to  the  implication  of  Dr.  Teeters'  statement,  there  is  no  need  for  additional 
general  taxation  to  make  extra  interest  payments.  And  the  social  security  program 
has  interest  income  that  permits  it  to  lower  the  payroll  tax  and  yet  still  provide  the 
same  level  of  benefits.  The  burden  on  the  future  generation  of  taxpayers  is  thus 
lighter.  Second,  the  private  individuals  who  originally  sold  their  government  bonds 
to  the  social  security  fund  will  invest  the  iiroceeds  in  private  bonds  and  stocks.22 
This  additional  demand  for  private  securities  will  increase  the  fimds  available  for 
private  investment.  The  extra  private  investment  increases  the  real  capital  stock 
and  raises  future  income.  In  this  very  real  sense,  a  social  security  trust  fund  can 
transfer  resources  over  time  and  reduce  the  tax  burden  on  future  generations. ^^ 

Two :  There  is  stiR  a  vestige  of  early  Keynesian  fears  that  a  social  security  sur- 
plus would  produce  excess  savings  and  serious  recession. 2*  These  concerns  have  in- 
appropriately been  carried  from  the  depression  into  the  present  decade.  Now  our 
capital  market  would  have  no  difficulty  in  adjusting  to  an  increasing  rate  of  sav- 
ings. With  more  capital  available  for  investment,  the  cost  of  capital  would  fall. 
Firms  would  introduce  more  capital-intensive  techniques  of  production  and  would 
provide  more  good  jobs  in  capital  intensive  industries.  There  is  no  reason  why  the 
United  States  cannot  absorb  savings  at  the  same  high  rates  as  other  developed 
countries. 

Three:  Some  who  would  otherwise  favor  an  increase  in  capital  accumulation 
fear  the  excessive  interference  of  a  social  security  fund  with  the  private  economy. 
There  would  be  grounds  for  concern  if  the  accumulation  of  a  social  security  fund 
required  ownership  of  physical  capital  or  equity  shares  in  private  companies. 
However,  such  investments  are  not  necessary.  There  is  currently  more  than  $500 
billion  of  privately  held  government  debt  (including  the  debt  of  state  and  local 
governments)  and"  more  than  $200  billion  of  additional  bonds  issued  or  guaranteed 
by  government  agencies.  Private  mortgages  and  corporate  bonds  provide  further 
means  for  channeling  funds  to  the  private  capital  market  without  becoming  in- 
volved in  management  or  equity  ownership. 

Four:  Accumulating  a  surplus  in  the  near  term  requires  raising  the  social  security 
tax  rate.  This  is  seen  by  some  as  unfair  or  excessively  burdensome.  It  must  be 
remembered,  however,  that  the  social  securitj^  tax  is  already  scheduled  to  increase 
substantially  in  the  future  in  order  to  deal  with  the  changing  demographic  struc- 
ture of  the  population.  By  raising  the  tax  rate  now,  the  eventual  total  increase  can 
be  reduced.  The  interest  income  of  the  social  security  fund  will  be  available  to  pay 
part  of  the  cost  of  the  higher  benefits.  If  we  do  not  raise  the  tax  rate  now,  we  will  be 
requiring  an  unfair  burden  of  the  next  generation — asking  them  to  pay  a  much 
higher  tax  rate  to  support  us  than  the  rate  that  we  charged  ourselves.  And,  if  they 
do  not  agree  to  tax  themselves  more  heavily  than  we  are  now  taxing  ourselves,  the 
benefits  that  we  receive  will  be  verj^  much  smaller  than  we  now  expect. 

Five:  Finally,  there  are  some  critics  who  object  to  lodging  such  a  fimd  in  the 
social  security  agency  rather  than  in  the  Treasury  or  in  some  other  government 
department.  I  recognize  that  there  is  no  fundamental  economic  logic  for  assigning 
this  responsibility  to  social  security.  But  historically  and  politically,  the  social 

-1  Nancy  Teeters,  "The  Payroll  Tax  and  Social  Security  Finance,"  in  Broad-Based  Taxes:  The  Options 
and  Sources,  edited  by  R.  A.Musgrave  (Johns  Hopkins  University  Press.  1973). 

22  This  assumes  that  the  government  does  not  undo  the  achievement  of  the  social  security  fund  by  increas- 
ing its  general  deficit. 

23  If  some  portion  of  these  extra  piivate  funds  are  invested  abroad  or  replace  foreign  investment  in  the 
United  States,  the  social  rate  of  return  on  them  may  be  lower  than  otherwise.  This  occurs  when  a  foreign 
go^■ernment  collects  part  of  the  retui'n  in  its  business  income  tax  or  when  the  U.S.  loses  corporate  tax  receipts 
on  displaced  foreign  investment.  The  add  tional  investment  still  transfers  resources  over  timein  a  productive 
way  and  thus  alleviates  the  burden  on  futiu-e  generations. 

-<  In  1941,  Seymour  Harris,  one  of  the  pioneer  Keynesians  in  America,  praised  the  ability  of  the  social 
secuiity  program  to  reduce  total  saving. 
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security  system  has  been  viewed  as  a  substitute  for  private  savings  and  private 
pensions.  The  social  security  agencj'  is  therefore  the  natural  place  in  the  govern- 
ment structure  in  which  to  locate  a  public  savings  or  pension  fund.  Adding  to  the 
already  existing  social  security  fund  should  raise  none  of  the  ideological  or  political 
objections  that  might  be  aroused  by  the  creation  of  a  new  government  investment 
agenc3^  It  is  not  just  coincidence  that  in  other  countries  the  ownership  of  a  large 
public  capital  fund  has  been  specificaUy  vested  in  the  social  security  agency. 

A  large  social  security  fund  would  not  alter  the  current  unequal  distribution  of 
claims  to  wealth.  However,  this  inequality  is  in  large  part  an  illusion  based  on 
incorrectly  measuring  each  household's  wealth  in  a  way  that  excludes  the  value  of 
social  security  benefits  and  private  pension  rights.  The  problem  is  thus  largely  a 
false  one.  The  true  distribution  of  wealth  would  not  really  be  altered  if  individuals 
held  claims  to  their  retirement  income  directly  instead  of  through  a  social  security 
system..  But  the  existence  of  an  actual  fund  might  bring  the  individual  perceptions 
closer  to  the  economic  retility. 

IMPROVING    FAIRNESS    AND    EFFICIENCY 

Although  I  have  focused  on  the  adverse  effects  of  social  security  on  capital 
accumulation,  there  are  other  serious  problems  that  require  careful  attention  and 
future  action.  The  most  important  of  these  problems  is  the  haphazard  and  often 
discriminatory  relation  that  currently  exists  between  individual  contributions  and 
subsequent  benefits.  This  is  most  acute  in  the  treatment  of  working  wives  and  in 
the  imposition  of  an  earnings  test  as  a  condition  of  receiving  full  old  age  benefits. 

Working  wives  pay  full  social  security  taxes  but  receive  little  or  no  extra  benefits. 
Under  the  current  law,  a  man  who  retires  can  receive  an  additional  50  percent  of 
his  benefits  if  he  has  a  dependent  wife.  The  wife  may  instead  receive  benefits 
on  the  basis  of  her  own  previous  work  but  thereby  loses  her  benefits  as  a  dependent. 
A  widow  can  also  choose  between  collecting  75  percent  of  her  husband's  benefit 
and  collecting  her  own  benefit.  As  a  result,  for  many  women  it  is  preferable  to 
claim  benefits  as  a  dependent  and  to  forgo  the  benefits  for  which  they  themselves 
paid  taxes.  It  is  thus  possible  under  our  current  law  for  a  married  couple  with  a 
single  earner  to  pay  less  tax  and  receive  more  benefits  than  another  couple  in 
which  both  husband  and  wife  work. 

This  discrimination  against  worldng  couples  substantially  diminishes  the  per- 
ceived fairness  of  the  system.  In  spite  of  the  progressivity  of  the  basic  individual 
benefit  schedule,  the  treatment  of  working  wives  means  that  many  low  income 
families  pay  more  in  taxes  and  often  receive  less  in  benefits  than  higher  income 
families.  Finally,  the  imposition  of  taxes  without  corresponding  benefits  reduces 
the  incentive  of  v/ives  to  work  and  thus  diminishes  both  their  labor  force  participa- 
tion and  their  average  hours  of  work.  As  the  social  security  tax  grows,  this  unfair 
treatment  becomes  a  problem  of  increasing  importance. 

Although  the  social  security  program  was  intended  primarily  as  a  system  of 
income  m^aintenance  for  the  aged,  it  may  now  have  the  eiJect  of  reducing  the  levels 
of  income  and  consumption  for  many  of  those  over  65.  This  is  the  unfortun^ate 
result  of  the  earnings  test  that  is  imposed  as  a  condition  of  receiving  full  benefits. 
The  rationale  for  the  earnings  test  has  always  been  unclear  and  contradictory. 
In  the  depression,  the  earnings  test  was  seen  as  a  way  of  encouraging  retirement  in 
order  to  open  up  jobs  for  younger  unemployed  workers.  At  the  same  time,  however, 
the  commonly  accepted  philosophy  of  the  program  was  to  replace  the  lost  earnings 
of  those  who  are  no  longer  able  to  work. 

Whatever  the  rationale,  it  is  clear  that  many  older  workers  are  currently  in- 
duced to  retire  by  an  earnings  test  that  substantially  reduces  the  additional  in- 
come that  can  be  gained  by  continued  working.  A  married  worker  with  current 
net  earnings  of  $500  per  month  might  be  eligible  fer  benefits  of  $300  per  month; 
at  age  65,  the  net  reward  for  additional  work  therefore  falls  from  $500  per  month  to 
only  $200  per  month,  from  about  $3.25  per  hour  to  $1.25  per  hour.  Although  there 
are  special  provisions  that  permit  limited  earnings  without  losing  all  benefit-s,  it  is 
clear  that  the  earnings  test  is  a  substantial  M^ork  disincentive  for  many  who  reach 
65. 

Those  who  are  induced  by  the  combination  of  available  benefits  and  the  earn- 
ings test  to  retire  earlier  than  they  would  otherwise  have  done  often  receive  sub- 
stantially less  in  social  security  benefits  than  they  would  have  earned  if  they  had 
continued  to  work.  In  the  preceding  example,  retirement  causes  monthly  income 
to  drop  from  $500  to  $300.  Even  with  optimal  sa\ing  during  the  pre-retirement 
years,  their  level  of  consumption  is  Ukely  to  fall  at  retirement.  The  income 
maintenance  goal  of  the  social  security'-  programs  is  thus  partlj''  vitiated  by  im- 
posing an  earnings  test  as  a  condition  for  receiving  benefits. 
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The  earnings  test  has  a  further  adverse  disincentive  effect  on  younger  workers. 
For  a  worker  who  does  not  plan  to  retire  at  age  65,  the  earnings  test  means  that 
benefits  will  be  postponed  and  may  never  be  collected.  The  earnings  test  thus  re- 
duces or  eliminates  the  value  of  the  benefits  that  would  otherwise  follow  from  pay- 
ing the  social  security  tax.  Without  such  a  return,  the  tax  becomes  a  disincentive 
to  work  and  a  source  of  inefficiency  in  the  use  of  labor. ^^ 

The  inequities  and  inefficiencies  associated  with  the  earnings  test  and  with  the 
current  treatment  of  working  wives  should  be  eliminated.  There  are  a  variety  of 
ways  in  which  this  can  be  done.  The  important  thing  is  to  make  individual  benefits 
reflect  individual  contributions  as  closely  as  possible. 

Eliminating  the  retirement  earnings  "test  would  end  the  current  distortion  of 
work  behavior  and  would  increase  the  income  of  many  aged  persons  who  would 
then  prefer  to  continue  working.  As  an  alternative  to  complete  elimination  of  the 
test,  the  value  of  the  monthly  social  security  benefit  would  be  actuarially  in- 
creased for  those  who  retire  after  65  just  as  it  is  now  actuarially  reduced  for  those 
who  retire  before  65.  Either  of  these  reforms  would  end  the  unfair  practice  of 
denying  benefits  to  those  who  have  paid  social  security  taxes  simply  because  they 
continue  to  work. 

In  reforming  the  tax  treatment  of  working  wives,  it  would  probably  be  best  to 
concentrate  on  changing  the  taxation  rather  than  the  benefits.  The  alternative 
of  allowing  working  wives  to  collect  double  benefits  as  retiree  and  as  wife  would 
provide  benefits  that  are  too  high  in  such  families  and  would  continue  to  dis- 
criminate against  unmarried  workers.  The  alternative  of  eliminating  the  benefits 
for  nonworking  wives  would  leave  many  famihes  with  benefits  that  are  too  low. 
Perhaps  the  simplest  approach  is  to  limit  each  couple's  total  social  security  tax 
base  to  the  current  individual  maximum  (now  $14,000).  The  taxes  on  the  joint 
covered  earnings  up  to  this  amount  would  be  credited  to  a  single  account  and  would 
form  the  basis  for  the  couple's  future  benefits.^^  Any  tax  in  excess  of  the  maximum 
could  be  rebated  by  the  government  as  a  federal  tax  credit  just  as  the  excess  social 
security  taxes  are  now  rebated  for  an  individual  who  holds  more  than  one  job  and 
thus  pays  more  than  the  maximum  social  security  tax.^' 

Each"  of  the  suggested  remedies  would  require  a  higher  social  security  tax. 
Neverthelfss,  such  increases  are  not  important  as  such  if  they  improve  the 
equity  of  the  system  and  reduce  the  current  distortions  and  disincentives.  Indeed, 
as  the  required  tax  rate  is  raised  by  demographic  changes,  it  becomes  increasingly 
important  to  reduce  or  eliminate  the  disincentive  effects  that  would  otherwise 
be  associated  with  a  high  tax  rate.  As  I  have  already  emphasized,  this  requires 
that  those  who  pay  the  tax  should  recog-nize  that  their  taxes  are  equivalent  to 
compulsory  saving  that  will  be  returned  with  imphcit  interest  in  the  future. 
Eliminating  the  discrimination  and  distortion  entailed  in  the  earnings  test  and 
in  the  current  treatment  of  working  wives  are  well  worth  the  higher  tax  rate 
that  would  follow. 

There  has  been  continuing  pressure  in  recent  years  to  reduce  the  use  of  the 
payroll  tax  and  rely  more  heavily  on  general  revenue  to  finance  social  security 
benefits.  Because  this  would  weaken  the  relation  between  tax  payments  and 
subsequent  benefits,  it  would  increase  the  disincentive  that  inhibits  the  supply 
of  labor  and  would  exacerbate  the  inefficient  use  of  labor.  It  is  therefore  better 
to  finance  social  security  by  an  actuarially  fair  payroll  tax  and  then  to  use  the 
personal  income  with  rebatable  credits  to  modify  the  distribution  of  income.^^ 

26  Indeed,  even  for  those  who  know  that  they  will  be  induced  to  retire  at  age  65,  the  earnings  test  may  be  a 
work  disincentive  in  earlier  years.  An  individual  who  would,  in  the  absence  of  the  earnings  test,  prefer  to 
work  at  65  does  not  value  the  combination  of  benefits  and  forced  retirement  as  much  as  he  would  value  the 
benefits  alone.  The  earnings  test  thus  lowers  the  value  of  the  benefits  to  the  individual.  The  tax  payments 
aie  therefore  not  fully  compensated  by  future  benefits.  ,  i,  , 

28  This  method  would  create  special  problems  in  cases  of  divorce,  remarriage  and  employment  before 
manlage.  Some  of  these  problems  alieady  exist.  A  discussion  of  the  possible  remedies  for  this  problem  are 
clearly  beyond  the  scope  of  the  current  paper. 

w  The  current  ciedit  is  only  for  the  employee's  share  of  the  tax.  Since  this  distinction  is  arbitrary,  the  full 

2s  In  theory,  of  coui'se,  the  distinction  between  the  two  taxes  is  completely  arbitrary.  There  should  be 
no  theoretical  diflerence  in  disincentive  effect  if  tlie  payroll  tax  were  abolished  and  some  part  of  the  personal 
income  tax  used  to  finance  the  same  earnings  related  benefits.  Regardless  of  the  tax  structure,  the  disincen- 
tive should  depend  on  the  "net  marginal  tax  rate",  i.e.,  the  incremental  tax  net  of  the  associated  incremental 
benefits.  Although  this  may  be  conceptually  cleai  to  the  economist  or  the  actuary,  the  typical  taxpnyer 
is  not  likely  to  see  his  personal  income  tax  payments  in  this  way.  If  the  benefits  are  not  clearly  related 
to  the  tax,  the  taxpayer  is  Ukely  to  ignore  the  benefits.  The  best  hope  for  reducing  the  disincentive  eSeet 
of  the  social  security  finance  is  therefore  to  have  a  separate  and  actuarially  fair  payroll  tax. 
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TIME    FOR   REFORM 

Social  security  has  become  a  central  institution  in  American  life.  It  has  vast 
public  and  political  support.  American  families  generally  favor  the  idea  of  com- 
pulsory retirement  savings  through  such  a  public  program.  It  is  clear  that  social 
seciu-ity  will  continue  in  the  future  to  have  a  major  effect  on  the  American 
economy. 

The  growth  of  social  seciuity  has  brought  with  it  unintended  and  often 
unsuspected  problems.  As  we  approach  the  fiftieth  anniversary  of  the  system,  it  is 
time  to  reform  and  to  update  the  program  to  the  economic  conditions  of  today 
and  of  the  years  ahead.  The  recent  public  concern  with  the  financial  problems  of 
social  security  and  the  perceived  need  to  revise  its  financing  in  anticipation  of  the 
changing  demographic  structure  provide  an  opportimity  to  address  social 
security's  more  fundamental  economic  problems. 

Mr.  Feldstein.  Let  me  say  at  the  outset  that  I  think  we  are  here 
today  because  social  security  is  a  great  program  that  has  done  wonder- 
ful things  for  the  American  people  in  the  last  40  years,  preventing 
suffering  and  humiliation  and  providing  a  sense  of  securit}^.  I  empha- 
size that  because  I  don't  want  anything  that  I  say  in  talking  about 
the  problems  of  social  security  to  be  construed  as  a  criticism  of  the 
basic  aims  on  the  structure  of  the  social  security  program.  But 
there  are  important  problems  which  require  the  attention  of  the 
subcommittee. 

I  want  to  talk  this  afternoon  about  the  economic  impact  of  the 
social  security  program.  There  has  been  a  great  deal  of  attention 
recently,  and  pre\dous  mtnesses  bear  this  out,  to  the  problems  of 
financing  social  security.  But  its  impact  on  the  American  economy 
has  been  largely  ignored. 

The  most  important  unintended,  generally  unperceived  and  unde- 
sirable impact  is  a  substantial  reduction  in  the  INation's  rate  of 
saving.  This  reduction  in  savings  makes  our  capital  stock  much  lower 
than  it  otherwise  would  be.  With  less  capital,  our  national  income  is 
reduced  and  wage  rates  are  lower.  Moreover,  the  specific  form  of  this 
reduction  in  saving  greatly  increases  the  unequal  concentration  of  the 
owTiership  of  wealth  in  the  United  States. 

Let  me  look  more  concretel}^  at  just  how  this  comes  about.  For 
most  American  families,  social  security  is  the  most  important  source 
of  retirement  savings.  Consider  a  family  with  $10,000  of  income. 
Without  social  security  the  family  might  save  10  percent  of  its  in- 
come, or  $1,000  a  year.  Social  security  makes  it  completely  unneces- 
sary for  that  family  to  do  any  saving  except  for  emergencies.  Even  a 
family  with  $20,000,  which  in  the  absence  of  social  security  would 
want  to  save  $2,000,  now  finds  that  social  security  causes  compulsory 
savings  of  about  $1,600.  The  family  need  only  save  $400  now  instead 
of  $2,000  to  achieve  the  same  goal.  It  reduces  personal  pension  savings 
accordingly  by  $1,600. 

What  does  this  impl}^  for  total  national  savings?  In  1974  social 
security  contributions  were  $89  biUion,  9  percent  of  total  disposable 
personal  income.  For  individuals,  this  is  $89  billion  of  compulsory 
savings.  Personal  savings,  in  1974,  were  only  $77  bilhon.  If  individuals 
substitute  social  security  for  personal  savings,  that  is,  if  they  other- 
wise would  have  saved  that  $89  billion,  their  personal  savings  have 
been  cut  in  half  by  the  social  seciu'ity  program. 

Of  course,  corporations  also  contribute  to  our  national  savings.  In 
1974  they  contributed  $58  bilhon.  So  the  total  private  savings  in  tliat 
year  were  $130  billion.  If  the  social  security  contributions  had  been 


391 

private  savings  instead,  we  would  liave  had  total  savings  of  about 
$220  billion.  In  other  words,  that  $S9  billion  potential  reduction  in 
private  sa\Tings  is  a  41  percent  cut  in  the  overall  rate  of  savings. 

In  the  long  run,  this  implies  that  our  Nation's  capital  stock  would 
be  41  percent  less  than  it  othewise  would  be. 

As  you  know,  the  social  securit}^  program  works  on  a  pay-as-you-go 
basis;  there  is  no  public  savings  to  offset  this  decrease  of  41  percent  in 
the  rate  of  private  savings. 

There  is  another  and  possibly  better  way  to  look  at  this  problem  of 
the  impact  of  social  security  on  savings  behavior.  Forget  about  con- 
tributions that  individuals  pay  and  focus  on  the  benefits  instead.  From 
the  point  of  view  of  the  family,  social  security  is  like  having  a  private 
annuit}^,  a  ver}^  good  one.  It  promises  to  pay  benefits  when  they  retire 
at  age  65.  The  social  security  annuity  is  the  most  important  part  of 
household  wealth  in  the  United  States.  For  most  families  it  is  more 
important  than  any  other  source  of  wealth. 

In  1971  social  security  wealth  was  about  $2  trillion.  Total  private 
wealth  of  households  was  about  $3  trillion.  Taking  those  together, 
household  assets  were  about  $5  trillion,  but  onl};^  $3  trillion  of  that  was 
real  wealth.  If  households  had  substituted  $2  trillion  of  social  security 
wealth  for  what  might  have  been  real  wealth,  again  we  see  a  reduction 
in  total  potential  wealth  of  the  economy  of  some  40  percent. 

I  should  note  that  the  value  of  social  security  wealth  has  been  grow- 
ing rapidl}^,  much  more  rapidlj^  than  national  income.  In  1950  social 
security  wealth  was  88  percent  of  GNP;  a  decade  later,  133  percent. 
Now  it  is  more  than  200  percent  of  GNP.  So  the  impact  of  social 
security  on  the  capital  stock  has  become  more  and  more  important. 

Of  course,  I  have  been  talking  until  now  about  how  households 
would  behave  if  the^^  did  substitute  social  security  wealth  for  regular 
personal  savings.  This  tends  to  exaggerate  the  effect.  Even  without 
social  security  some  households  do  no  saving  at  all,  and  other  house- 
holds save  in  a  less  rational  way,  so  they  don't  offset  their  savings  when 
social  security  goes  up. 

Economic  logic  only  tells  us  that  social  security  is  going  to  depress 
total  private  savings.  It  can't  tell  us  the  magnitude  of  this  effect.  That 
is  basically  an  empirical  question.  And  I  would  like  to  report  to  a^ou 
some  empirical  studies  that  try  to  assess  it. 

A  study  of  U.S.  savings  behavior  showed  that  in  1971  social  security 
did  cut  personal  savings  somewhere  between  $40  billion  and  $60 
billion.  That  means  that  private  savings  in  that  year  were  reduced  by 
between  30  and  40  percent. 

There  is  further  evidence  of  a  ver}'-  different  sort. 

Major  development  countries  differ  greatly  in  savings  funds.  U.S. 
savings,  about  nine  percent  of  private  income,  is  at  the  low  end  of  the 
spectrum.  Social  security  also  dift'ers  substantially  among  major 
developed  countries.  If  you  relate  the  savings  behavior  to  the  social 
security  system  and  to  other  factors  that  affect  savings  you  again 
find  an  important  causal  effect  of  higher  benefits  on  individual  savings 
behavior. 

Let  me  look  now  with  you  at  how  this  reduction  of  savings  affects 
the  American  economjr.  To  be  specific  I  \Aill  look  at  the  long-run 
effects  associated  with  the  35  percent  reduction  in  the  savings  rate 
about  the  middle  of  the  range  that  I  mentioned  for  the  U.S.  estimates. 
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That  means  that  our  ciiiTent  9  percent  savings  rate  would  alternatively 
be  14  percent.  Without  the  reduction,  the  long-run  capital  stock  would 
be  some  50  percent  higher.  And  that  means  that  our  national  income 
would  be  14  percent  higher  than  it  is.  At  1974  levels  that  means  $200 
billion  more  national  income,  about  $2,500  per  family. 

The  reduction  in  sa^nngs,  of  course,  udll  also  mean  less  capital  for 
each  worker.  That  means  that  there  are  less  good  jobs  and  lower  pay, 
less  productivity  than  there  otherwise  would  be.  If  the  capital  stock 
were  50  percent  higher,  real  wages  would  be  about  15  percent  higher 
than  they  are  now.  Wliat  John  Brittain  said  before  about  workers 
bearing  the  entire  social  secmity  tax  is  only  part  of  the  effect.  They 
not  only  bear  the  tax,  their  gross  wages  are  lowered  because  of  the 
social  security  program. 

Finally,  the  scarcity  of  capital  about  which  we  hear  so  mAich  these 
days  would  also  be  reduced  if  our  capital  stock  were  larger. 

In  short,  social  securit3^  has  a  major  impact  on  the  capital  structure, 
and  therefore,  on  the  income  and  wages  of  the  Amxcrican  economy. 

I  realize  that  I  have  been  describing  a  m.ajor  problem  vithout 
suggesting  a  solution.  I  believe  that  your  subcommittee  should  give 
careful  attention  to  the  idea  of  accumulating  a  large  social  securit}^ 
capital  fund  on  top  of  the  current  Trust  Fund  that  the  social  security 
sA^stem  has.  This  need  not  be  a  fully  funded  system  as  a  private  one 
would  be.  The  point  is  not  to  provide  funds  to  meet  future  benefits  as 
such.  We  don't  need  a  trust  fund  of  that  size  in  order  to  protect  the 
solvenc}^  of  the  system.  The  power  to  tax  is  the  power,  as  John  Brittain 
said,  for  the  Government  to  meet  its  commitments  to  social  security 
beneficiaries. 

But  the  fact  that  a  large  capital  fund  is  unnecessary  does  not  mean 
that  it  would  be  unwise.  It  would  have  the  great  advantage  of  raising 
our  level  of  income  and  our  wage  rates,  and  it  would  also  represent  a 
fairer  share  of  the  future  burdens  of  social  security  between  ourselves 
and  the  next  generation. 

I  find  that  whenever  I  discuss  this  proposal  for  a  social  security 
capital  fund  there  is  much  misunderstanding  about  how  such  a  fund 
would  work,  and  what  its  impact  would  be  on  the  economy.  I  hope 
that  our  discussion  this  afternoon  will  clarify  some  of  these  issues  and 
help  you  to  see  how  a  capital  fund  of  this  sort  could  improve  the  pro- 
gram and  be  of  enormous  benefit  to  the  entire  economy. 

Mr.  Burke.  Thank  a^ou. 

Our  next  witness  is  Conrad  Taeuber,  Director  of  the  Center  for 
Population  Research,  Georgetown  University. 

STATEMENT  OF  CONRAD  TAEUBER 

Mr.  Taeuber.  When  the  United  States  established  the  social  se- 
curity system  in  the  1930's  there  were  about  8  million  persons  who 
were  65  and  over  and  there  were  9.5  persons  between  the  ages  of  20 
and  64  for  every  older  person.  Since  then  the  number  of  the  elderly 
has  more  than  doubled,  but  the  total  population  grew  much  less 
rapidl}^,  and  now  there  are  about  five  persons  in  the  working  ages, 
20  to  64,  for  every  one  of  the  22  million  older  persons. 

There  will  be  little  change  in  this  ratio  by  the  year  2000  when  there 
will  be  about  30  milUon  older  persons.  In  the  year  2050,  there  are 
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likel}'  to  be  nearly  50  iriillion  persons  65  and  over,  but  onl}^  about 
3.5  persons  between  20  and  64  per  older  person.  The  number  of  older 
persons  has  increased  much  more  rapidly  than  the  total  population, 
and  every  indication  is  that  this  will  continue  to  be  the  case  well  into 
the  next  century. 

Experience  has  showni  that  projecting  the  size  of  the  population 
into  the  future  is  subject  to  a  great  many  uncertainties.  The  problems 
of  projecting  future  populations  become  more  difficult  as  one  goes 
farther  into  the  future. 

All  the  persons  who  will  be  25  years  old  or  over  in  the  year  2000 
have  already  been  born.  But  only  those  persons  who  \vi\\  be  50  years 
old  or  over  in  the  year  2025  have  already  been  born.  However,  except 
for  those  persons  who  will  be  75  years  old  or  over,  all  of  the  people 
expected  to  be  alive  in  the  year  2050  are  still  to  be  born. 

What  appears  in  the  hght  of  current  and  recent  circumstances  to 
be  a  reasonable  projection  may  turn  out  to  be  far  oflF  the  mark  when 
the  tin)e  comes.  But  no  one  today  would  venture  to  speculate  that 
in  the  next  75  years  we  would  again  increase  our  population  by  nearly 
three  times  as  we  did  in  the  last  75,  growing  from  76  to  213  million. 
The  projections  into  the  future  generally  assume  a  much  slower  rate 
of  growth-,  in  line  with  the  fact  that  recently  our  growth  rate  has  been 
dechning  to  less  than  1  percent  per  year. 

Even  though  our  birth  rates  are  currenth'  slighih'-  below"  the  rate 
which  is  needed  for  long-term  stabilization  of  our  population,  our 
numbers  are  likely  to  increase  for  some  time  to  come.  Thanks  to  the 
postwar  baby  boom  we  have  an  unusually  large  number  of  women  in 
chiidbearing  ages,  and  this  will  continue  to  be  true  for  some  time 
into  the  future.  As  these  people  move  into  higher  age  brackets  they 
increase  the  population  at  the  higher  ages.  If  the}''  have  just  enough 
children  to  replace  themselves,  the  total  population  will  be  larger 
than  it  is  now,  and  this  \n\\  continue  to  be  true  until  the  wave  of  post- 
war babies  and  their  replacements  have  worked  their  way  through  the 
entire  age  range. 

Replacement  fertility  results  in  a  stationary  population  in  the  long 
rvm,  but  in  the  short  run  it  does  not  necessarily  mean  the  end  of 
population  grov^th.  Last  year  when  we  had  the  lowest  birth  rate  in 
our  history,  about  3.2  million  babies  were  born  and  just  under  2  million 
persons  died,  for  a  natural  increase  of  about  1.2  miihon.  Immigration 
added  about  400,000  more  to  our  total. 

The  number  of  persons  who  will  be  65  or  over  at  some  future  date 
can  be  established  with  some  confidence.  All  of  the  persons  who  will  be 
at  that  age  in  the  year  2000  or  2025  are  already  here,  except  for  the 
immigrants  who  may  come  before  those  dates.  Even  for  the  far-off 
year  2050,  virtually  all  of  the  persons  who  will  then  be  75  years  or 
older  have  already  been  born.  Those  persons  who  will  then  be  between 
65  and  74  years  old  wall  be  the  survivors  of  babies  born  between  1975 
and  1984. 

Since  a  large  share  of  the  persons  who  will  then  be  65  or  (ver  are 
already  here,  it  seems  reasonable  to  estimate  the  total  w^hich  is  about 
50  million.  The  precise  figure  depends  on  the  course  of  fertility  in  the 
next  10  years,  the  course  of  mortality  ovfu-  the  next  75  years,  and  the 
volume  of  net  immigration  during  that  time. 

In  estimatino;  how  man}"  births  will  occur  during  the  next  10  years, 
a  choice  has  to  be  made.  It  can  be  assumed  that  fertilit}'  will  conthme 
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to  fall,  as  it  lias  been  doing  in  recent  years.  Alternatively,  it  can  be 
assumed  that  fertility  is  likely  to  increase  slightly  to  the  long-term 
replacement  level  and  remain  there.  Of  course,  there  are  other 
possibilities. 

V/hen  A'oimg  married  women  are  asked  how  man}''  children  they 
expect  to"^  have,  the  answer  averages  about  2.1,  which  is  about  the 
level  which  would  be  needed  for  long-term  replacement.  Even  if  one 
accepts  that  as  a  reasonable  average  figure,  it  would  still  be  necessary 
to  give  some  consideration  to  the  ciuestion  whether  these  children  will 
come  close  tofrether  or  whether  their  arrival  will  be  spread  out  over  a 
considerable  time. 

Death  rates  seem  much  less  likely  to  be  subject  to  rapid  change, 
though,  of  course,  some  major  disaster  or  improvement  cannot  be 
completely  ruled  out.  It  is  generally  assumed  that  these  rates  will 
'  continue  their  slow  declines  as  they  have  done  in  recent  years.  Nor 
•can  anyone  foretell  when,  if  at  all,  there  will  be  some  breakthrough  in 
the  control  of  the  diseases  which  are  the  most  frecjuent  causes  of  death 
at  the  advanced  ages. 

The  statement  that  people  live  longer  than  they  used  to  really  means 
that  a  larger  fraction  of  the  babies  born  hve  to  become  old  enough  for 
social  security.  For  example,  a  white  baby  hoy  born  in  1900  had  onlj^ 
a  39-percent  chance  of  living  to  observe  his  65th  birthday.  His  counter- 
part born  in  1970  is  estimated  to  have  a  66-percent  chance  of  reaching 

■  that  milestone.  But  the  white  man  who  had  reached  that  age  in  1973 

■  had  only  about  a  2-year  advantage  in  expectation  of  further  life  over 
his  counterpart  who  reached  that  birthday  in  1900. 

Immigration  is  subject  to  congressional  action,  and  the  volume  of 
immigration  could  again  be  altered,  as  it  was  by  the  act  of  1965. 
Immigration,  however,  is  not  a  major  element  in  the  growing  number 
of  persons  who  are  65  and  over.  Some  years  ago  the  Census  Bureau 
prepared  a  projection  of  the  population  of  the  United  St^ates,  and  used 
as  one  ass\imption  that  there  would  be  no  net  immi^j;ration  after  1974. 
They  found  that  bv  the  year  2000  the  number  of  persons  65  years 
old  and  over  would  differ  by  less  than  500,000,  under  2  percent,_if 
there  were  no  further  immigration  or  if  immigration  continued  at  its 
current  levels. 

The  projection  of  the  number  of  persons  who  will  be  20  to  64  years 
old  at  future  dates  is  subject  to  the  uncertainties  that  surround  the 
projection  of  the  number  of  births  in  the  future.  Nearly  all  of  the 
persons  who  wll  be  20  to  64  in  the  year  2000  have  already  been  born. 
But  for  the  vear  2025  the  majority  of  that  age  croup  are  yet  to  be 
born.  And  for  the  year  2050  the  entire  group  will  be  the  survivors  of 
babies  born  after  1985. 

This  is  not  to  cast  doubt  on  the  projections  for  this  age  group  which 
are  the  basis  for  the  estimates  in  the  number  of  earners  who  wlW  be 
making  contiibutions  to  the  system  by  that  time.  They  appear  to  be 
reasonable.  But  they  are  subject  to  much  less  certainty  than  the 
estimates  of  the  number  of  persons  who  will  then  be  65  and  over. 

Another  set  of  assumptions  relates  to  the  number  and  proportion 
of  that  20-  to  64-year-okl  population  which  will  be  in  the  labor  force 
and  subject  to  making  required  contributions. 

Nearly  all  men  in  that  age  bracket  are  in  the  labor  force  tlioue-h 
early  retirement  may  reduce  somewhat  the  percentage  of  men  in  the 
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upper  rano-es  of  that  age  group  for  whom  that  is  the  case.  The  pro- 
portion of  women  who  are  v/orking  outside  the  home  has  been  increas- 
ing, and  no  doubt  will  continue  to  increase.  However,  the  assumptions 
that  underlie  the  report  of  the  Board  of  Trustees  appear  somewhat 
high  in  the  light  of  other  projections  which  have  been  prepared  by 
students  of  labor  force  behavior. 

In  drawing  attention  to  uncertainties  which  surround  some  of  the 
basic  assumptions  it  is  intended  only  to  emphasize  that  even  when 
assumptions  appear  reasonable  at  the  present  time,  it  is  not  possible 
to  make  firm  predictions.  A  clear  recognition  of  the  limitations  which 
are  inherent  in  some  of  these  estimates  and  projections  provides  a 
better  basis  for  action  than  if  these  limitations  were  not  known  or 
ignored. 

Thank  you,  Mr.  Chairman. 

Mr.  Burke.  We  are  glad  to  welcome  back  our  next  witness.  He  is  a 
familiar  face,  Kobert  Myers,  professor  of  actuarial  science.  Temple 
University,  former  chief  actuary  for  the  Social  Security 
Administration. 

STATEMEI^TT  OF  EOBEST  MYESS 

Mr.  Myers.  It  is  a  real  pleasure  to  be  back  again  with  the  Com- 
mittee on  Waj^s  and  Means.  It  is  particularly  pleasurable  to  be  here 
in  this  historic  room  where  over  the  last  25  years  I  have  spent  some 
very  interesting  and  very  busy  days. 

The  question  before  us  essentially  is  what  is  the  financial  problem 
of  the  OASDI  system.  Certainly,  the  press  has  vastly  overemphasized 
the  difficulties  that  the  program  is  having  now  and  will  face  in  the 
future.  These  difficulties  can  be  solved  relative^  easii^y. 

The  program  is  not  bankrupt  in  the  sense  that  it  is  in  a  hopeless 
condition,  and  people  will  not  get  their  benefits  next  month  or  next 
year.  The  short  range  difficulty,  as  some  of  the  previous  speakers 
have  pointed  out  and  as  shown  by  the  1975  trustees  report,  is  that 
the  fund  will  run  out  of  money  some  time  between  1979  for  the  dis- 
ability insurance  fund,  and  perhaps  1980 

Mr.  Burke.  Let  us  recess  so  that  we  may  go  vote.  We  will  be  right 
back. 

[A  recess  was  taken.] 

Mr.  Burke.  The  committee  will  come  to  order. 

You  are  recognized  again,  Mr.  Mj'^ers. 

Mr.  Myers.  As  I  was  saying,  the  short  range  problem  is  that  both 
the  OASI  trust  fund  and  DI  trust  fund  will,  according  to  the  latest 
estimates  contained  in  the  1975  trustees  report,  run  out  of  money 
at  some  time  between  1979  and  1982  or  1983.  In  fact,  I  believe  that 
these  estimates  are  not  sufficiently  conservative  because  they  assume 
that,  each  year  from  1976  to  1980  wages  will  rise  at  a  rate  3  percent 
faster  than  prices.  I  do  not  think  that  that  will  happen,  even  with 
there  being  less  unemployment  than  now.  Thus,  I  think  that  the 
short  range  progress  of  the  fvmd  will  be  more  unfavorable  than  the 
trustees  have  shown. 

The  long-range  problem,  as  you  have  heard,  is  an  average  of 
5.32  percent  of  taxable  paj^roll. 

Now  what  caused  these  problems?  As  to  the  short-range,  the 
primary  difficulty  was  the  economic  conditions  that  we  have  been 
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going  through  at  present.  The  fault  has  not  been  with  the  automatic 
adjustment  provisions  that  were  enacted  in  1972,  because  even  if 
they  had,  with  foresight,  been  enacted  on  a  decouphng  basis,  wa 
would  still  have  the  short-range  problem  we  have  now. 

The  fault  in  the  automatic  adjustment  provisions  is  one  that  has 
an  effect  only  over  the  long-range  and  has  relatively  little  effect 
over  the  short  range. 

The  second  problem  that  resulted  in  the  short-range  difficulties  was 
some  lack  of  conservativism  in  the  1972  amendments  when  the  cost 
estimating  method  was  changed  from  using  statistic  assumptions  with 
a  static  benefits  structure  to  dynamic  assumptions  with  a  dynamic 
benefit  structure.  I  think  that  the  assumptions  then  were  not  made  on 
a  sufficiently  conservative  and  prudent  basis,  and  as  a  result  the  taxes 
scheduled  for  the  future  were  lowered  somewhat  and  therefore  there 
are  these  short-range  problems. 

As  to  the  long-range  problems,  the  major  difficulty,  as  some  of  the 
previous  witnesses  have  said,  is  the  way  the  automatic  adjustment 
provisions  operate  over  the  long-range — particularly  with  unfavorable 
economic  conditions  such  as  seem  to  be  predicted  for  the  future.  These 
assume  that  wages  will  lise  onl}^  slightly  more  rapidl}^  than  prices  and 
that  both  will  rise  fairly  rapidly. 

I  have  seen  some  criticism  that  the  Congress  just  did  not  know  what 
it  was  doing  when  it  adopted  the  automatic  adjustment  provisions.  I 
always  rise  up  in  defense  of  Congress,  and  perhaps  a  little  bit  in  defense 
of  myself  since  I  was  around  wdien  these  were  developed.  The  Congress 
did  know  w^hat  it  was  doing  when  it  adopted  these  provisions. 

What  Congress  did  in  1972  was  merely  to  put  into  the  law  exactly 
what  had  been  done  in  every  ad  hoc  benefit  adjustment  that  was  made 
in  the  1950's  and  1960's  and  even  the  early  1970's.  That  method  had 
worked  just  fine  under  the  economic  conditions  then  prevailing.  The 
increases  were  adequatel}^  financed  by  this  procedure,  and  there  were 
no  financing  problems.  If  economic  conditions  were  to  be  in  the  future 
as  they  had  been  in  the  1950's  and  1960's  these  automatic  adjustment 
provisions  on  a  coupled  basis  would  haA-e  worked  out  very  success- 
fully. 

True,  in  hindsight  one  might  say,  wh}^  was  it  not  foreseen  that  con- 
ditions would  change  in  the  economy  of  the  1970's  and  1980's  and 
1990's  from  what  it  was  in  the  195b's  and  1960's'?  Nonetheless,  I 
think  Congress  had  very  s>;ood  reasons  for  enacting  what  it  did  in  1972. 

The  other  long-range  factors  that  have  caused  fmancial  difficulties 
are  the  following — the  population  trends  that  Mr.  Taeuber  has 
mentioned;  retirement  rates  higher  than  had  previously  been  antici- 
pated— in  other  words,  people  are  retiring  or  being  forced  to  retire 
much  earlier  than  they  had  previously  so  that,  if  employer  practices 
were  changed  to  permit  people  to  work  longer,  some  of  the  financial 
problems  would  be  solved ;  and  the  unfavorable  disability  experience. 

As  members  of  the  subcommittee  well  know,  your  staft'  assembled 
a  report  on  the  disability  experience  under  the  program  and  showed 
how  it  had  deteriorated  quite  a  lot  over  the  past  few  years,  and  how 
in  turn  this  has  produced  some  of  the  financial  problems. 

What  can  be  done  to  solve  the  financial  problem  of  OASDI? 
The  first  step,  as  some  of  the  previous  witnesses  have  said,  is  to 
restructure  the  automatics.  I  have  submitted  to  you  a  rather  long^ 
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statement  or  actuarial  study  on  this  matter,  going  into  the  subject 
in  quite  some  detail,  which  I  hope  you  will  make  a  part  of  the  record  of 
this  meeting. 

Mr.  Burke.  Without  objection,  this  entire  statement  will  be 
included  in  the  record  at  the  conclusion  of  your  remarks. 

Mr.  Myers.  Thank  you,  Mr.  Chairman. 

In  my  study  I  attempt  to  give  a  complete  picture  of  how  the  present 
automatic  adjustment  provisions  operate,  why  they  were  adopted,  and 
how  they  would  operate  in  the  future  under  certain  economic  con- 
ditions. I  then  go  on  to  suggest  how  the  benefit  computation  procedure 
can  be  decoupled. 

My  suggestion  largely  patterns  the  general  principles  enunciated 
b}'^  the  Advisory  Council  on  Social  Security,  but  in  my  report  I  go 
into  some  very  specific  details  as  to  how  this  should  be  done.  The 
Advisory  Council  more  or  less  expressed  only  broad  principles.  In 
certain  respects  I  have  a  slightl}^  different  approach  than  the  Advisory 
Council. 

Also,  I  examined  the  approach  that  was  recommended  by  the  panel 
of  the  Senate  Finance  Committee  that  examined  this  matter.  This 
panel  suggested  indexing  by  the  past  changes  in  the  Consumer  Price 
Index,  although  it  recognized  that  wage  indexing,  as  the  Advisor^'- 
Council  recommended,  could  also  do  an  effective  job. 

I  have  done  some  work  to  see  whether  indexing  by  the  CPI  would 
work  out  satisfactorily.  I  came  to  the  conclusion  that  it  would  not. 
The  real  solution  to  the  problem  is  to  index  by  wages. 

I  would  also  like  to  point  out  that  this  restructuring  of  the  auto- 
matics would  take  care  of  most  of  the  increased  deficit  that  was  shown 
in  going  from  the  1974  trustees  report  to  the  1975  trustees  report.  The 
1974  report  showed  an  actuarial  deficiency  of  2.98  percent  of  payroll 
on  a  long-range  basis.  The  1975  report  showed  a  deficit  of  5.32  percent. 
With  decoupling,  almost  all  of  this  increase  would  have  been  taken 
care  of.  In  other  words,  decoupling  will  take  care  of  almost  any 
increase  in  deficit  caused  by  changes  in  economic  conditions  and  will 
produce  stability  of  both  the  benefits  level,  and  therefore  the  financing. 

The  other  step  that  should  be  taken  to  solve  this  financing  problem 
is  merel}^  to  increase  the  tax  rates.  The  combined  employee-employer 
rate  should  be  increased  by  one  percent,  a  half  percent  on  the  employee 
and  a  one-half  percent  on  the  employer.  This  should  be  done  imme- 
diately at  the  beginning  of  next  3^ear,  or  certainly  by  the  beginning  of 
1977  at  the  latest.  Then,  another  one  percent  increase  will  be  necessary 
some  time  in  the  earl}?^  1980's. 

Finally,  in  around  the  year  2010,  Avhen  the  baby  boom  of  the  late 
1940's  reaches  retirement  age,  there  should  be  another  increase  that 
may  be  in  the  neighborhood  of  another  1  percent  on  the  emploj'er- 
employee  combined. 

Now  what  should  not  be  done  to  solve  this  problem?  Some  people 
propose  that  at  least  part  of  the  solution  should  be  to  raise  the  maxi- 
mum taxable  earnings  base  more  than  will  result  under  the  automatic 
adjustment  provisions  now  in  the  law.  This  seems  to  be  very  attractive 
in  some  ways,  because  it  brings  in  large  amounts  of  money  initially. 
But  I  think  that  it  is  undesirable. 

For  one  reason,  such  an  increase  in  the  earnings  base  also  creates 
large  benefit  liabilities  in  the  future,  because  as  the  taxable  earnings  go 
up,  so  too  do  the  creditable  earnings,  and  this  produces  larger  benefits. 
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Also,  raising  the  earnings  base  will  narrow  the  area  in  which  the  private 
sector  can  operate  to  supplement  social  security  to  provide  economic 
securit}^ 

Still  another  reason,  and  one  I  think  that  has  not  been  realized  by- 
many  people  is  that  if  the  earnings  base  is  increased,  this  gives  wind- 
fall benefits  or  bonanzas  to  current  older  highpaid  workers.  Let  me 
give  3^ou  an  example  of  this. 

If  the  base  for  1975  had  been  $24,000,  as  some  people  suggest,  in- 
stead of  the  actual  $14,100,  a  man  retiring  at  age  65  next  January 
would  have  received  a  primary'-  benefit  which  would  be  $9.30  a  month 
larger  than  under  present  law.  For  that,  he  would  have  paid  an  addi- 
tional tax  of  $579.  The  actuarial  value  of  this  benefit  is  $1,137,  or  just 
about  twice  what  he  paid  in  taxes.  If  he  were  married,  with  a  wife  the 
same  age,  it  would  have  been  even  more  of  a  bonanza.  The  actuarial 
value  of  the  combined  benefits  for  the  couple  is  $2,036,  almost  four 
times  the  taxes  he  would  pay.  In  other  words,  raising  the  earnings  base 
would  provide  these  uncalled  for  windfalls  to  present  older  workers 
with  high  salaries.  Certainly,  this  is  not  a  proper  procedure  in  a  social 
benefit  system  such  as  social  security. 

Another  proposal  that  has  been  made  is  to  have  a  Government  sub- 
sidy to  OASDI.  With  all  due  deference  to  the  chairman,  I  must  oppose 
the  idea  of  introducing  a  Government  subsid}^  I  am  opposed  to  this 
for  several  reasons. 

First,  there  is  the  difficulty  with  the  Federal  budget  at  the  moment 
being  so  greatly  out  of  balance.  Second,  I  think  this  approach  has  the 
possibility  of  destroying,  or  at  least  greatly  damaging,  the  earned  con- 
cept of  benefits.  Furthermore,  I  think  that  the  introduction  of  a  Gov- 
enmient  subsidy  tends  to  hide  the  cost  of  the  program  and  to  make 
covered  workers  and  beneficiaries  feel  that  they  are  gettmg  something 
for  nothing. 

Also  with  due  deference  to  the  economists  here,  I  disagree  -svith  them 
that,  by  moving  over  to  general  revenues  financing  at  least  in  part  or 
even  in  whole,  this  will  change  the  incidence  of  the  taxes.  I  don't 
agree  that  the  employee  pays  the  entire  employer  tax  himself.  Per- 
haps this  is  true  in  the  aggregate,  but  tliis  is  not  true  for  each  employee 
individually. 

Furthermore,  I  don't  think  that  it  is  possible  ever  to  really  know 
what  the  incidence  of  taxes  is.  It  is  difficult — in  fact,  I  think  impos- 
sible— to  measure  what  the  incidence  of  taxes  is  after  they  have  been 
paid.  But  to  estimate  what  the  incidence  of  taxes  will  be  in  the  future 
if  the  taxing  structure  is  changed  so  as  to  obtain  more  general  revenues 
in  place  of  payroll  taxes  is  really  impossible.  Certainly,  if  higher  taxes 
are  levied  on  corporations,  they  will  pass  these  on,  in  one  way  or 
another.  I  don't  think  you  can  say  in  advance  how  this  will  be  or  what 
its  effect  will  be. 

It  has  been  mentioned  that  the  Committee  on  Economic  Security, 
which  framed  the  Social  Security  Act  of  1935  recommended  a  Govern- 
ment subsidy  to  the  system  eventually.  This  is  true.  But  it  also  should 
be  known  in  this  connection  that  President  Franklin  D.  Roosevelt 
overrode  the  recommendations  of  the  Committee  on  Economic 
Security  and  insisted  that  t!ie  system  siiould  be  self-supporting  over 
the  long-range — namely,  financed  entire!}''  by  payroll  taxes.  This 
principle  has  been  followed  in  the  almost  40  years  of  existence  of  the 
program. 
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Finally,  Air.  Chairman,  I  would  like  to  mention  one  other  element 
of  cost  which  involves  equal  treatment  of  men  and  women  under 
social  security.  This  is  something  that  I  have  been  in  favor  of  for  a 
long  time.  I  have  been  pleased  to  see  that  the  system  has  gradually 
moved  in  that  wa}^  through  legislative  changes.  For  example,  through 
the  efforts  of  Congresswoman  Martha  Griffiths  in  1967,  there  was 
completely  equal  treatment  begun  for  men  and  women  insofar  as 
child   survivor  benefits   are   concerned. 

Recently,  as  I  am  sure  you  are  aware,  the  Supreme  Court  took  the 
ball  and  ran  with  it  and  decided  that  benefits  should  be  paid  for  young 
fathers  if  tlie  v/ife  dies  and  was  a  covered  worker,  just  as  is  done  in 
reverse.  In  other  words,  the  Supreme  Court  added  father's  benefits. 

The  situation  now  is  one  of  confusion  and  sort  of  being  in  limbo  as  to 
aged  husbands  and  aged  widowers.  There  is  still  a  dependency  re- 
quirement in  the  law,  so  there  is  different  treatment  of  men  and 
women. 

I  would  most  respectfull}^  urge  the  committee  to  grab  the  ball  from 
the  com-ts  and  run  with  it  by  enacting  legislation  that  eliminates  these 
differences  in  treatment  b}?"  sex.  vSurely,  the  courts  will  at  some  time 
in  the  near  future  make  this  change.  It  seems  much  better  to  do  this 
in  a  rational  and  orderly  manner  through  legislation. 

At  the  same  time,  I  would  hope  that  the  Congress  would  institute  a 
change — as  was  recommended  hj  the  Advisor}^  Council  on  Social 
Security — so  that  when  benefits  are  offset  under  the  antiduplication 
provision,  this  be  done  for  all  governmental  benefits  and  not  OASDI 
ones  alone.  In  other  words,  v/hat  I  am  talking  about  here  is  that  at 
present,  if  both  a  man  and  wife  have  OASDI  earnings  records,  the 
wife  can  only  get  in  essence  the  larger  of  the  two  benefits  that  are 
coming  to  her  from  her  husband  as  a  wife  or  from  her  own  earnings 
Tecord.  That  is  proper  procedure,  but  it  should  be  extended  to  apply 
to  all  other  types  of  governmental  benefits,  particularly^  Mdien  husbands 
are  made  eligible. 

If  the  courts  decide  or  if  Congress  does  not  act  fh^st  on  this,  there 
can  be  the  ver}'-  anomalous  situation  of  the  man  who  has  been  working 
in  the  Government  under  civil  service  retirement  for  his  entire  life- 
time and  his  wife  who  has  worked  in  private  industry.  When  they  both 
retire,  he  will  get  a  very  generous  civil  service  retirement  pension. 
His  wife  will  get  an  OASDI  benefit  and  the  husband's  OASDI  benefit 
will  be  paid  to  him.  If  the}^  had  instead  both  been  working  in  OASDI, 
the  overlap  would  not  have  occurred.  So  I  think  it  is  very  important 
that  this  antiduplication  provision  should  be  extended  to  all  govern- 
mental benefits. 

As  you  will  recall,  there  is  a  precedent  for  this.  Your  committee 
introduced  such  a  provision  Avith  regard  to  the  so-called  Prouty 
benefits  that  originated  on  the  other  side  of  the  Capitol,  under  which 
benefits  are  paid  to  certain  people  over  age  72  who  were  not  insured, 
under  OASDI  but  those  benefits  are  offset  by  sltij  governmental 
benefit  that  was  payable  such  as  a  State  teacher's  retirement  benefit. 

i  think  that,  by  this  action  of  the  Committee  on  Ways  and  Means 
in  the  conference,  the  provision  was  made  into  a  really  rational 
and  reasonable  one. 

Thank  you,  Mr.  Chairman. 

[The  statement  follows:] 
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The  Case  for  Indexing  of  Social  Security  Benefits  for  Changes  in  Wage 

Levels 

(By  Robert  J.  Mj-ers,  F.S.A.,  M.A.A.A.,  Professor  of  Actuarial  Science,  Temple 

University) 

A  number  of  studies  in  the  past  few  years  have  indicated  that  the  automatic- 
adjustment  provisions  in  the  Old-Age,  Survivors,  and  Disability  Insurance 
program  (commonly  referred  to  as  Social  Security)  will  create  significant  insta- 
bility in  the  sizes  of  the  benefit  amounts  computed  for  new  retirees  and  other 
beneficiaries  entering  the  benefit  lolls.  At  the  same  time,  it  has  been  pointed  out 
that,  under  prevailing  and  likely  future  economic  trends  of  earnings  and  prices, 
such  instabihty  will  cause  the  cost  of  OASDI  to  increase  sharply.  As  a  result,  the 
present  tax  schedule  will  be  insufficient  to  support  the  program. 

Other  factors  will  also  have  this  eft'ect  on  the  financial  status  of  OASDI,  such 
as:  the  changed  demographic  outlook  for  the  future  as  a  result  of  lower  fertility; 
increased  disability  retirements;  and  lower  average  retirement  ages.  Studies 
which  have  pointed  out  these  cost  effects  of  the  automatic-adjustment  provisions 
and  other  factors  are  listed  in  chronological  order  in  items  (1)  through  (8)  of  the 
appended  Bibliography. 

This  studv  will  examine  only  the  aspects  of  the  OASDI  program  that  relate  to 
the  automatic-adjustment  provisions.  These  provisions  and  their  current  basis 
will  first  be  discussed.  Then,  various  possible  alternatives  will  be  presented,  along 
with  detailed  examples  as  to  how  some  of  these  will  operate.  From  this  analysis, 
a  recommendation  will  be  made  as  to  the  best  possible  solution  to  the  problem. 

SUMMARY 

The  anabasis  in  this  report  has  been  devoted  to  examination  of  the  problem® 
involved  with  the  computation  of  benefits  under  the  present  procedure  contained 
in  the  OASDI  system.  Such  problems  lie  only  in  the  determination  of  the  initial 
benefit   amounts  for  persons  newly   retiring,    and  not  in   the   subsequent   CPI 
adjustments  while  they  are  on  the  benefit  rolls. 

It  is  concluded  that  the  general  type  of  a  decoupled  procedure  using  a  wage- 
indexed  earnings  record  and  a  benefit  formula  adjusted  for  future  changes  in 
wages  (and  closely  duplicating  the  results  under  present  law  for  near-future 
retiree*)  recommended  by  the  Advisory  Council  on  Social  Security  will  best  soh'e 
the  problems  of  instability  of  the  benefit  structure — and  thus  of  financial  solvency 
of  the  system.  This  report  goes  into  considerably  more  detail  than  did  the  Advisory 
Council  and  makes  more  specific  and  definite  recommendations,  including  a 
particular  benefit  formula  that  the  author  believes  is  best. 

Some  study  is  given  to  adopting  a  CPI-indexed  (or  "real  wage")  approach. 
The  author  believes  that  the  resulting  mixture  of  the  two  elements, 
wage  changes  and  price  changes,  will  not  produce  logical  results  and  cannot  be 
implemented  by  a  specific,  definite  prescribed  procedure  that  will  produce  socially 
adequate  and  just  results. 

present  automatic- adjustment  provisions 

The  1972  Amendments  to  the  Social  Security  Act  (P.L.  92-336)  included 
provisions  for  the  automatic  adjustment  of  the  following  four  elements  of  the 
OASDI  program: 

(1)  Benefits  newly  awarded. 

(2)  Benefits  in  payment  status  following  award. 

(3)  The  maxinmm  taxable  and  creditable  earnings  base. 

(4)  The  annual  and  montWy  exempt  amounts  in  the  earnings  test  (sometunes 
referred  to  as  the  retirement  test). 

In  brief,  both  the  benefits  newlv  awarded  and  in  payment  status  are  adjusted 
for  changes  in  the  Consumer  Price  Index  (CPI),  while  the  earnings  base  and  the 
exemi)t  amounts  in  the  earnings  test  are  adjusted  for  changes  in  the  level  of  wages 
in  covered  emioloyment.  Adjustments  are  made  only  for  increases  in  these  economic 
elements,  not  for  any  decreases  which  might  occur.  Further,  adjustment  of  the 
earnings  base  and  the  exempt  amounts  in  the  earnings  test  are  made  only  when 
the  benefits  were  automatically  adjusted  in  the  previous  year  (for  .June). 

Specifirallv,  both  the  earnings  base  and  the  exempt  amounts  in  the  earnmgs 
test  as  applicable  to  a  partici.ilar  calendar  year  are  based  on  the  figure  ftir  the 
previous  year  increased  by  a  factor.  This  factor  is  the  percentage  increase  in  the 
average  covered  wage  per  individual  with  wages  in  the  first  quarter  of  the  previovis 
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year  over  such  average  wage  for  the  second  previous  j'ear.  The  result  is  rounded 
to  the  nearest  $300  for  the  earnings  base,  the  nearest  $120  for  the  annual  exempt 
amount,  and  the  nearest  $10  for  the  montWj^  exempt  amount. 

The  adjustments  are  based  on  the  first-quarter  covered  wages  for  several 
reasons.  First,  such  wages  represent,  to  all  intents  and  purposes,  the  total  wages 
of  the  individuals  involved.  This  is  the  case  because  few  individuals  are  affected 
by  the  maximum  taxable  earnings  base  in  the  first  quarter  (i.e.  only  those  earning 
in  excess  of  four  times  the  earnings  base,  which  is  $14,100  in  1975).  Or,  to  put  it 
another  way,  any  average  of  re-ported  wages  for  later  quarters  would,  because  of 
the  earnings  base,  not  be  representative  of  total  wages. 

Second,  such  procedure  can  be  based  on  a  100-percent  tabulation  of  all  such 
wages.  It  thus  is  not  subject  to  the  uncertainty  or  variation  that  would  result  if 
sample  or  survey  data  were  utilized. 

Third,  the  use  of  first-quarter  data  makes  it  possible  to  have  the  results  readily 
available  for  the  October  1  promulgation  required  hj  the  law.  Thus,  the  covered 
population  will  have  sufficient  advance  notice. 

It  should  be  observed  that  the  foregoing  procedure  does  not  utilize  the  earnings 
data  for  the  self-employed  or  for  agricultural  workers,  since  such  information 
is  reported  on  only  an  annual  basis.  This  exclusion,  however,  probably  has  no 
significant  effect  on  the  results,  because  such  data  are  only  a  small  proportion  of 
the  total. 

An  example  of  how  the  earnings  base  and  the  annual  exempt  amounts  in  the 
earnings  test  were  actually  adjusted  can  be  seen  from  what  was  done  for  197.5.^ 

The  average  covered  wage  for  the  first  quarter  of  1973  was  $1,895.04,  while 
the  corresponding  figure  for  1974  was  $2,007.09.  Thus,  the  increase  was  5.94 
percent.  When  applied  to  the  $13,200  earnings  base  in  1974,  this  gave  $13,984, 
which  was  then  rovmded  to  $14,100.  Similarly,  the  5.94  percent  increase  was 
applied  to  the  annual  and  monthlv  exempt  amounts  in  the  earnings  test  of  $2,400 
and  $200,  respectively,  for  1974.  This  juelded  $2,543  and  $212,  respectively, 
which  were  then  rounded  to  $2,520  and  $210. 

Benefits  for  beneficiaries  on  the  roll  in  June  of  each  j'^ear  are  increased  by  the 
percentage  increase  in  the  CPI  (roimded  to  the  nearest  tenth  of  a  percent)  from 
the  first  quarter  of  the  preceding  year  ^  to  the  first  quarter  of  the  current  year. 
However,  such  increase  must  be  at  least  3.0  percent,  or  no  change  in  benefits  is 
made  (and  the  base  quarter  remains  the  same  for  the  next  year's  computation). 

At  the  same  time,  the  benefit  formula  applicable  to  new  retirants  and  other 
beneficiaries  in  the  future  is  uniformly  increased.  The  CPI  increase  is  applied  to 
each  benefit  factor  in  the  benefit  formida. 

An  example  of  how  the  benefit  formula  was  actually  adjusted  can  be  seen  from 
what  was  done  when  monthly  benefits  were  increased  by  8.0  percent  for  June  1975. 
The  benefit  formula  immediately  before  then  was: 

119.89%  of  the  first  $110  of  AMW,  plus 
43.61%  of  the  next  $290  of  AMW,  plus 
40.75%  of  the  next  $150  of  AMW,  plus 
47.90%  of  the  next  SlOO  of  AMW,  plus 
26.64%  of  the  next  $100  of  AMW,  plus 
22.20%  of  the  next  $250  of  AMW,  plus 
20.00%  of  the  next  $175  of  AMW, 

where  AMW  is  the  computed  average  monthly  wage.  The  8.0  percent  increase 
was  applied  to  each  of  the  benefit  factors,  so  that  the  formula  then  became: 

129.48%  of  the  first  $110  of  AMW,  plus 
47.10%  of  the  next  $290  of  AMW,  plus 
44.01%,  of  the  next  $150  of  AMW,  plus 
51.73%  of  the  next  $100  of  AMW,  plus 
28.77%  of  the  next  $100  of  AMW,  plus 
23.98%  of  the  next  $250  of  AMW,  plus 
21.00%  of  the  next  $175  of  AMW. 

When  the  earnings  base  is  increased,  as  of  the  January  following  the  benefit 
increase,  a  20  percent  benefit  factor  is  applied  to  the  new  band  of  earnings  covered. 
For  example,  if  the  base  should  rise  from  the  $14,100  apphcable  in  1975  to  $15,300 
for  1976.  another  term  would  be  added  to  the  foregoing  benefit  formula — namely, 
20.00  percent  of  the  next  $100  of  AMW. 

1  The  11-percent  benefit  increase  made  for  June  1974  by  P.L.  93-233  was  deemed  by  this  law  to  be  an  auto- 
matic adjustment  for  purposes  of  automatically  adjusting  the  earnings  base  and  the  annual  exempt  amounts 
In  the  earnings  test. 

2  For  the  June  1975  benefit  increase,  the  base  period  was  specified  by  the  law  to  be  the  second  quarter 
<rf  1974,  rather  than  the  first  quarter. 
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DEVELOPMENT    AND    KATIONALE    OF    AUTOMATIC-ADJUSTMENT    PROVISIONS 

It  is  generally  agreed  that  the  automatic-adjustment  provisions  as  they  are 
applicable  to  the  maximum  taxable  earnings  base,  the  earnings  test,  and  benefits 
for  beneficiaries  on  the  roll  (i.e.,  in  payment  status)  are  working  satisfactorily. 
Therefore,  the  discussion  in  the  remainder  of  this  report  will  be  devoted  to  such 
provisions  as  they  relate  to  benefit  computations  for  future  retirees  and  other 
beneficiaries. 

The  present  procedure  may  be  said  to  be  of  a  "coupled"  character  in  that  the 
increase  for  those  on  the  roll  is  also  applied  to  the  benefit  formula  applicable  to 
new  benefi-ciaries.  This  was  the  identical  procedure  that  the  Congress  followed  for 
all  the  ad  hoc  benefit  increases  legislated  after  19.'54  and  up  through  1972.  This 
procedure  has  the  great  advantages  of  simplicity  and  the  creation  of  a  smooth 
junction  (i.e.,  consistency  of  benefit  amounts)  for  those  on  the  roll  at  the  time  of 
the  increase  and  those  coming  on  the  roll  shortly  thereafter.  It  also  produces 
smooth,  consistent,  and  equitable  results  for  recomputation  of  benefit  amounts 
when  persons  work  beyond  the  minimum  retirement  age  at  substantial  earnings 
levels. 

But  this  procedure  can  be  adversely  criticized  by  stating  that  it  involves  a 
so-called  "double  dip"  or  undeserved  advantage.  This  is  said  to  arise  from  the 
fact  that  higher  benefits  result  from  both  (1)  the  increased  benefit  factors  and 
(2)  the  likely  higher  earnings  credits  that  the  beneficiary  has  as  a  result  of  the 
higher  level  of  general  earnings  and  the  increases  in  the  earnings  base  due  to  the 
operation  of  the  automatic-adjustment  provisions. 

Such  criticism  is,  however,  not  entirely  valid.  There  should  also  be  conisidered 
two  offsetting  or  counterbalancing  factors.  One  is  the  weighted  benefit  formula 
(such  that  the  benefit  amount  decreases  relatively  as  the  average  wage  increases). 
The  other  is  the  career-average  nature  of  the  average  wage  (such  that  it  is  com- 
puted over  many  years,  ultimately  35). 

Depending  upon  the  relative  trends  of  prices  and  earnings,  these  various  factors 
can  exactly  offset  each  other  or,  more  likely,  can  produce  instability  in  the  l^enefit 
level  over  the  long  run.  Correspondingly,  under  the  latter  circumstancp'*  there* 
will  be  instability  in  the  financing  of  the  system. 

By  stability  of  the  benefit  structure  is  meant  that  the  ratio  of  benefit  to  final 
earnings  of  a  steadily-employed  person  with  an  earnings  history  that  moves  in 
the  same  manner  as  the  general  earnings  level  will  be  the  same  in  all  future  years 
as  is  the  case  currently.  This  would  be  applicable,  for  example,  to  categories  such 
as  individuals  with  maximum  taxable  earnings  in  all  years  or  individu.als  with 
median  earnings.  Such  benefit  ratio  is  sometimes  referred  to  as  the  "replacement 
ratio." 

As  it  so  happens  under  the  structure  of  the  present  benefit  formula  and  the 
automatic-adjustment  provisions,  stability  of  the  benefit  ratios  will  occur  if 
economic  conditions  are  such  thnt  earnings  increase  at  a  rate  of  4  percent  per  year, 
while  prices  rise  at  a  rate  of  2  percent  per  year.  As  it  so  happens,  this  was  approxi- 
mately the  experience  in  the  period  from  1954  to  about  1965,  so  that  the  ad  hoc 
adjustments  made  bj^  the  Congress  then  worked  out  quite  satisfactorily  by  the 
method  later  incorporated  in  the  automatic-adjustment  provisions. 

If  earnings  rise  at  twice  the  rate  that  prices  do,  but  not  at  the  4  percent/2  percent 
conditions,  then  stability  of  the  benefit  ratios  will  still  prevail,  but  at  a  different 
level  ultimately  than  that  currently  applicable.  Thus,  if  the  increase  in  wages  is  in 
excess  of  4  percent,  the  ultimate  level  of  the  benefit  ratios  will  be  lower  than  at 
present — and  vice  versa. 

The  situation  changes  drastically  when  the  rates  of  increase  of  earnings  and 
prices  are  not  in  a  2-to~l  relationship.  Thus,  if  earnings  increase  more  than  twice 
as  rapidly  as  prices,  the  benefit  ratios  decrease  over  the  years,  which  is  not  a 
satisfactory  situation  because  this  means  declining  benefit  adequacy. 

On  the  other  hand,  if  earnings  rise  less  rapidly  than  twice  the  increase  in  prices — ■ 
which  is  the  case  currently  and  seems  likely  for  the  future — the  benefit  ratios 
increase  steadily  over  the  years.  In  fact,  eventually,  the  benefit  ratios  will  rise  to 
heights  that  will  exceed  "final  takehome  pay  (or,  later,  even  final  gross  pay). 
At  the  same  time,  and  of  course  as  a  result,  the  cost  of  the  program  will  mount 
steadily  and  will  be  far  more  than  can  be  financed  by  the  present  tax  schedule. 

Accordingly,  it  seems  essential  that  the  benefit  computation  procedures  for  new 
beneficiaries  under  the  automatic-adjustment  provisions  should  be  revised. 
This  should  have  the  effect  of  producing  a  rational  benefit  structure  and,  at  the 
same  time,  a  sound  financing  basis.  Although  the  effect  of  such  action  would  be 
to  prevent  excessive  benefit  levels  in  the  long-distant  (and,  even,  intermediate) 
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future,  it  should  not  be  characterized  as  a  "deliberalization,"  because  under 
certain  conditions  (as  mentioned  previousljO  it  could  produce  larger  benefit 
ratios  than  under  the  present  procedures. 

VARIOUS    POSSIBLE    SOLUTIONS 

Several  possible  solutions  to  this  problem  of  the  instability  of  the  OASDI 
benefit  structure  under  conditions  other  than  4-percent  earnings  increases  and 
2-percent  price  increases  have  been  proposed. 

One  proposal  would  merely  legislate  a  maximum  on  the  benefit  ratios,  possibly 
varying  inversely  with  the  earnings  level.  It  would  seem  that  this  approach 
would  have  difficulties  of  application  when  benefit  levels  rose  near  the  prescribed 
maximums  and  appeared  to  be  heading  higher  except  for  this  restriction  (which 
would  seem  "unfair"  to  some).  Also,  it  would  not  seem  to  be  effective  to  prescribe 
maximum  tax  rates  and  to  reduce  benefits  so  that  they  would  be  able  to  be  financed 
by  such  tax  rates. 

Another  proposal  would  make  use  of  the  aforementioned  effect  of  a  2-to-l 
relationship  between  earnings  and  price  increases  in  stabilizing  benefit  ratios. 
The  same  procedure  for  adjusting  the  benefit  formula  as  it  applies  to  new  retirees 
would  be  followed  as  now,  except  that  the  benefit  factors  would  be  increased  by 
the  lesser  of  the  increase  in  prices  or  .50  percent  of  the  increase  in  wages.  This 
approach  would  produce  greater  stability  of  the  benefit  ratios  (and  thus  the  cost 
of  the  system),  but  by  no  means  complete  stability. 

Yet  another  proposal  would  use  a  final-average  wage  in  the  benefit  computations 
and  then  have  a  new  benefit  formula  of  a  dynamic  nature.  The  final-average 
wage  might  be  something  like  the  average  of  the  highest  five  years  in  the  last  ten 
years.  The  new  benefit  formula  would  have  constant  benefit  factors  in  the  v.^eighted 
formula,  but  the  band  limits  would  be  increased  in  the  future  as  the  general 
earnings  level  rises.  This  approach  too  would  result  in  greater  stabiUty,  but  not 
necessarily  complete  stability.  Moreover,  the  use  of  a  final-average  wage  would 
not  work  out  satisfactorily  or  equitably  for  persons  with  greatly  varying  relative 
earnings  over  their  lifetime  work  careers.^ 

The" complete  goal  of  stability  of  benefit  ratios  can  be  achieved  only  by  the 
procedure  of  indexing  the  earnings  record.  This  has  been  proposed  by  both  the  1974 
Advisory  Council  on  Social  Security  and  the  Panel  on  Social  Security  Financing 
to  the  Senate  Committee  on  Finance  (see  items  (7)  and  (G)  in  the  Bibliography). 

Bv  "indexing  the  earnings  record"  is  meant  that  each  year's  recorded  earnings 
would  be  multiplied  by  the  ratio  of  a  certain  economic  index  for  the  year  of  com- 
putation to  that  index  for  the  particular  year.  Tlie  indexed  earnings  record  would 
then  be  used  to  compute  an  average  indexed  monthly  earnings  (AIME)  in  the  same 
manner  as  is  now  done  for  the  AMW.  The  resulting  AIME  would  then  be  appHed 
in  a  new  dynamic  benefit  formula  (as  will  be  described  subsequently). 

The  economic  index  to  be  used  in  the  indexing  process  could  be  based  either  on 
wages  in  covered  eraplo3anent  (as  is  now  used  for  the  adjustment  of  the  earnings 
base)  or  on  the  CPI.  The  Advisory  Council  recommended  the  former,  whereas  the 
Senate  Finance  Committee's  panel  preferred  the  latter,  although  beheving  that 
either  index  would  probably  be  satisfactory. 

The  remainder  of  this  report  will  be  devoted  to  a  more  intensive  analysis  of  the 
indexing  procedure.  Various  alternatives  as  to  benefit  formulas  and  indexing 
methods  wiU  be  examined. 

VARIOUS    METHODS    OF    INDEXING   THE    EARNINGS    RECORD 

As  just  mentioned,  the  earnings  record  can  be  indexed  either  by  an  earnings 
index  or  by  a  price  index.  The  former  approach  thus  develops  relative  earnings, 
while  the  latter  develops  real  earnings. 

First  considering  indexing  bv  an  earnings  index,  there  are  several  possible 
specific  indices  that  could  be  used.  One  is  the  series  of  figures  based  on  tabulated 
actual  data  for  aU  workers  with  wages  in  the  first  quarter  of  each  year,  exclusive 
of  aa;ricultural  wages  and  self-employment  income  (since  these  are  reported  on  an 
annual  basis,  not  quarterly).  Another  is  the  series  of  figures  based  on  estimated 
total  earnings  (including  amounts  above  the  earnings  base)  for  all  workers  with 
wages  in  each  year,  pubUshed  in  the  Annual  Statistical  Supplement  of  the  Social 
Securitj^  Bulletin. 

The  relative  differences  between  the  resulting  indexes  for  these  two  sets  of  data 
are  not  great,  as  can  be  seen  from  the  following  table: 

s  A  final-average  basis  can  be  very  successful  in  the  pension  plan  of  a  single  employer,  because  the  em. 
ployee's  work  history  with  that  employer  will  generally  be  of  the  nature  of  a  steady  progression  of  salary; 
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Average  annual  wage 
Ist-quarter  d; 

bas 

3t3 

sd  on 

Average 

annual  earnings 
annual  data 

based  on 

Year 

Amount 

Index 

Amount 

Index 

1951 

1973 

$2,813 

7,580 

100.0 
263.5 

$2,  562 
6,869 

100. 0 

268.1 

The  average  wages  based  on  quarterly  data  are  naturally  somewhat  higher  (by 
about  10%)  than  the  average  earnings  based  on  annual  data,  because  the  former 
are  more  akin  to  full-time  earnings  rates.  But  the  important  thing  is  that  the 
index  for  1973  is  about  the  same  under  both  approaches.  Accordingly,  it  is  much 
more  preferable  to  use  the  quarterly  data  because  of  the  following  reasons: 

(1)  The  quarterly  data  are  available  more  promptly  (the  1974  quarterly  data 
■was  published  in  October  1974;  the  latest  available  published  annual  data  as  of 
April  1975  was  for  1973,  and  that  was  only  a  preliminary  figure) . 

(2)  The  quarterly  data  are  based  on  100%  tabulations  of  actual  data,  whereas 
the  annual  data  are,  to  a  considerable  extent,  estimates. 

(3)  The  quarterly  data  are  already  being  utilized  in  the  automatic-adjustment 
procedures  (for  the  maximum  taxable  earnings  base  and  for  the  annual  and 
monthly  exempt  amounts  in  the  earnings  test). 

Another  earnings  index  that  might  be  considered  is  the  series  of  maximum 
taxable  earnings  bases  themselves.  This  would  possibly  be  satisfactory  if  the 
earnings  base  had  maintained  about  the  same  relative  position  in  the  past  years 
(and  would  do  so  in  the  future  too,  as  it  will  if  the  automatic -adjustment  pro- 
visions are  left  to  operate  without  any  ad  hoc  legislative  changes).  But  the  earnings 
base  has  increased  significantly,  from  a  relative  standpoint  in  1973-75  as  com- 
pared with  its  position  in  1951-72.  For  example,  in  the  1951-72  period,  about  80% 
of  all  earnings  in  covered  employment  were  taxable  (by  being  below  the  base), 
v/hereas  in  1974-75,  this  proportion  was  86%. 

The  inappropriateness  of  using  the  earnings  base  for  indexing  purposes  can  be 
seen  by  considering  what  would  result  for  a  worker  who  had  average  earnings 
(based"  on  the  first-quarter  wage  data')  in  each  vear  1951-75.  His  indexed  earnings 
applicable  to  retirement  at  age  65  in  1976  would  be  about  $11,000  to  $14,000  per 
year  for  the  various  years  in  1951-72,  but  only  $8,579  for  1974  and  an  estimated 
$8,778  for  1975.  Thus,  his  average  indexed  annual  wage  for  his  highest  19  years 
(as  used  in  the  benefit-computation  procedure)  would  be  $12,214,  or  39%  higher 
than  his  last  year's  wage,  a  most  unrealistic  result. 

Next  considering  indexing  by  a  price  index,  the  only  reasonable  choice  is  to  use 
the  Consumer  Price  Index. 

Table  1  shows  the  two  scries  of  suggested  indexes — on  the  basis  of  earnings  and 
on  the  basis  of  prices — for  the  past  experience  beginning  with  1951.  These  will  be 
used  for  computation  of  the  Primary  Insurance  Amount  (PI A)  for  various  illustra- 
tive examples  for  Computation  Year  1975. 

"Computation  Year  1975"  is  applicable  to  all  deaths  and  disabilities  occurring 
in  1976  and  to  all  persons  attaining  age  62  in  1976  or  who  had  attained  age  ^62 
in  a  prior  year  but  had  not  ever  been  in  current  payment  status  before  1976. 
Computation  Years  for  years  after  1975  are  applicable  only  to  deaths  and  dis- 
abilities occurring  in  the  next  vear  after  the  particular  year  and  to  persons  attain- 
ing age  62  in  such  next  year.  For  example,  Computation  Year  1980  would  be  used 
for  all  deaths  and  disabilities  occurring  before  age  62  in  1981  and  for  all  persons 
attaining  age  62  in  1981. 

The  method  of  determining  the  Computation  Year  for  any  individual  is  thus 
set  entirely  by  demographic  conditions,  which  are  well-established.  To  use  other 
conditions  such  as  date  of  retirement,  date  of  filing  claim,  date  of  award,  etc., 
would  often  produce  capricious,  anomalous  results  and  should  not  be  considered. 

The  so-called  "old  start"  benefit  computation  method,  which  uses  earnings 
going  back  to  1937,  will  not  be  illustrated  in  this  report,  although  the  same  general 
principles  would  apply  to  it.  In  recent  years,  only  7%  of  all  awards  of  old-age 
benefits  (to  retired  workers)  wore  determined  under  this  method. 

As  an  illustration  of  the  method  of  applying  the  adjustment  factors  shown  in 
Table  1,  if  a  person  had  actual  recorded  earnings  of  $4,000  in  1955,  his  indexed 
earnings  for  Computation  Year  1975  under  the  wage  indexing  approach  would  be 
$10,564  ($4,000  by  2.641).  Any  earnings  in  1976  or  later  years  for  1975-computa- 
tion-year  cases,  when  used  in  benefit  computation  procedures,  would  not  be 
andexed  (i.e.,  a  factor  of  1.000  would  be  used). 
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TABLE  1.— DATA  TO  BE  USED  FOR  INDEXING  EARNINGS  RECORD  FOR  COMPUTA     ON  YEAR  1975 > 


Average  annual  wage  Consumer  Price  Index 


Year  Amount^  Factors  Amount*  Factors 


1951 

$2,813 

1952        

2,970 

1953              .  - 

3, 162 

1954           

3,204 

1955         

3,324 

1956        - 

3,514 

1957              -  -  - 

3,709 

1958            

3,830 

1959 

3,955 

I960         

4,126 

1961 

.  4,256 

1962              

4,  437 

1963 

4,544 

1964          

4,683 

1965        

4,757 

1966 

4,966 

1967              

5,281 

1968           

5,652 

1969          

5,944 

6,250 

1971 

6,630 

1972          

7,210 

1973        

7,580 

1974               .  .. 

8,031 

1975              

8,778 

3.121 

77.8 

2.069 

2.956 

79.5 

2.025 

2.776 

80.1 

2.010 

2.740 

80.5 

2.000 

2.641 

80.2 

2.007 

2.498 

81.4 

1.978 

2.367 

84.3 

1.910 

2.292 

86.6 

1.859 

2.219 

87.3 

1.844 

2.127 

88.7 

1.  815 

2.  063 

89.6 

1.797 

i.978 

90.5 

1. 777 

1.932 

91.7 

1.756 

1.874 

92.9 

1.  733 

1.845 

94.5 

1.704 

1.768 

97.2 

1.656 

1.652 

100.0 

1.610 

1.553 

104.2 

1.545 

1.477 

109.8 

1.466 

1.404 

116.3 

1,384 

1.324 

121.3 

1.327 

1.  217 

125.3 

1.285 

1.158 

133.1 

1.210 

1.093 

147.7 

1.090 

1.000 

161.0 

1.000 

i  Computation  year  1975  is  applicable  to  all  deaths  ?ncl  disabilities  occurring  in  1976  and  to  all  persons  attaining  age 
62  in  1976  or  who  had  attained  ago  62  in  a  orior  year  but  had  not  ever  been  in  current  payment  status  oefore  i97b. 

2  Annualized  average  earnings  for  all  persons  with  covered  nonagricultural  wages  in  1st  quarter  of  year.  The  1975 
figure  is  estimated  by  the  author  (on  the  basis  of  a  9.3  percent  increase  over  the  previous  year).  •       -     ..  . 

3  These  factors  are  multiplied  by  each  individual's  earnings  recorded  for  the  year  to  yield  his  indexed  earnings  tor  that 

4  All  figures  on  basis  of  1967  equals  100.  The  1975  figure  Is  estimated  by  the  author  (on  the  basis  of  a  9  percent  increase 
over  the  previous  year). 

COMPUTATION  OF  AVER-IGE  INDEXED  MONTHLY  EARNINGS 

The  Average  Indexed  Monthly  Earning.s  (AIME),  it  is  proposed,  would  be 
computed  from  the  indexed  earnings  record  for  an  individual's  Computation 
Year  (as  detlned  in  the  previous  section)  in  exactly  the  same  manner  as  is  done 
under  present  law  in  computing  the  Average  Monthly  Wage  (AMW).* 

The  AMW  is  computed,  under  the  "new  start"  method  for  the  "n"  years  after 
1950  in  which  credited  earnings  were  the  largest  (including  years  before  age  22 
and  after  age  61).  For  these  purposes,  "n"  equals  the  number  of  years  after  19oo 
(or  year  of  attainment  of  age  26,  if  later)  and  before  age  62,  excluding  any  year 
in  wMch  the  individual  was  in  a  "period  of  disability."  For  men  attaining  age  62 
before  1975,  the  closing  date  is  later  than  age  62  (namely,  age  63  for  those  born  m 
1912,  age  64  for  those  born  in  1911,  and  age  65  for  those  born  in  1910  or  before). 
In  no  case,  can  "n"  be  less  than  2;  for  old-age  benefits,  when  there  is  not  a  "dis- 
ability freeze,"  "n"  cannot  be  less  than  5.  Thus,  high  earnings  received  after  at- 
tainirig  the  minimum  retirement  age  can  be  substituted  for  prior  years  of  low  earn- 
ings. If  the  individual  had  retired  and  then  returned  to  employment,  this  is  ac- 
complished by  recomputation. 

The  AIME  would  be  computed  for  disability  and  survivor  benefit  cases  in  ex- 
actly the  same  manner,  from  the  indexed  earnings  record,  as  is  now  done  vtnder 
present  law  for  these  cases.  That  is,  there  would  be  the  same  opening  dates  and 
closing  dates  in  determining  the  number  of  years  to  be  used  in  the  averaging  and 
the  period  of  years  from  which  they  could  be  selected.  Earnings  received  in  or 
after  the  year  of  attainment  of  age  62  would  be  used  unadjusted  (i.e.  not  indexed 
back  to  the  Computation  Year,  the  year  when  age  61  was  attained). 

Exactly  the  same  procedure  in  all  respects  would  be  followed  for  the  AIME  as  is 
now  done  for  the  AMW,  using  the  indexed  earnings  record  (whether  indexed  by 
wages,  or  the  CPI,  as  the  case  may  be). 

*  The  term  "  Average  Monthly  Earnings"  in  present  law  has  a  different  meaning  than  AMW,  which  is  used 
for  benefit-computation  purposes.  The  former  term  is  defined  in  the  law  as  a  figure  to  be  used  in  determining 
the  maximum  total  benefit  for  OASDI  and  Workmen's  Compensation  benefits  combnied  for  a  disabled- 
worker  beneficiary. 
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It  should  be  noted  that  if  the  average  wage  \ised  for  indexing  purposes  decreases 
in  a  year,  the  actual  value  of  it  is  used  for  the  Computation  Year  applicable.  This 
is  unhke  the  procedure  for  automatic-adjustment  of  the  earnings  base,  where 
■decreases  are  never  considered. 

COMPUTATION   OF  PIAS  FOE,  WAGE-INDEXED   EARNINGS   RECORD 

Now  having  described  how  the  AIME's  should  be  calculated  from  an  indexed 
earnings  record,  there  will  next  be  taken  up  the  subject  of  the  revised  benefit 
formula  to  which  the  AIMEs  are  applied  in  order  to  obtain  the  PIAs.  The  formula 
to  be  so  developed  should  give  results  for  the  near  future  which  will  closely  approxi- 
mate what  the  present  method  yields,  for  various  earnings  levels.  For  illustrative 
purposes,  it  is  assumed  that  the  new  procedure  would  be  first  effective  in  1976. 

In  order  to  have  social  justice  and  equity,  a  saving-  clause  should  be  provided. 
It  should,  in  aav  case,  be  guaranteed  that  the  PIA  resulting  from  the  new  earnings- 
indexed  method  will  not  be  less  than  that  under  the  present  method,  bat  with  such 
present  method  being  "frozen"  to  the  extent  that  the  factors  in  the  benefit  formula 
will  not  be  increased  in  the  future  with  changes  in  the  CPI.  If  this  is  done,  the 
present  formula  would  be  applicable,  under  the  savings  clause,  in  a  significant 
number  of  cases  in  the  next  few  years,  but  would  then  produce  only  small  addi- 
tionnl  amounts  over  what  the  new  procedure  would  do.  However,  after  a  few  years, 
the  present  formula  would  only  rarely  be  apphcable,  as  the  d\Tiamic  aspects  of 
the  new  procedure  take  hold. 

This  section  will  deal  only  with  the  wage-indexing  procedure.  The  next  section 
will  examine  the  CPI-indexiiig  procedure  and  will  contrast  the  relative  effectiveness 
of  the  two  procedures. 

The  consideration  in  these  two  sections  will  be  Umited  to  retirement  cases,  for 
persons  claiming  benefits  at  age  62  or  over.  The  cases  actually  presented  are  for 
retirement  at  age  65.  Hov\^ever,  the  same  general  results  would  prevail  for  retire- 
ment at  ages  62-64  (or  at  an  older  age)  and  for  disability  retirement,  for  which 
l3en(^fits  are  computed  as  though  the  insured  person  were  age  62  in  the  year  of 
disablement.  The  subject  of  benefit  computation  for  survivor  benefits,  especially 
deferred  ones  (as  for  widow's  benefits),  vail  be  taken  up  in  the  last  section. 

The  Advisorv  Council  on  Social  Security  suggested  two  possible  benefit  formulas 
to  be  used  with  a  wage-indexed  earnings  record.  The  Council  pointed  out  that 
these  were  only  illustrative  and  that  others  were  possible  to  do  the  job  effectively. 

One  formula  for  the  PIA  is  in  the  form,  100%  of  the  first  $X  of  AIME,  plus 
A%  of  AIME  in  excess  of  $X.  As  a  specific  examiile,  the  Council  suggested  that 
:$X  might  equal  $123,  and  A%  might  be  31%.  The  dollar  figure  ($123)  would  be 
adjusted  annually  for  changes  in  the  wage  level  in  covered  employment  (as  is 
now  done  for  the  maximum  taxable  earnings  base,  except  that  decreases  would 
be  permitted). 

The  other  formula  is  somewhat  more  complex,  being  of  the  form,  100%  of  the 
first  $X  of  AIME,  plus  A%  of  the  next  $Y  of  AIME,  plus  B%  of  AIME  in  excess 
■of  $(X-|- Y),  where  B%  is  less  than  A%.  As  in  the  case  of  the  previous  formula, 
the  two  dollar  figures,  or  ranges,  would  be  adjusted  annually  for  changes  in  the 
wage  level  in  covered  employment. 

The  two  foregoing  formulas  could  also  be  expressed  in  terms  of  a  flat  dollar 
amount,  plus  a  percentage  (or  percentages)  of  AIME.  For  example,  the  two-t^rm 
formula  in  the  second  preceding  paragraph  could  be  writen  specifically  as  $85, 
plus  31  %  of  AIME.5  This  would  give  identical  results  (within  13  cents)  for  AIMEs 
of  $123  or  more,  but  somewhat  higher  amounts  for  lov/er  AIMEs.  This  latter 
form  would  somewhat  parallel  the  results  under  present  law,  for  which,  effective 
for  June  1975,  the  minimum  PIA  is  $101.40. 

The  Advisory  Council  proposed  the  foregoing  basis  of  100%  of  the  first  $X  of 
AIME  because  it  believed  that  a  high  flat  minimum  was  not  desirable  since  it  so 
frequently  was  applicable  for  short-service  workers  under  OASDI  who  had 
alr(>adv  acquired  adequate  vested  pension  protection  in  noncovered  employment 
(such  as  Civil  Service  Pvetirement).  The  present  flat  minimum  PIA  of  $101.40 
would,  however,  continue  to  be  applicable  in  the  future  but  would  be  frozen  at 
this  figure  and  not  be  subject  to  CPI  increases,  so  that  it  would  gradually  phase 
out. 


Miis  formula  is  derived  by  splitting  the  first  term,  100%  of  $123,  into  two  ports,  69%  of  $123  (wliich  is 
cli,  wlien  combined  with  the  second  temi,  31%  of  AIME  in  excess  of  $123,  yields 


$84.87)  and  31%  of  $123  (whicli 
merely  31%  of  AIME). 


407 

The  remainder  of  this  analysis  and  discussion  will  relate  to  this  approach  of  the 
first  term  being  100%  of  the  first  $X  of  AIME,  rather  than  a  flat  dollar  amount, 
although  the  results  and  conclusions  would  be  equall}^  applicable  to  the  other 
approach. 

In  the  author's  opinion,  and  as  v.-ill  be  proven  in  the  following  anal5rsis,  the 
three-factor  formula  is  preferable  to  the  two-factor  one.  Also,  the  specific  per- 
centage factor  applicable  to  the  second  factor  should  not  be  as  high  as  31%,  but 
rather  should  be  29%.  On  this  basis,  the  three-factor  formula  could  specifically  be: 
100%,  of  the  first  $131  of  AIME,  plus  29%  of  the  next  $800  of  AIME,  plus  10% 
of  the  AIME  in  excess  of  $931. 

The  10%  benefit  factor  in  the  third  term  differs  from  the  20%  factor  in  the 
benefit  formula  of  present  law  for  the  highest  range  of  AMWs.  The  $931  breaking- 
pohit  for  the  third  term  is  about  the  highest  AIME  possible  in  the  near  future  for 
retirees  at  age  65 — actually,  in  1976,  $937  for  males  and  $950  for  females.  In  the 
long  run,  retirees  will  be  able  to  have  AI]\IEs  equal  to  the  maximum  earnings 
base— namely,  when  all  the  earnings  which  they  wiU  use  in  the  AIME  calculation 
are  for  1974  and  after. 

The  fact  that  near-future  retirees  will  not  be  able  to  have  AIMEs  equal,  or 
even  close,  to  the  current  maximum  earnings  base  is  due  to  the  base  having  been 
increased  much  more  rapidly  after  1972  than  the  general  wage  level.  For  example, 
in  1951-72,  the  earnings  base  was  only  about  1.2.5  times  the  average  annual  wage 
in  covered  employment  (as  shown  in  Table  1),  actually  being  less  than  this  level 
in  all  but  five  years  in  this  22-year  period.  On  the  other  hand,  in  1974-75,  such 
ratio  was  1.61.  It  will  remain  at  that  level  in  all  future  j^ears  if  solely  the  automatic- 
adjustment  provisions  are  operative  (and  not  ad  hoc  legislative  changes  as  well). 

To  put  it  another  way,  consider  the  operation  of  a  two-step  forinula  as  against  a 
three-step  one,  with  the  third  step  being  applicable  to  AIMEs  in  excess  of  $900 
(initially,  but  adjusted  in  the  future  as  wage  le\-els  change).  With  all  other  factors 
being  identical,  the  two  formulas  will  give  virtually  the  same  results  in  the  near 
future  {.identical  results  in  the  vast  majority  of  the  cases). 

However,  in  the  long  run,  as  will  be  shown  hereafter,  the  three-step  formula  wiU 
produce  somewhat  lower — but  still  quite  reasonable — benefits  for  the  very  highest 
paid  workers,  and  yet  identically  the  same  benefit  amounts  for  all  other  workers. 
At  the  same  time,  and  correspondingly,  the  three-step  formula  will  result  in  some- 
what lower  costs  for  the  OASDI  system  and  thus  will  decrease  the  long-range 
actuarial  deficit  to  a  greater  extent  than  will  a  two-step  formula. 

The  remainder  of  this  section  will  make  illustrative  analyses  for  these  two 
possible  benefit  formulas,  the  two-step  one  specifically  mentioned  by  the  Advisory 
Council  and  the  three-step  one  developed  by  the  author.  The  former  will  be 
designated  as  Formula  A  and  the  latter  as  Formula  B. 

The  first  anah'sis  will  consider  retirees  at  age  65  at  the  beginning  of  1976.  The 
following  analyses  will  consider  retirees  at  age  62  in  1994  (in  1991,  for  the  first  time, 
the  maximum  of  35  computation  years  for  the  present  AMW  and  the  proposed 
AIME  will  be  necessar.y)  and  in  2010  (when,  for  the  first  time,  the  35  year  com- 
putation period  can  be  "based  on  earnings  under  an  earnings  base  as  high  relatively 
as  the  $13,200  of  1974  and  the  $14,100  of  1975— and  thus  the  maximum  AIME  for 
such  retirees  can  equal  the  current  maximum  earnings  base  ^). 

In  order  to  develop  illustrative  figures  for  PIAs  for  retirees  in  the  future, 
assumptions  must  be  made  as  to  future  changes  in  the  wage  level  in  covered 
employment  and,  for  the  present  benefit  formula,  in  the  CPI.  The  author  has 
liypothesized  certain  assumptions  for  these  elements  (see  Table  2).  The  figures  for 
1975-80  are  rough  grading  in  from  the  present  conditions  to  the  assumed  ultimate 
levels  of  5%  annual  wage  increases  and  4%  annual  CPI  increases.'^  It  should  be 
emphasized  that  these  economic  assumptions,  although  believed  reasonable  by  the 
author,  are  not  predictions  of  what  is  most  likely  to  occur,  but  rather  they  are 
useful  for  illustrative  comparative  purposes. 

Table  3  presents  comparative  data  on  the  PIAs  imder  present  law  and  under  the 
two  proposed  formulas  for  wage-indexed  earnings  records  for  a  man  attaining  age 
65  at  the  beginning  of  1976  and  retiring  then,  with  different  past  earnings  records. 
Figures  are  also  shown  for  a  woman  of  the  same  characteristics,  but  only  for  the 

8 


'  Note,  however,  that  such  a  situation  can  prevail  much  earlier — even  in  1976  for  certain  young  insured 
-workers — for  death  and  disability  cases. 

'  A  3*^  ultimate  rate  of  increase  is  also  considered  later. 

'  PIAs  are  slightly  higher  for  women  attaining  age  65  before  1978  than  for  men  with  identical  earnings 
■records.  Equal  treatment  prevails  subsequently. 
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TABLE  2.— ASSUMED  FUTURE  ANNUAL  INCREASES  IN  WAGES  AND  IN  CONSUMER  PRICE  INDEX 

[In  percent] 


Year 

Average 

annual  wage* 

Consumer 
Price  Index 

1975 

.                 9.3 

9 

1976 

8  6 

8. 

1977 

8  4 

7 

1978 

...                                                           7  5 

6 

1979 

6.0 

5 

1980 

6.0 

4 

1981  and  after 

5.0 

4 

1  See  footnote  1,  table  1. 

TABLE  3.— COMPARISON  OF  PIA'S  UNDER  PRESENT  LAW  AND  UNDER  2  POSSIBLE  BENEFIT  FORMULAS  TO  BE 
USED  WITH  A  WAGE-INDEXED  EARNINGS  RECORD,  PERSON  ATTAINING  AGE  65  AT  BEGINNING  OF  1976  AND- 
RETIRING  THEN 


Earnings  rpcord 


Present  law 


Formula  A 


Present  law  as   percent  of^ 


Formula  B 


Formula  A 


ForrTiUla  B 


MALE  WORKER! 

Maximum 

125  percent  of  average 

Average 

75  percent  of  average 

50  percent  of  average 

25  percent  of  average. 

FEMALE  WORKER 
Maximum 


$364.  00 

$375. 40 

$359. 90 

97.0 

343.  90 

360.  50 

350.  90 

95.4 

304.  70 

311.50 

305.  00 

97.8 

253.30 

254.  80 

252.  CO 

99.^ 

193.  50 

198. 10 

198.  90 

100.3 

145.60 

141.30 

145. 80 

103.0 

378. 80 


379.  40 


364.90 


99.8 


101.1 
98.0 
99.9 

100.5 
99.8 
99.9 


103.  8 


I  Also  applicable  to  females  or  male  worker  attaining  age  62  at  end  of  1975  and  retiring  at  beginning  of  1976. 

Description  of  formulas 

Formula  A— 100%  of  first  $123  of  AIME,  plus  31%  of  excess. 

Formula  B— 100%  of  first  $131  of  AIME,  plus  29%  of  next  $800  of  AIME, 
plus  10%  of  excess. 

Note. — When  Formula  A  or  B  produces  a  lower  figure  than  present  law,  the 
savings  clause  would  apply,  and  the  larger  amount  would  be  payable. 

The  alternative  earnings  assumptions  arc  as  foUows:  (1)  moximum  creditable 
earnings  in  all  past  years  back  to  1951;  (2)  same  earnings  in  each  year  as  the 
average  earnings  in  covered  employment  in  the  year  (see  Table  1) ;  and  (3)  various 
multiples  (25%,  50%,  75%,  and  125%)  of  such  average  earnings  in  each  year. 
In  other  words,  steadily  emploj^ed  workers  at  various  earnings  levels  are  being 
considered.  It  will  be  noted  that,  as  mentioned  previously,  there  is  relatively  little 
difference  between  the  maximum  case  and  the  125%  case  at  the  present  time,  but 
that  eventually  the  maximum  case  is,  in  essence,  a  161%  case. 

Table  3  shows  that  Formula  B  much  more  closely  duplicates  the  benefits  under 
present  law  for  the  average  and  higher  earnings  cases  than  does  Formula  A,  which 
produces  amounts  that  are  significantly  too  large.  For  the  70%-of-average  and  the 
50  %-of-average  cases,  both  formulas  closely  approximate  the  PI  A  under  ]:>resent 
law.  Then,  for  the  25%  case  (an  AIME  of  $1S2),  Formula  A  is  significantly  too 
low  as  compared  with  present  law,  while  Formula  B  is  a  close  fit.  Of  course,  for 
AIMEs  of  $123  or  less,  the  two  formulas  produce  the  same  result. 

It  would  thus  appear  that,  in  the  immediate  future,  Formula  B  produces  better 
results  in  approximating  what  present  law  would  do  than  does  Formula  A.  More- 
over, the  latter  has  the  undesirable  features  of  producing  relatively  too  large 
benefits  at  the  highest  earnings  levels  and  too  small  benefits  at  the  lowest  earnings 
levels  relative  to  what  present  law  would  do.  On  the  other  hand.  Formula  B 
produces  results  that  closely  approximate  what  present  law  would  do  at  all 
earnings  levels  except  the  very  lowest  ones,  where  it  results  in  slightly  larger 
benefits — a  not  undesirable  effect  from  a  social  viewpoint.  Clearly,  Formula  B 
is  much  preferable  to  Formula  A. 

Before  looking  at  how  the  formulas  would  operate  in  long-distant  future  j'ears, 
let  us  see  how  smooth  a  junction  occurs  for  persons  with  identical  earnings  records 


409 

but  attaining  retirement  age  just  before  the  end  of  a  year  and  just  afterward, 
since  they  will  have  different  Computation  Years  and  thus  different  benefit 
formulas  (because  the  dollar  figures  therein  will  change). 

Let  us  consider  a  man  with  average  earnings  in  all  past  years  who  attains  age  62 
at  the  end  of  1976  and  retires  at  the  beginning  of  1977,  as  compared  with  a  similar 
man  who  attains  age  62  at  the  beginning  of  1977.  The  first  man  will  have  1975  as 
liis  Computation  Year,  while  the  second  man  will  have  1976  as  his  Computation 
Year.  The  benefit  formula  for  the  first  man  (using  the  approach  of  Formula  B) 
will  be:  100%  of  the  first  $131  of  AIME,  plus  29%  of  the  next  $800  of  AIME, 
plus  10%  of  the  excess  of  the  AIME  over  $931.  The  benefit  formula  for  the 
second  man,  assuming  that  wages  rise  by  9.3%  in  1975  over  1974  (as  in  Table 
2)  wiU  be:  100%  of  the  first  $143  of  AIME,  plus  29%  of  the  next  $874  of  AIME, 
plus  10%  of  the  excess  of  the  AIME  over  $1,017. 

At  first  glance,  it  would  appear  that  the  first  man  is  at  a  disadvantage  as 
compared  with  the  second  one,  because  the  latter's  formula  will  produce  larger 
amounts  for  AIMEs  in  excess  of  $131.  There  are,  however,  two  offsetting  factors 
for  the  man  having  Computation  Year  1975.  First,  he  receives  the  automatic 
CPI  benefit  increase  that  was  effective  for  June  1976  (both  men  receive  such 
increase  effective  for  June  1977).  Second,  he  will  have  a  slightly  higher  AIME 
due  to  the  "substitution  of  high  earnings  in  and  after  the  year  of  attaining  retire- 
ment age"  provision,  as  affected  by  the  fact  that  such  earnings  are  not  indexed 
back  to  the  Computation  Year  (as  mentioned  in  the  previous  section). 

Let  us  see  how  this  actually  works  out  for  these  two  men.  Assume  that  the 
automatic  benefit  increase  for  June  1976  is  7.3%  (probably  low  as  compared  to 
■what  will  actually  occur,  but  selected  so  as  to  have  what  som.e  consider  to  be  the 
"normal"  differential  between  wage  increases  and  CPI  increases). 

The  man  with  Computation  Year  1976  will  have  an  AIME  of  $799  (1.093 
times  $731— see  Table  5).  Accordingly,  his  PIA  will  be  $333  (100%  of  $143,  plus 
29%  of  $656) ;  his  actual  benefit  will  be  80%  of  his  PIA. 

The  man  with  Computation  Year  1975,  who  has  20  computation  years,  had 
monthly  earnings  of  $799  in  1976  and  indexed  earnings  of  $731  for  all  previous 
years,  thus,  his  AIME  is  $734  (19  years  at  $731  and  1  year  at  $799).  Accordingly, 
his  initial  PIA  is  $305  (100%  of  $131,  plus  29%  of  $603).  But  his  PIA  for  January 
1977  wiU  be  $328  ($306  times  1.073).  Thus,  the  PIA  for  the  man  attaining  age  62 
at  the  end  of  1976  will  be  only  l/i%  lower  than  that  of  the  man  attaining  age  62 
at  the  beginning  of  1977  ($328  vs  $333).  This  is  certainly  a  very  good  junction 
and  consistency. 

Now,  let  us  see  how  the  two  proposed  benefit  formulas  for  a  wage-indexed 
earnings  record  wiU  operate  in  the  long-distant  future  as  compared  with  what 
v,rovild  happen  under  present  law.  Such  analysis  must  necessarily  be  based  on 
certain  economic  assumptions  for  the  future.  Such  assumptions  are  selected,  for 
illustrative  purposes,  as  4%  annual  increases  in  the  CPI  and  5%  annual  increases 
in  earnings  over  the  long  range,  with  somewhat  larger  increases  in  the  next  few 
years  (see  Table  2).  Later,  analysis  will  be  made  for  an  alternative  of  3%  as  the 
annual  CPI  increase. 

It  should  be  noted  that  the  CPI  changes  assumed  have  no  effect  on  the  analysis 
for  the  two  proposed  benefit  formulas  appficable  to  a  wage-indexed  earnings 
record,  since  we  are  dealing  only  with  the  initial  PIA.  On  the  other  hand,  the  CPI 
changes  assumed  do  have  an  effect  in  the  computations  for  present  law. 

Some  might  argue  that  having  only  a  1  %  differential  between  wages  and  prices 
is  too  small.  However,  this  has  been  done  to  point  out  more  vividly  the  instability 
effects  of  the  present  benefit  formula  under  economic  conditions  which  are  un- 
favorable to  the  financing  status  of  the  OASDI  system. 

Table  4  shows  the  PIAs  resulting  for  the  several  earnings-levels  cases  for  per- 
sons attaining  age  62  in  1994  and  2010.  The  dollar  figures  are,  of  course,  surpris- 
ingly high  in  relation  to  the  current  level  of  benefits  (as  shown  in  Table  3) .  The 
important  thing,  however,  is  the  comparison  of  the  results  under  the  three  bene- 
fit methods  for  each  of  the  various  earnings  levels. 

The  present  benefit  method  produces,  for  these  cases,  PIAs  that,  in  general, 
are  about  20-30%  higher  than  under  either  of  the  two  proposals  for  the  1994  case 
and  as  much  as  40-65%  higher  for  the  2010  case.  The  differential  is  about  the 
same  for  both  formulas  for  earnings  records  below  the  "average  earnings"  case. 
But — as  would  be  anticipated — there  is  an  increasingly  larger  differential  of 
present  law  over  the  proposed  formula  and  for  Formula  A  over  Formula  B  as  the 
•earnings  level  rises. 
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TABLE  4.-C0IV1PARIS0N  OF  PIA's  UNDER  PRESENT  LAW  AND  UNDER  2  POSSIBLE  BENEFIT  FORMULAS  TO  BE 
USED  WITH  A  WAGE-INDEXED  EARNINGS  RECORD,  PERSON  ATTAINING  AGE  62  AT  CERTAIN  FUTURE  DATES 
AND  RETIRING  THEN,   BASED  ON   ECONOMIC  ASSUMPTIONS  IN  TABLE  2 

Formula  Present  law  as  percent  of— 


Present 


Earnings  Record  law  A  B         Formula  A           Formula  B 

Person  attaining  age  62  at  beginning  of 
1994: 

Maximum. $1,255               $1,117               $1,010  112  124 

125  percent  of  average 1,144  981  954  117  120 

Average 1,035  836  818  124  127 

75  percent  of  average 905  684  676  132  134 

50  percent  of  average 677  532  533  VII  127 

25  percent  of  average 441  380  331  116  113 

Person  attaining  age  62  at  beginning  of 


11,117 

$1,010 

981 

954 

836 

818 

684 

576 

532 

533 

380 

331 

2,551 

2,275 

2,155 

2,096 

1,824 

1,786 

1,492 

1,476 

1,160 

1,155 

829 

855 

2010: 

Maximum                 3,303  2,551  2,275  125  145 

125  percent  of  average 3.006  2,155  2,096  139  143 

Average                         2,763  1,824  1,785  151  155 

75  rjercent  of  ai/Ernge__ 2,463  1,492  1,476  165  167 

50  percent  of  average 2,058  1,160  1,155  178  178 

25  percent  of  average 1,392  829  855  158  163 

Description  of  Formulas 

For  1994,  Formula  A— 100%  of  first  $330  of  AIME,  plus  31%  of  excess. 

For  1994,  Formula  B— 100%  of  first  $351  of  AIME,  plus  29%  of  next  $2,145 
of  AIME,  plus  10%  of  excess. 

For  2010,  Formula  A— 100%  of  first  $720  of  AIME,  plus  31%  of  excess. 

For  2010,  Formula  B— 100%  of  first  $7G7  of  AIME,  plus  29%  of  next  $4,683 
of  AIME,  plus  10%  of  excess. 

Table  5  places  the  analj^sis  of  Table  4  in  a  somewhat  clearer  frame  by  showing 
how  the  PIAs  presented  in  Tables  3  and  4  relate  to  the  last  earnings  of  the  indi- 
vidual. As  would  be  anticipated,  for  the  1976  case,  the  benefit  ratios  for  a  given 
earnings  level  are  about  the  same  for  all  the  three  formulas. 

What  is  impoitant  is  how,  for  a  particular  formula,  these  benefit  ratios  change 
over  the  years.  With  the  exception  of  the  maximum-earnings  case,  these  ratios- 
are  relatively  imchanging  for  the  two  proposed  formulas,  a  desirable  thing  both 
from  the  standpoint  of  adequacy  and  equity  of  benefit  design  and  from  the  stand- 
point of  financial  stability.  On  the  other  hand,  under  the  present  formula,  these 
ratios  rise  significantly,  and  to  unreasonable  heights — reaching  60%  or  more  in  a 
number  of  cases.® 

For  the  maximum-earnings  case,  under  the  two  proposed  formulas,  the  benefit 
ratios  rise  in  future  years,  as  more  and  more  years  of  earnings  at  the  relatively 
higher  earnings  bases  applicable  after  1973  are  included.  However,  such  increases 
are  much  smaller  for  Formula  B  than  for  Formula  A,  and  thus  the  former  is 
preferable,  because  it  seems  desirable  not  to  favor  the  verj^  highest  paid  unduly 
in  changing  to  an  indexing  procedure.  In  fact,  Formula  B  produces  results  which 
are  not  too  different  from  the  current  31%  ratio. 

TaVjle  6  presents  the  same  data  and  anal3'sis  as  shown  in  Tables  4  and  5,  but 
for  an  ultimate  assumed  CPI  rate  of  increase  of  3%  per  j-ear  instead  of  4%.  The 
resulting  PIAs  for  the  two  proposed  formulas  remain  imchanged,  but  those  for 
the  present  law  are,  of  course,  lower.  Accordingly,  the  comparisons  of  the  results 
under  present  law  with  those  those  under  the  proposed  formulas  are  less  insidious 
(i.e.,  the  PIAs  under  present  law  do  not  rise  to  as  undesirably  high  levels) .  How- 
ever, the  conclusions  drawn  jjreviouslj'  as  to  the  necessity  of  changing  over  to  an 
earnings-indexed  approach  from  the  present  procedure  and  as  to  the  superiority 
of  Formula  B  over  Formula  A  still  hold  true. 


»  A  PIA  boiiefit  ratio  of  60%  means  that  a  married  man  retiring  at  age  65  witli  a  wife  the  same  age  who  is- 
not  eligible  for  a  benefit  in  her  own  right  would  have  a  total  family  benefit  of  more  than  his  last  take-home 
pay,  after  taxes. 
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TABLE  5.— COMPARISON  OF  PIAs  UNDER  PRESENT  LAW  AND  UNDER  2  POSSIBLE  BENEFIT  FORMULAS  TO  BE  USE[> 
WITH  A  WAGE-INDEXED  EARNINGS  RECORD,  PERSON  ATTAINING  AGE  62  AT  CERTAIN  FUTURE  DATES  AND  RE- 
TIRING THEN,  BASED  ON  ECONOMIC  ASSUMPTIONS  IN  TABLE  2 


Earnings  record 


Earnings  in 

year  before 

retirement 


PIA  as  percent  of  final  earnings 


Present  law 


Formula  A 


Formula  B 


Man  attaining  age  65  at  beginning  of  1976:  i 

Maximum $1,175  31  32  31 

125  percent  of  average 889  39  41  39 

Average.-— 731  42  43  42 

75  percent  of  average 548  46  46  46 

50  percent  of  average 365  54  54  54 

25  percent  of  average 182  80  78  80 

Person  attaining  age  62  at  beginning  of  1994: 

Maximum 2,868  44  39  35 

125  percent  of  average. 2,429  47  40  39 

Average 1,961  53  43  42 

75  percent  of  average 1,471  62  46  46 

50  percent  of  average 980  69  54  54 

25  percent  of  average 490  90  78  80 

Person  attaining  age  62  at  beginning  of  2010: 

Maximum 6,950  48  38  33 

125  percent  of  average 5,351  56  40  39 

Average 4,281  65  43  42 

75  percent  of  average 3,211  77  46  46 

50  percent  of  average -- -  2,140  97  54  54 

25  percent  of  average 1,070  130  77  80 

1  Also  applicable  to  female  or  male  worl^er  attaining  age  62  at  end  of  1975  and  retiring  at  beginning  of  1976. 
Note:  Description  of  formulas:  See  table  4. 

TABLE  6.-C0MPARIS0N  OF  PIAs  UNDER  PRESENT  LAW  AND  UNDER  2  POSSIBLE  BENEFIT  FORMULAS  TO  BE  USED 
WITH  A  WAGE-INDEXED  EARNINGS  RECORD,  PERSON  ATTAINING  AGE  62  AT  CERTAIN  FUTURE  DATES  AND  RE- 
TIRING THEN,  BASED  ON  ECONOMIC  ASSUMPTIONS  IN  TABLE  2,  EXCEPT  THAT  ULTIMATE  CPI  INCREASES  ARE 
3  PERCENT  PER  YEAR 


Earnings  record 


PIA  under  present  law 
as  percent  of 


PIA  under  present  law  as 
percent  of 


Amount  final  earnings  i         Formula  A 


Formula  B 


Person  attaining  age  62  at  beginning  of  1994: 

Maximum 

125  percent  of  average. 

Average 

75  percent  of  average 

50  percent  of  average _- 

25  percent  of  average 

Person  attaining  age  62  at  beginning  of  2010: 

Maximum.. 

125  percent  of  average 

Average - 

75  percent  of  average.  _ _.- 

50  percent  of  average 

25  percent  of  average, 


$1, 


1  See  table  5  for  such  earnings. 

Note:  Description  of  formulas:  See  table  4. 


110 
012 
916 
801 
598 
389 


2,539 
2,295 
2,096 
1,865 
1,497 
1,054 


39 
42 
47 
54 
61 
79 

37 

43 
49 
58 
70 
99 


99 
103 
110 
117 
112 
102 

96 

106 
115 
125 
129 
127 


110 
106 
112 
118 
112 
99 

112 
109 
117 
126 
128 
123 


COMPUTATION     OF     PIAS     FOR     CPI-INDEXED     EARNINGS    RECORD 

If  the  earnings  record  is  indexed  by  the  CPI,  rather  than  by  a  wage  inde.x,  it  will 
be  converted  to  a  so-called  "real  wages"  basis.  A  benciit  formula  similar  to  those 
developed  in  the  previous  section  can  be  developed  for  the  CPI-indexed  AIME. 

The  formula  that  mostly  closely  seems  to  fit  the  situation  for  a  male  retirant 
who  attains  age  65  at  the  beginning  of  1976  is  as  follows:  100%  of  the  first  $132 
of  AIME,  plus  321.-2%  of  the  next  $693  of  AIME,  plus  10%  of  the  excess  of  the 
AIME  over  $825. 
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The  AIME  for  this  case  for  maximum  creditable  earnings  in  all  years  back  to 
1951  is  $858,  while  that  for  a  person  with  averge  earnings  is  $685  and  that  for  a 
person  with  125%  of  average  earnings  is  $816  (after  allowing  for  the  fact  that  in 
most  years  this  125%  level  was  above  the  maximum  creditable). 

A  comparison  of  the  resulting  PIAs  is  shov/n  in  Table  7  for  various  earnings 
levels.  It  can  be  seen  that  not  nearly  as  good  a  fit  with  the  benefits  arising  is 
possible  as  was  the  case  for  the  wage-indexed  approach. 

The  question  is  next  raised  as  to  how  this  formula  would  be  modified  in  the 
future  as  wages  and/or  prices  change.  The  author  sees  no  good  and  logical  solution 
to  this  problem  because  the  CPI-indexing  approach  mixes  the  two  elements  of 
prices,  and  wages,  and  these  can  only  be  reconciled  for  a  given  point  in  time.  The 
diverse  possible  trends  of  these  two  economic  elements  would  seem  to  make  it 
impossible  for  a  specific  method  of  PIA  computation  to  be  adopted  that  would 
hold  up  for  a  long  period. 

For  example,  consider  the  situation  under  the  unlikelj'-  (but  not  impossible  or 
vmreasonable)  economic  assumptions  of  no  future  increases  in  the  CPI  and  also 
no  wage  increases.  Under  these  circumstances,  the  computed  CPI-indexed  AIME's 
would  increase  (unlike  the  situation  for  the  wage-indexed  AIME's,  except  for  a 
small  effect  in  this  direction  for  the  very  higliest-paid  individuals,  whose  maximum 
taxable  earnings  have  increased  so  drastically  in  1973  and  thereafter).  Then,  the 
resulting  PIAs  from  the  weighted  benefit  formula  would  also  increase,  and  this 
would  be  an  illogical  result  under  the  assumed  economic  circumstances — namely, 
why  should  the  ratio  of  benefits  to  earnings  rise  over  the  years  when  the  level  of 
most  recent  earnings  before  retirement  remained  at  the  same  level? 

Perhaps,  further  research  in  this  field  will  bring  forth  a  suitable,  practical  method. 
(It  shoxild  be  noted  that  the  panel  of  the  Senate  Finance  Committee  talked  in 
only  general  terms  about  the  benefit  computation  procedure  under  a  CPI-indexing 
approach.) 

In  any  event,  the  author  believes  that  the  proper  concept  for  OASDI  is  that  the 
benefit  level  at  initial  determination  should,  for  the  steady  worker,  bear  some 
reasonable  relationship  to  his  recent  earnings  and  also  to  his  previous  earnings 
level  relative  to  other  workers.  This  can  best — and  perhaps  only — be  accomplished 
by  a  v/age-indexing  approach.  To  use  CPI-indexmg  (or  "real  wages")  would  seem 
to  produce  results  that  could  be  inconsistent  or  socially  unjust. 

TABLE  7.— COMPARISON  OF  PIAs  U^iDER  PRESENT  LAW  AND  UNDER  POSSIBLE  BENEFIT  FORMULA  TO  BE  USED 
WITH  A  CPI-INDEXED  EARNINGS  RECORD,  MAN  ATTAINING  AGE  65  AT  BEGINNING  OF  1976  AND  RETIRING 
THEN 


Earnings  record 


Present  law 


Amount 


Percent 


Proposed  formula 


Amount 


Percent 


Present  law 

as  percent  of 

proposed 

formula 


Maximum $364.00 

125  percent  of  average 343. 90 

Average 304.70 

75  percent  of  average 253. 30 

50  percent  of  average 198. 60 

25  percent  of  average 145. 60 


(31) 

$360. 30 

(39) 

352.30 

(42) 

311.80 

(46) 

256.  20 

(54) 

200.  30 

(80) 

144.  70 

(31) 

101.0 

(40) 

97.6 

(43) 

97.7 

(47) 

98.9 

(55) 

99.2 

(80) 

100.6 

Description  of  Formula 

100%  of  first  $132  of  AIME,  plus  32^2%  of  next  $693  of  AIME,  plus  10%  of 
excess. 

Note. — Figures  in  parentheses  are  PIA  as  percentage  of  final  earnings  (see 
Table  5  for  such  earnings) . 


BENEFIT    ADJUSTMENTS    AFTEK    INITIAL   DETERMINATION 

As  to  the  adjustment  of  benefits  after  the  date  of  initial  determination  (i.e., 
age  62  for  retired  workers,  year  of  disablement  for  disabled  workers,  and  year 
of  death  for  survivor  benefits),  there  is  really  little  problem  of  the  best  procedure 
to  follow. 

Certainly,  for  those  cases  where  benefits  are  payable  immediately  and  then 
continuously  in  the  future  (until  death  or  other  cause  of  termination),  the  straight- 
forward, simple  procedure  of  CPI  adjustments  (as  in  present  law)  seems  desirable 
and  feasible.  This  would  also  be  so  for  survivor  benefits  payable  immediately — e.g. 
to  a  widowed  mother  and  children  or  to  a  widow  aged  60  or  over. 
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The  only  problem  is  when  the  benefit  is  deferred  for  some  years  in  the  future — 
■e.g.  for  a  woman  widowed  at  age  40  who  will  first  get  benefits  at  age  60  or  a 
widowed  mother  whose  benefits  cease  for  a  few  years  after  her  children  have 
attained  age  18,  and  she  is  still  well  below  age  60.  One  approach,  and  the  author 
believes  it  to  be  best,  is  merely  to  adjust  the  PIA  on  which  the  survivor  benefit 
is  based  for  changes  in  the  CPI  from  year  of  death  of  the  insured  worker  to  the 
year  when  the  widow  is  first  to  receive  widow's  benefits. 

Another  approach  is  to  adjust  the  PIA  for  changes  in  the  earnings  level  during 
the  period  from  year  of  death  of  the  worker  to  the  first  year  of  benefit  receipt. 
The  author  does  not  believe  that  this  is  a  desirable  approach  because  it  produces 
undesirable  inconsistent  results  in  the  benefit  basis  for  a  widow  who  receives 
mother's  benefits  until  just  a  short  time  before  she  is  eligible  for  widow's  benefits. 
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Mr.  Burke.  Thank  yon  very  much,  Mr.  Myers.  We  certainly  ap- 
preciate your  appearance  here  today. 

We  will  recognize  Mr.  Archer  for  some  questions. 

Mr.  Archer.  For  you  gentlemen  who  recommend  that  we  go  to 
general  revenue  financing,  will  you  also  teU  me  what  you  suggest  as  a 
means  of  rasising  that  revenue? 

1  assunie  you  don't  think  we  ought  to  add  it  onto  the  national  debt 
with  the  inflationary  impact  and  everything  that  will  be  the  result  of 
that,  that  you  would  prefer  some  method  of  financing  here.  Would 
you  like  to  start  out,  Mr.  Brittain? 

Mr.  Brittain.  I  would  say  it  would  mainly  be  an  increase  in  the 
income  tax. 

Mr.  Archer.  How  would  you  increase  it? 

Mr.  Brittain.  In  the  first  place,  the  earned  income  credit  will  be 
financed  out  of  general  revenue.  It  has  already  passed.  It  is  accepted 
that  whatever  financing  that  is  necessary  will  take  place. 

Mr.  Archer.  That  was  a  deliberate  tax  reduction  bill  for  the  pur- 
pose of  stimulating  the  economy.  I  assume  in  the  long-run  that  this 
raoney  that  is  going  to  come  out  of  general  revenue  would  not  be 
viewed  in  that  category.  Therefore,  I  would  like  to  know  what  tax 
you  would  propose  to  cover  it? 

Mr.  Brittain.  I  would  suggest  that  the  income  tax  would  be  an 
appropriate  substitute  for  a  portion  of  the  payroll  tax. 

Mr.  Archer.  How  would  you  change  the  income  tax  to  do  that? 

Mr.  Brittain.  I  would  raise  the  rates  on  an  across-the-board  basis. 
I  do  not  think  that  is  contrary  to  the  policy  of  easing  taxes  at  the 
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present  time  because  you  would  be  giving  back  offsetting  relief  to  the 
low-income  brackets.  In  other  words,  the  cut  in  spending  power  via 
the  income  tax  would  be  offset  by  an  increased  spending  power  in  the 
income  ranks  that  would  be  getting  the  benefit  of  the  earned  income 
credit  and  an}^  other  payroll  tax  offset. 

Mr.  Burke.  Will  you  yield  at  that  point? 

Mr.  Archer.  I  will  be  happy  to  yield. 

Mr.  Burke.  Are  any  of  3'ou  gentlemen  acquainted  with  the  Euro- 
pean countries'  tax,  one-third  on  employer,  one-third  on  the  employee^ 
and  one-third  out  of  the  general  revenue? 

Mr.  Feldstein.  There  is  no  difficulty  raising  the  revenue. 

Mr.  Burke.  Let  us  get  down  to  the  specifics.  I  could  give  you  the 
answer  right  off  the  top  of  my  head  by  saying  let  us  close  the  tax 
loopholes  that  all  the  fat  cats  are  enjoying.  That  can  be  the  answer. 
I  am  not  going  to  give  you  an  answer  on  that. 

There  are  a  lot  of  ways  of  doing  it.  I  don't  think  you  should  expect 
these  gentlemen  to  come  up  with  specific  tax  proposals  to  oft'set  the 
thing.  You  and  I  can  slug  it  out. 

Mr.  Archer.  Suffice  it  to  say  that  we  will  let  Mr.  Brittain's  re- 
sponse be  that  he  is  in  favor  of  raising  it  through  the  income  tax 
structure  in  some  way  or  another. 

Mr.  Brittain.  Including  tax  reform  as  the  Chairman  suggests. 

Air.  Feldstein.  I  don't  understand  those  who  want  to  lower  the 
social  security  tax  rather  than  lower  the  income  tax  burden  on  those 
same  families.  There  is  a  total  tax  burden  distributed  in  a  particular 
way  according  to  the  legislation  that  Congress  has  passed.  If  some- 
body feels  that  that  total  burden  is  wrong,  there  is  no  particular  reason 
to  change  the  structure  of  the  social  security  tax  rather  than  the 
structure  of  the  income  tax,  especially  now  that  the  principle  of 
rebatable  tax  credits  has  been  accepted. 

Mr.  Archer.  Let  me  pursue  this  a  little  further  with  Mr.  Brittain. 

You  are  for  shiftmg  the  tax  burden  off  the  worker.  Inasmuch  as 
there  are  only  two  categories  of  consumers  in  our  society,  the  worker 
and  nonworker,  what  section  of  the  nonworker  would  you  shift  it  to? 

Mr.  Brittain.  I  might  say  it  is  shifted  off'  the  low-income  worker. 
If  you  substitute  some  income  tax  for  the  payroll  tax,  some  workers 
will  pay  more  tax.  Other  workers  will  pay  less. 

Mr.  Archer.  Also  a  lot  of  nonworkers  pay  tax  on  that  basis,  too. 

Mr.  Brittain.  That  is  right. 

Mr.  Archer.  You  are  perfectly  prepared  to  shift  part  of  this  burden 
on  the  social  security  recipients  themselves  to  bear  a  part  of  the 
burden?  Is  that  what  you  are  saying?  — that  they  pay  a  higher  cost  for 
bread  and  for  meat  and  for  clothes  and  all  the  other  things,  that  is 
passed  on  to  them  through  the  corporate  income  tax  and  the  sales 
taxes  and  the  other  types  of  taxation  that  are  available? 

In  other  words,  you  are  prepared  to  see  part  of  this  burden  passed 
on  from  the  workers  to  the  very  people  who  are  benefitting  from  the 
social  security  S3^stem? 

Mr.  Brittain.  Part  of  the  burden  on  the  low-income  workers 
would  be  taken  off  them  and  placed  on  higher  income  earners. 

Mr.  Archer.  Under  oiu^  economic  system  it  means  higher  prices  on 
goods  so  that  the  people  who  are  drawing  the  social  security  benefits, 
then,  begin  to  pay  part  of  the  burden  of  the  s^'^stera  rather  than  the 
worker. 
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Mr,  BiirTTAiN.  There  is  m\  need  for  higher  prices  if  the  other  kincE 
•oi  tax  increases  absorb  the  decrease  in  the  payroll  tax. 

Mr.  Abcher.  Mr,  Brittain,  the  tax  is  a  cost  of  doing  business  as- 
any  othej'  cost  and  it  has  to  be  passed  onto  the  ultimate  consumer.. 
So,  the  ultimate  consumer  has  to  bear  the  burden.  Corporations  don'^fc- 
pay  tases.  If  they  can't  include  in  the  price  of  their  product  the  cost 
of  that  taxation  they  go  broke.  They  either  pass  it  on  in  the  price  of 
their  product  or  they  go  broke.  The  consumer  is  the  ultimate  j)ayer  of 
the  taxes. 

Basically,  I  assume  what  you  are  saying  is  that  you  want  the 
■worker  to  have  part  of  it  taken  ofi  him  and  that  burden  will  be  passed 
on  in  higher  prices  on  the  product  to  the  nonworker. 

Mr.  Brittaix.  Part  of  it  is  passed  on  by  a  lag  in  wages.  In  other 
words,  if  you  have  an  increase  in  payroll  tax,  part  of  the  shifting  of  the 
tax  is  in  the  lag  in  wages.  Part  is  in  higher  prices,  that  is  true.  But  if 
prices  go  up,  income  will  tend  to  go  up,  also. 

What  we  wmd  up  with  is  not  necessarily  a  real  decline  in  income.. 
Even,  if  prices  go  up,  that  does  not  necessaril}'^  mean  a  real  decline.. 
What  you  have  here  is  a  redistribution  of  the  burden  of  the  tax  in 
real  terms  if  you  shift  from  the  payroll  tax  on  low-income  workers; 
to  paying  for  that  part  of  social  security  via  the  income  tax.  It  is  a 
shift  of  the  burden  and  not  necessarily  a  shift  to  consumers  as  such. 
It  is  a  shift  among  income  groups.  It  is  a  redistribution  among  income" 
groups,  real  income  groups. 

Mr.  Archer.  Mr."^ Myers? 

Mr.  Myers.  One  point  where  I  would  take  some  difference  witit 
Mr.  Brittain  is  that  if  you  do  raise  income  taxes,  then  it  is  quite- 
likely  that  in  the  future  people  will  have  their  incomes  readjusted 
to  take  this  into  account.  In  other  words,  when  you  increase  income 
taxes  sharply  in  the  middle  and  higher  income  groups,  such  persons 
will  insist  on  more  tlian  proportionate  raises  in  salaries  and  other- 
income. 

So  3^ou  can't  say  that  just  because  3''ou  impose  the  tax,  the  apparent 
initial  incidence  of  it  will  be  the  final  incidence.  A  very  good  example 
of  this  is  what  happened  with  the  Railroad  RetirementSystem.  Yoil 
will  recall  that  originally  the  Railroad  Retirement  System  was  financed 
by  ecjual  employer-employee  taxes,  but  in  1973  the  Railroad  Brother- 
hoods, by  collective  bargaining,  got  the  carriers  to  bear  not  50  percent 
of  the  tax,  but  all  of  the  tax  except  for  the  part  that  was  eqiuvalent 
to  the  social  security  employee  tax.  It  would  appear  that,  up  to  that 
point,  the  employers  had  picked  up  the  tax,  and  the  employees  had 
had  their  taxes  shifted. 

What  happened  was  that,  in  the  same  collective  bargaining  agree- 
ments, the  Railroad  Brotherhoods  agreed  to  take  a  smaller  pay 
increase  than  they  would  liave  been  expected  to  have  obtained  from 
the  general  pattern  of  wage  increases  and  this  just  about  offset  the 
shift  in  railroad  retirement  taxes.  Thus,  although  the  appearance  of  sa 
reduction  in  the  incidence  of  the  railroad  retirement  tax  was  given,, 
in  actual  fact,  it  didn't  occur.  The  only  real  gain  was  to  the  workers,, 
because  of  the  fact  they  didn't  have  to  pay  income  tax  on  the  money 
that  represented  the  excess  of  the  railroad  tax  over  the  OASDI  tax. 
The  railroads  had  the  same  total  cost  burden,  and  of  comsc  the 
Federal  Treasury  got  less  income  taxes. 
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Mr.  Archer.  Mr.  Myers,  let  me  ask  you  just  one  other  question 
generally  related  to  the  comparison  of  the  standard  level  earnings 
concept  and  the  dynamic  earnings  concept.  Is  it  possible  to  have  an 
automatic  escalator,  which  you  say  you  approve,  without  the  dynamic 
earnings  concept? 

ISir.  Myers.  If  I  understand  your  question  correctly,  cost  estimates 
could  be  made  on  either  basis,  but  I  think  that  the  automatic  adjust- 
ment provisions,  as  we  see  it  now  in  hindsight — which  I  think  is  in  this 
case  the  final  wisdom— are  necessary  so  that  the  provisions  will  be  able 
to  operate  under  any  dynamic  conditions  or  almost  any  dynamic 
conditions. 

I  think  that  the  proposal  which  the  advisory  council  has  made,  and 
which  I  have  made  a  bit  more  specific  in  my  study  that  I  have  sub- 
mitted here,  will  by  and  large  take  care  of  the  situation.  But  I  think 
there  could  be  extreme,  almost  impossible,  economic  conditions  where 
even  that  would  break  down. 

For  example,  if  prices  always  increase  faster  than  wages,  I  think 
there  would  still  be  problems.  But  certainly  there  would  be  much  big- 
ger problems  for  the  country  as  a  whole  if  that  situation  were  to 
continue. 

Mr.  Archer.  Basically,  in  answer  to  my  question,  we  could  not  go 
back  to  the  standard  low  earnings  concept  and  have  the  automatic 
escalators? 

Mr.  Myers.  No,  I  don't  believe  so. 

Mr.  Archer.  Now  it  fascinated  me  because  the  Ways  and  Means 
Committee  took,  I  think,  something  like  onh^  60  minutes  or  so  to  pass 
its  new  social  security  progi'am  in  1973.  The  committee  accepted 
the  philosophy  that  inasmuch  as  we  were  now  on  a  dynamic  earnings 
concept  which  was  less  accurate  actuarily  than  the  standard  level 
earnings  concept — less  accurate  we  were  told  at  that  time  from  a.  1 
percent  variation  in  paja'oll  to  a  .5  percent  variation  in  payroll,  plus  or 
minus.  The  committee  adopted  the  philosophy — and  I  hope  you 
don't  approve  this — that  inasmuch  as  the  accuracy  would  gyrate  in  a 
wider  swing,  that  you  would  be  less  accurate  in  your  projections  under 
dynamic  earnings,  that  you  could  therefore  plan  the  program  on  a 
bigger  deficit. 

In  other  words,  when  we  were  swinging  from  .1  percent  over  to  .1 
percent  under,  in  accuracy,  tolerancy,  the  committee  took  the  position 
that  they  could  not  design  the  program  that  was  in  deficit  more  than  .1 
percent.  But  when  we  were  told  that  the  svmig  would  be  from  .5 
percent  over  to  .5  percent  under,  the  committee  said,  well  now,  it  is  all 
right  to  set  the  plan  up  on  a  deficit  of  .5  percent.  In  other  words,  the 
majority  in  Congress  adopted  the  concept  that  the  bigger  the  in- 
accuracies in  the  actuarial  projections,  the  bigger  the  deficit  in  the 
fund  they  could  plan. 

Now,  since  we  now  find  that  the  actuarial  tolerance  is  no  longer  ..5 
percent  but  is  now  5.-32  percent,  which  is  10  times  greater  than  what  it 
was  when  we  took  this  up  in  1973,  the  committee's  logic  would  be  that 
we  could  plan  a  deficit  in  the  fund  of  5.32  percent.  Now  surely  you  will 
not  say  that  the  Congress  acted  responsibly  when  it  planned  a  deficit 
in  the  program  of  .5  percent  in  1973  in  order  to  pass  on  higher  benefits 
without  facing  up  to  the  taxation  burden. 

Mr.  Myers.  I  could  agree  completely  with  you  on  that.  I  have  a 
great  admiration  for  the  Ways  and  Means  Committee.  Of  course,  there 
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can  always  be  differences  of  opinion,  but  I  think  that,  over  the  years, 
this  committee  has  certainly  been  most  responsible  in  its  financing  of 
the  social  security  program.  I  do  believe,  however,  that  m  1973,  the 
committee  went  astray  a  bit  when  it  said  that  then  .5  percent  of  pay- 
roll is  all  right  as  a  deficiency  OASDI.  I  think  the  committee  at  that 
point  should  have  continued  the  .1  percent  basis  and  should  have 
enacted  higher  tax  rates  in  the  lav/,  even  though  they  were  not  needed 
currently.  At  least  such  higher  rates  should  have  been  enacted  for 
long-range,  as  an  indication  of  what  is  likely  to  be  needed. 

In  concluding,  I  certainly  agree  with  you  completely  that  there  is  no 
reason  for  an}^  spread  be3^ond  an  exact  balance,  more  than  a  small 
amoimt,  because  this  can  easily  be  determined  according  to  the 
actuarial  estimate  that  the  committee  is  working  with  at  the  time.  Of 
course,  this  procedure  is  not  infallible.  The  experience  can  get  worse — 
or  better — and  the  Congress  can  recognize  that  when  the  time  comes. 

Mr.  Burke.  Bob,  we  have  sat  in  many  conferences  and  had  many 
meetings  over  the  years.  You  and  I  know  that  until  they  put  that 
cost-of-living  escalation  in,  we  didn't  have  these  problems.  We  sat 
down  every  couple  of  years  and  we  adjusted  the  ranges.  If  benefit 
increases  were  made,  adjustments  were  made  in  the  taxes  to  take  care 
of  the  cost  increases. 

The  way  the  cost  of  living  has  spiraled,  prices  have  spiraled,  they 
just  didn't  provide  for  the  revenue.  That  is  why  we  are  in  the  fix  we 
are  in. 

You  remember  that  when  the  automatic  provisions  were  put  in  the 
law,  they  thought  they  were  going  to  restrain  Congress.  They  thought 
Congress  had  been  too  generous.  They  were  going  to  tie  do\\Ti  the 
increases  with  that  amendment.  What  has  it  done?  It  blew  up  in  their 
faces.  Now  we  are  confronted  with  some  problems. 

Mr.  Myers.  I  agree  with  you,  Mr.  Chairman.  The  main  prol^lem 
now  is  not  the  fact  that  a  larger  deficienc}''  was  planned  for  in  1973 
than  had  been  the  case  in  the  past,  although  I  think  that  it  is  a  factor, 
I  would  hope  that  when  the  committee  gets  around  to  solving  this 
financial  problem  facing  the  social  security  sj^stem,  as  I  am  certain  it 
will  do,  then  using  the  actuarial  estimates  available  at  that  time,  it 
will  tr}^  to  balance  up  closely  the  anticipated  long-term  income  and 
long-term  outgo,  so  that  any  actuarial  balance  that  is  sho^^^l  "will  be 
very  close  to  zero.  To  put  it  another  wa^^,  I  hope  that  3^ou  will  always 
"ride  way  on  the  uTong  side  of  the  road,"  with  a  half-percent  deficiency 
or  even  1  percent  deficiency. 

Whatever  the  financial  situation  is,  you  can  develop  a  tax  rate,  even 
if  it  is  long  deferred  in  the  future,  which  \vill  eliminate  that  deficiency 
and  at  the  same  time  -will  give  a  good  indication  to  the  people  of  the 
country  what  the  cost  of  the  program  is  over  the  long-range. 

Mr.  Steiger.  Would  the  gentleman  yield? 

Mr.  Archer.  I  mil  be  glad  to  yield. 

Mr.  Steiger.  Are  you  agreeing  with  the  chairman  that  the  problem 
is  ^^nth  the  automatic  cost-of-living  adjustment? 

Mr.  Burke.  The  President  said  if  we  didn't  hold  the  increase  to 
5  percent  this  year,  it  Avould  cost  $3  billion  more.  We  are  faced  with  a 
$3  billion  deficit  this  year.  Apparently,  the  cost  of  living  increase 
caused  a  $3  billion  deficit,  I  would  assume. 

Mr.  Steiger.  You  can't  look  at  it  in  isolation. 
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Mr.  Burke.  It  is  looking  at  it  the  way  the  Congress  used  to  do. 
Before  that  automatic  increase  was  adopted,  the}'  proposed  an  in- 
crease but  at  the  same  time  they  proposed  the  revenue  to  take  care 
of  the  increase.  Here  they  took  care  of  the  increase  and  did  not  pro- 
pose any  revenue  to  take  care  of  the  increase.  The}^  dichi't  think  the 
cost  of  living  would  skyrocket  the  way  it  did. 

As  the  President  said,  we  ought  to  hold  that  deficit  down  by  $3 
l)illion  b}^  holding  the  increase  to  5  percent. 

]\Ir.  Steiger.  There  was  also  at  one  point  in  that  same  period  a 
20-percent  increase  in  benefits. 

\[t.  Burke.  That  is  right,  but  vve  provided  for  it  with  the  taxes. 

Mr.  Waggonner.  That  is  when  we  put  the  escalator  in  and  changed 
the  method  of  computing  taxes. 

Mr.  Burke.  On  a  recommittal  motion  on  the  floor  of  the  House. 

Air.  Steiger.  I  still  think  the  escalator  makes  sense. 

]^.Ir.  Burke.  It  sounded  wonderful  until  the  increase  came  up  this 
year  and  they  said  don't  let  them  have  the  8  percent  increase,  it  will 
cause  a  $3  billion  higher  deficit,  hold  it  to  5  percent.  The  reason  it  is 
costing  $3  billion  more  is  that  we  failed  to  provide  the  revenue  to  pay 
f  o)'  the  extra  3  percent. 

Mr.  Archer.  Mr.  Chairman,  I  intended  to  desist  in  questioning 
Ibut  I  do  want  to  add  one  thing  that  ties  in  with  what  you  were  talking 
:about. 

If  I  remember  correctlj^  the  Congress  in  1971  and  1972,  that  one 
Congress,  increased  the  social  security  benefits  35  percent.  Is  that  not 
correct?  In  one  Congress  there  was  a  35  percent  increase  in  benefits. 
That  Congress  drove  the  long-term  actuarial  projections  for  the  pro- 
gram from  .1  percent  in  deficit  to  down  around  .75  percent  in  deficit 
Ijecause  they  did  not  face  up  at  that  time  to  raising  the  taxes  that 
w^ere  needed  to  cover  those  politically  desirable  benefit  increases. 

I  am  surprised  again,  Bob,  that  you  said  that  was  responsible  action 
on  the  part  of  the  Congress  in  197^  and  1972  because  I  don't  consider 
that  to  be  responsible. 

]\Ir.  Myers.  Mr.  Ai'cher,  I  was  referring  to  the  enactment  of  the 
■automatic  adjustment  provisions  themselves,  not  the  20  percent 
iDenefit  increase  or  the  reduction  in  the  tax  rates  at  that  time. 

\h\  Archer.  By  taking  that  political  benefit  increase  in  an  election 
year  in  1972  the  majority  in  Congress  used  up  an  awful  lot  of  juice 
in  this  program  and  the  ability  to  have  an  acceptable  tax  to  keep  the 
program  on  a  level  keel.  Now  we  are  bouncing  up  against  an  11.7 
percent  total  payroll  tax  which  everybody  considers  to  be  ver}^,  very 
Jiigh  and  I  consider  to  be  high. 

Mr.  Waggonner.  Will  you  jdeld? 

]\Ir.  Archer.  I  will  be  happy  to. 

Mr.  Waggonner.  I  think  "what  he  is  saying  is  that  the  cost  of 
living  increase  on  an  automatic  basis  is  a  far  wiser  move  than  our 
legislating  a  35-percent  increase  in  a  single  ye&v;  that  if  we  quit 
tan)pering  with  the  program  and  onl}-  take  the  cost  of  living  increase 
that  the  total  cost  to  the  program  would  over  the  long  haul  be  less. 
I  think  that  is  what  he  is  saying. 

Mr.  Myers.  That  is  correct. 

Mr.  Burke.  But  you  see,  you  are  dealing  with  human  beings. 
Those  increases  that  "were  granted  in  1971  and  1972  were  increases 
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on  a  ver37^  small  base.  Do  you  know  what  we  are  doing  in  this  country? 
We  are  penalizing  the  working  people  and  we  chase  them  right  into 
the  graveyard.  Now  with  all  this  discussion  here  the  European  coun- 
tries have  a  one-third  tax  on  the  employer,  one-third  on  the  employee, 
and  one-third  out  of  general  revenue. 

Mr.  Waggonner.  And  most  of  them  are  broke. 

Mr.  Burke.  I  don't  think  West  Germany  is  broke  and  I  don't 
think  France  is  broke  and  I  don't  think  the  Scandinavian  countries 
are  broke.  They  seem  to  be  getting  along  pretty  well. 

But  what  people  fail  to  realize  is  that  the  Social  Security  System 
has  been  freighted  down  with  a  lot  of  costs  that  were  formerly  paid 
for  by  the  local  town  government,  city  government,  State  government, 
and  the  Federal  Government.  In  fact,  one  of  the  city  hospitals  in  this 
country  last  year  was  reimbursed  $17  million  for  Medicare.  Now,  if 
Medicare  had  not  been  in  existence,  since  those  people  were  mostly 
poor  people,  that  $17  million  would  have  had  to  have  been  paid  by 
the  property  owners  of  that  particular  municipality". 

So  all  these  tilings  that  social  security  has  had  freighted  down  upon 
it  have  relieved  other  taxpayers  from  burdens  that  they  would  nor- 
mally pay  in  to  the  local  government.  State  government,  or  Federal 
Government.  It  is  nice  for  them  to  sit  back  and  enjoy  this  wonderful 
position,  but  there  is  some  justification  for  general  revenue  financing, 
when  you  think  that  the  social  security  trust  fund  pays  for  all  the 
buildings  of  the  Social  Security  Administration.  The  Federal  Govern- 
ment is  relieved  of  all  that  cash  responsibility.  They  pay  for  all  the 
equipment  and  ever}  thing  else  right  out  of  the  social  security  trust 
fund. 

Certainly  the  Federal  Government  must  have  some  amount  of 
responsibilit}'.  When  you  consider  they  borrowed  money  from  the 
social  security  trust  fund  over  the  years  at  rates  of  interest  of  2% 
percent,  I  don't  know  how  much  we  borrowed  but  I  understand  it  is 
up  around  $350  billion.  This  is  like  a  big,  fat  cash  register  for  the 
Government  to  go  in  any  day  they  want  and  borrow  money  from. 

Actualh^,  the  social  security  trust  fund  subsidized  the  Federal 
Government  and  the  workers  of  America  and  the  elderly  are  still 
paying  for  that.  So,  the  Federal  Government  has  some  moral  obli- 
gation to  replace  some  of  these  funds.  In  fact,  if  the  Federal  Govern- 
ment had  any  moral  responsibility  at  all  or  felt  it,  they  would  send 
a  check  over  for  $3  billion  out  of  general  revenue  right  now  to  replace 
the  money  they  have  siphoned  out  over  the  years  on  those  low  interest 
rate,  2%  percent  loans. 

They  put  a  man  in  jail  in  this  Nation  for  loaning  money  to  his 
friends  for  1  percent.  We  have  a  great  system  in  this  country. 

The  Secretary  of  the  Treasury  is  manager  of  the  trust  fund.  He 
goes  in  with  one  hat  and  borrows  a  billion  dollars.  He  says  to  himself, 
"Can  I  have  a  billion  dollars?"  He  answers,  "wSure,  you  can  have  a 
billion  dollars.  How  much  is  the  interest?"  This  is  what  they  did  for 
years.  I  am  not  blaming  the  Secretary  of  the  Treasury.  This  has 
happened  with  all  of  them. 

Mr.  Archer.  This  Secretary  of  the  Treasury  would  wish  he  could 
have  borrowed  some  money  at  2/2  percent  interest. 

Mr.  Burke.  I  know  he  wovild,  and  they  are  going  to  pay  the  current 
rate.  No  private  pension  system  could  stand  up  over  a  period  of  years 
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getting  2K  percent  interest  with  the  escalation  in  cost  of  H\ang  and 
escalation  in  interest  rates  outside.  I  don't  know  what  the  prime  rate 
is  todaj — 7  or  8  percent. 

We  have  had  two  devaluations  of  the  dollar  in  the  last  few  years. 
That  alone  would  wipe  out  the  2%  percent.  The  Government  ought 
to  go  down  and  pay  off  the  issue  and  pay  them  the  going  rate  but  they 
are  sitting  back  and  enjoying  the  wonderful  rates  they  have  been 
getting  over  the  years  and  the  workers  of  America  and  the  elderly 
are  pajdng  for  it. 

There  is  a  lot  of  justification  for  the  Federal  Government  to  come 
in  and  pay  a  share  of  the  social  security  fund.  The  Federal  Govern- 
ment can't  set  up  these  trust  funds  as  they  have  been  doing  in  the 
past  and  just  use  them  as  a  big  cash  register  to  dip  their  big,  fat  hands 
in  any  time  they  want.  It  is  very  convenient  for  them.  That  is  wliat 
the}^  have  done  over  the  years.  Now  the  day  is  here  to  pay  the  bill. 
We  have  had  a  Social  Security  Subcommittee  set  up  for  the  purpose 
of  looking  into  these  matters. 

I  took  my  first  trip  down  to  social  security  headquarters  several 
weeks  ago.  I  think  it  is  the  first  time  in  18  or  20  years  that  a  member 
from  this  committee  has  gone  down  there  to  even  look  at  the  plant. 
This  committee  is  going  to  look  into  the  financing  of  social  security. 
We  are  going  to  tighten  the  reins. 

Congressman  Joe  Waggonner  is  chairman  of  the  Task  Force  on 
Financmg  of  Social  Security,  and  let  me  tell  you  something  about 
Joe.  Joe  lifts  quarters  like  the}^  v/ere  manhole  covers.  He  is  going  to 
tighten  the  reins  down  there  and  make  sure  the  monej^  is  spent 
properly  and  the  fund  is  properly  protected. 

Mr.  Archer.  Mr.  Chairman,  I  jdeld  back  the  balance  of  my  time. 

Mr.  Burke.  Mr.  Jones. 

Mr.  Jones.  Thank  you,  Mr.  Chairman. 

Mr.  Myers.  I  didn't  recall  whether  in  your  testimony  you  proposed 
to  take  the  medicare  out  of  the  present  trust  fund  and  have  it  totally 
funded  by  general  revenues.  What  is  your  position  on  that? 

Mr.  Myers.  I  didn't  mention  that.  My  position  is  very  strong  on 
that  point.  I  am  opposed  to  any  Government  subsidy  or  Government 
contribution  to  the  medicare  system,  particularl}^  the  hospital  in- 
surance system,  which  is  supported  by  payroll  taxes. 

It  is  true  that  part  "B,"  or  Supplementary  Medical  Insurance,  is 
financed  somewhat  more  than  50  percent  out  of  general  reventies,  but  I 
think  it  is  a  different  kind  of  program,  namely  a  voluntary  insurance 
program.  The  only  way  it  can  operate  successfully  is  to  have  money 
coming  in  from  some  other  source. 

That  is  why  this  committee,  in  this  very  room,  did  adopt  part 
"B,"  incorporating  it  into  the  medicare  program.  It  was  done  on 
that  basis,  because  that  was  the  only  feasible  way.  I  think  that  if 
payroll  taxes  support  a  social  benefit  plan,  then  there  should  not  be 
Government  subsidies  involved. 

Mr.  Jones.  What  about  incorporating  medicare  into  a  total  health 
insurance  program  and  take  it  out  of  the  trust  fund? 

Mr.  Myers.  I  think  that  this  would  depend  on  what  type  of  Na- 
tional Health  Insurance  Program  the  Congress  enacts. 

Mr.  Jones.  If  you  took  medicare  out,  would  that  offset  the  need  for 
a  1  percent  increase  in  the  immediate  future? 
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jMr.  Myers.  No,  because,  at  the  present  time,  the  hospital  insurance 
portion  of  medicare  is  very  closel}^  in  balance.  In  other  words,  it  is 
just  about  adequately  financed  and  it  has  no  great  surpluses  in  it 
from  a  long-range  standpoint. 

jMr.  Jones.  The  1  percent  increase  that  you  recommend  in  taxes, 
one-half  by  the  employer,  do  you  have  any  idea  of  what  effect  that 
would  have  on  small  business? 

The  chairman  has  mentioned  many  times  the  small  businessman  m 
New  England  going  broke  with  all  these  taxes.  I  get,  from  my  district, 
a  request  for  relief.  Would  this  additional  burden  have  any  effect  on 
sm^ll  businesses? 

Mr.  Myers.  Quite  obviously  it  would  have  some  effect.  I  just  hope 
that  it  would  have  a  minimal  effect.  However,  any  other  way  of  financ- 
ing, either  by  raising  the  earnings  base  or  by  Government  subsidy, 
would,  in  the  end,  come  back  on  the  small  businessman  in  more  or  less 
the  same  manner.  This  would  mean  that  he  possibly  would  have  to 
raise  his  prices  somewhat. 

Mr.  Jones.  None  of  you  touched  on  the  question  of  the  earnings 
limitation.  Do  any  of  you  support  repeal  of  the  earnings  lunitation 
or  raising  of  the  earnings  lunitation  under  the  present  system? 

Mr.  Feldstein.  I  would  strongly  argue  against  if  for  just  the  kind 
of  savings  I  mentioned  in  my  statement  before.  To  take  the  group 
between  $14,000  current  limit  and  $24,000  current  lunit 

Mr.  Jones.  I  am  talking  about  the  earnings  limitation  where  they 
can  earn  up  to  $2,500  and  anything  over  this  you  are  being  penalized 
with  your  social  security  benefit. 

Mr.  Feldstein.  I  would  propose  eliminating  it. 

Mr.  Myers.  I  guess  I  am  a  status  quoer,  but  I  think  that  the 
present  earning  test  is  a  very  good  one,  a  very  equitable  one.  It  has 
problems,  but  I  think  it  does  about  the  best  that  can  be  done. 

I  would  not  agree  with  the  Advisory  Council  in  the  change  they 
recommend,  in  which  they  propose  liberalizing  the  test  in  some  ways, 
but  cutting  it  back  in  other  ways. 

Mr.  Brittain.  I  would  say  that  at  the  present  time,  when  there  is 
great  concern  about  benefits  getting  higher  and  higher  and  taxes  not 
high  enough,  it  is  anomalous  that  the  retirement  test  is  rather  stringent. 

I  am  not  saying  liberalizing  the  retirement  test  would  solve  that 
problem  by  getting  enough  people  to  work  longer.  Liberalizmg  the 
retirement  test  would  get  people  to  work  somewhat  longer,  but  it 
probably  would  not  make  up  for  the  revenue  lost.  However,  insofar  as 
there  is  an  attempt  to  attack  the  financing  problem  by  keeping  people 
at  work  longer — so  that  they  will  pay  taxes  longer  and  start  benefits 
later — liberalizing  the  retirement  test  would  be  in  keeping  with  that 
objective. 

Mr.  Jones.  Mr.  Feldstein,  from  your  testimony,  it  appears  that 
your  conclusions  to  the  effect  that  the  social  security  system  on 
capital  accumulations  are  based  on  the  assumptions  that  in  the  ab- 
sence of  the  social  security  program  everyone  would  save  more  and  at 
least  save  equivalent  to  their  social  security  benefit,  and  I  am  not  sure 
that  that  is  a  realistic  assumption. 

It  seems  to  me  that  many  individuals  would  not  save,  indeed,  would 
be  increasing  the  welfare  programs.  What  do  you  say  about  that? 

Mr.  Feldstein.  The  first  set  of  numbers  that  I  offered  to  you,  when 
I  talked,  were  based,  as  you  indicate,  on  the  assumption  that  it  is  just 
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a  complete  substitution  for  private  savings.  Then,  as  I  went  on  to  say, 
there  are,  of  course,  individuals  who  wouldn't  have  saved  anyway. 
Therefore,  it  is  not  a  full  substitution. 

It  presented  some  empirical  estimate,  based  on  statistical  studies 
rather  than  on  the  conjecture  of  substitution.  You  fuid,  then,  that 
there  is  not  full  substitution,  but  it  is  really  quite  close,  about  75 
percent. 

Therefore,  the  numbers  that  I  talked  about  toward  the  end  of  my 
statement  were  based  on  actual  statistical  estimates  of  the  impact  of 
social  security  on  savings'  behavior.  I  am  not  suggesting,  of  course, 
that  one  do  away  with  social  securitA^,  but  rather  that  we  have  an 
offset,  a  change  in  the  program,  to  accumulate  a  surplus  in  the  public 
sector  to  offset  this  reduction  in  private  savings. 

Mr.  Jones.  I  want  to  get  back  to  your  capital  fund,  but  I  wanted 
to  ask  Mr.  Myers — he  mentioned  about  the  offset  for  other  Govern- 
ment programs — would  you  include  veterans'  pensions  in  that,  the 
same  kind  of  offset  you  mentioned? 

Mr.  Myers.  Yes;  I  would.  That  is  what  is  done  in  connection  with 
the  Prouty  amendment. 

Most  people  getting  veterans'  pensions  are  going  to  have  OASDI 
benefits,  too.  The  offset  would  apply  only  to  dependents'  benefits, 
not  to  primary  benefits. 

For  example,  a  man  who  was  working  under  civil  service  retirement 
all  his  life — maybe  he  had  a  veteran's  pension,  too — could  not  also 
receive  a  husband's  benefit  from  his  wife's  social  security  earnings. 

Mr.  Jones.  That  would  not  have  anj^thing  to  do  with  the  problems 
raised  yesterday  of  an  additional  problem  to  the  fund,  where  a  Federal 
worker  works  all  his  life  or  her  life  and  gets  the  civil  service  retirement, 
and  then  works  a  few  years  in  the  private  sector  and  gets  the  social 
security?  One  of  the  gentlemen  raised  that  as  a  potential  problem  we 
have  to  deal  with.  What  would  you  do  in  that  situation? 

Mr.  Myers.  I  agree  that  that  is  a  problem.  I  am  very  much  in  a 
''glass  house"  in  this  respect,  because  I  am  in  that  situation,  myself. 
I  am  receiving  a  civil  service  retirement  pension.  I  will  also  receive 
social  security  benefits  of  a  fairlv  good  size,  based  on  some  employ- 
ment I  had  while  a  Government  employee  and  on  my  present 
employment. 

Certainly,  what  should  be  done  to  remedy  that  general  situation 
would  be  to  include  all  civil  service  employees  under  social  security. 
After  all,  if  the  Government  has  told  private  employers  that,  even  if 
they  had  a  pension  plan,  they  had  to  be  under  social  securitj^,  the 
Government  ought  to  do  the  same  thing  for  its  own  emplo3^ees. 

The  second  solution,  if  the  fu'st  is  not  possible,  Avould  be  to  eliminate 
the  minimum  payment  provision  under  OASDI.  As  you  know,  there 
is  now  a  relatively  high  minimum,  which  in  June  will  be  $101.40. 
But  that  minimum  should  be  eliminated,  or  at  least  frozen,  so  that 
somebody  who  just  barely  qualifies  for  the  minimum  now,  with  very 
negligible  wages,  would  no  longer  get  such  a  high  minimum. 

Mr.  Jones.  You  would  have  to  eliminate  that  minimum  in  relation 
to  the  total  pension  benefits  to  that  pension,  not  totall}^  eliminate  the 
minimum 

Mr.  Myers.  Or  you  freeze  the  minimum  at  $101  so  that  in  the 
future,  as  wages  and  benefits  rise  it  would,  in  effect,  be  eliminated.  I 
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think  that  the  real  answer  would  be  to  cover  Federal  employees  under 
social  security,  as  administrations  going  back  for  many  3^ears  have 
wanted  to  do.  But  there  has  been  no  real  pressure  for  such  action,  and 
there  has  been  all  the  pressure  of  the  Federal  employee  groups  against 
it. 

Mr.  Jones.  One  last  question. 

Mr.  Archer.  Jim,  before  you  get  off  that,  what  other  groups  are 
there  of  any  size  other  than  the  Federal  employees  that  fit  in  this 
category? 

Mr.  AIyers.  The  only  other  group  of  any  real  magnitude  is  State 
and  local  government  employees  who  are  not  under  social  securitv.  As 
you  know,  such  persons  are  covered  on  an  elective  basis,  if  the  State  or 
local  government  wants  them  to  be  covered,  and  in  some  cases,  if  the 
employees  so  vote.  About  two-thirds  of  the  State  and  local  employees, 
in  the  country  are  under  social  security. 

The  other  one-third  are  not.  How  that  problem  can  be  solved  con- 
sidering the  constitutional  difficulties,  is  rather  difficult.  About  the- 
onh'  way  it  could  be  solved  is  to  cover  them  compulsorily  on  the  part 
of  the  employee,  because  you  can  tax  the  employee,  as  is  done  for  in- 
come taxes,  even  though  the  State  and  local  government  itself  can- 
not be  taxed  unless  it  agrees  to  do  so. 

Mr.  Steiger.  Can  I  ask  Mr.  Calvert  if  this  is  the  thing  to  which  he 
referred  in  his  testimony — a  universal  coverage  to  put  a  stop  to  the 
abuses  of  the  system? 

Mr.  Calvert.  That  is  what  I  was  talking  about. 

Apart  from  State  and  Government  employees,  there  are  some  non- 
profit institutional  employees,  too,  who  are  in  the  same  position,  but 
that  is  the  point  I  was  making. 

Mr.  Myers.  In  the  nonprofit  area,  the  extent  of  noncoverage  is 
relatively  small  as  compared  to  these  other  two  categories.  I  think 
that  probabh^  95  percent  of  the  nonprofit  emploj'ees  are  covered. 

Mr.  Calvert.  That  is  true. 

Mr.  Archer.  Are  teachers  a  category  that  fall  in  part  of  this? 

Mr.  Myers.  In  general  they  are.  In  every  State,  teachers  have  a 
retu'ement  system.  In  some  States,  teachers  are  under  social  security  as 
well  as  having  their  OY\n  plan.  Other  States  have  only  their  own  plan 
which,  of  course,  has  much  larger  benefits  and  not  social  security. 

Most  of  these  schoolteachers,  being  married  women,  will  generally 
have  an  advantage  in  not  being  under  social  security  and  instead 
receiving  their  full  schoolteacher  pension  and  then  also  a  full  wife's, 
benefit  from  their  husband's  earnings  record. 

Mr.  Calvert.  Some  State  and  local  government  groups  are  consider- 
ing withdrawing,  and  that  question  is  in  the  air  in  quite  a  few  places ; 
should  they  stay  under  social  security,  or  should  they^  get  out  of  it. 

Mr.  Jones.  Professor  Feldstein,  on  your  capital  fund,  explain  more 
about  that.  What  would  you  do  with  it? 

Mr.  Feldstein.  Perhaps  the  best  place  to  begin  is  by  looking  at 
what  will  happen  to  the  tax  rate  if  we  don't  have  a  fund.  We  keep 
hearing  this  figure  of  a  3-percent,  2.9-percent  actuarial  long-term 
deficit.  That  is  an  average  over  the  life  of  a  75-3'ear  projection.  What 
it  means  is,  a  deficit  that  is  small  in  the  beginning  and  grows  through 
time,  so  at  the  end  of  the  forecast  period,  the  rate  is  expected  to  go  up 
from  an  11.7-percent  rate  today  to  a  rate  of  18  or  22  percent,  de- 
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pending  on  the  calculations.  That  means  that  we  are  really  asking 
the  next  generation  to  pay  a  much  higher  tax  to  support  us  when  we 
retire  than  we  are  prepared  to  pay  ourselves.  The  alternative  is  that 
we  raise  the  tax  rate  right  now  to  some  number  less  than  what  is 
projected  as  the  long-term  goal.  That  will  return  a  surplus.  We  will 
use  that  surplus  to  build  up  a,  large  fund. 

The  Social  Security  Administration  would  use  their  surplus  fund  to 
buy  back  Government  debt  already  existing  and  held  out  in  the 
market.  They  would  get  the  full  market  rate  of  interest  and  not  some 
special  rate  of  interest  that  the  Secretary  of  the  Treasury  would 
arrange. 

MrT  Waggomner.  Some  Members  of  Congress  want  to  increase 
benefits  85  percent,  again. 

Mr.  Feldstein.  Hopefully,  your  new  formula  procedure  will  act 
as  a  check  against  that.  The  point  is,  to  use  it  as  a  way  of  buying 
Government  debt  that  is  currently  held  out  in  the  market  and  thus 
providing  funds  for  private  investors  to  invest  in  the  private  sector. 

The  Government  would  still  have  to  collect  taxes  to  pay  the  interest. 
But  the  interest  payments  would  go  to  the  social  security  fund  rather 
than  to  the  private  investors.  Therefore,  the  social  security  tax  in  the 
future  can  be  lower.  We  would  have  a  larger  capital  stock  because  pri- 
vate investors  would  invest  in  real  productive  investments  rather  than 
holding  Government  debt.  It  also  means  that  some  of  the  taxes 
collected  by  the  Government  can  be  used  to  replace  what  would 
otherwise  be  a  higher  social  security  tax. 

Mr.  Burke.  I  would  like  to  ask  Dr.  Taeuber — I  gather  from  your 
statement  that  making  these  assumptions  over  a  long  period  is  rather 
perilous. 

I  notice,  for  example,  it  is  projected  that  in  the  year  2050,  a  bene- 
ficiary would  receive  up  to  $312,000  a  year  in  benefits.  ^ 

Mr.  Taeuber.  I  was  speaking  only  of  the  demographic  projections. 
I  will  be  glad  to  defer  to  Mr.  Myers  on  the  benefits. 

Mr.  Myers.  Mr.  Chairman,  it  seems  like  a  fantastic  figure  to  us 
at  this  time,  but  I  have  no  doubt  that  these  figures  are  correctly 
computed.  This  is  just  what  happens  when  you  compound  contin- 
uously, at  high  rates  of  increase  in  the  CPI  and  wages. 

Mr.  Feldstein.  $300,000  is  measured  in  the  kind  of  dollar  that  the 
people  will  then  have.  There  is  a  real  point  here  that  is  worth  making. 
Even  if  one  abstracts  from  inflation,  if  we  look  at  it  in  current  1975 
dollars,  just  the  growth  of  real  wages  is  going  to  cause  benefits  to 
quadruple  over  the  next  75  years,  so" that  instead  of  receiving  benefits 
today  of  $5,000,  a  typical  family  would  receive  benefits  of  $20,000  75 
years  from  now. 

One  thing  that  the  committee  ought  to  think  seriousl}'  about  is 
whether  the  original  purpose  of  the  social  security  program  really 
requires  continuing  to  increase  benefits  to  replace  wages  when  average 
wages  are  $30,000  and  $40,000  per  family.  If  you  reduce  the  replace- 
ment rate  as  income  grows  over  the  next  century,  then,  of  course,  you 
contribute  to  capital  accimiulation. 

Mr.  Burke.  If  the  wages  are  going  to  increase  at  that  rate,  I 
can't  see  your  argument  against  increasing  that  ceiling  of  $14,100. 

Mr.  Feldstein.  I  expect  the  ceihng  will  go  up. 

It  is  indexed  to  go  up  Avith  real  wages.  The  question  is,  whether 
you  should  raise  it  now  to  $24,000.  Real  wages  will  go  up  at  2  percent  a 
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year.  There  is  a  proposal  to  raise  it  substantial!}^  more  now.  That  is 
what  I  rejected. 

Mr.  Burke.  Mr.  Steiger. 

Mr.  Jones.  Mr.  Chairman,  may  I  ask  Mr.  Steiger  to  yield  to  ask  a 
difficult  question? 

Mr.  Steiger.  Mr.  Brittain,  youT  analysis  of  social  securit}'  taxes 
has  been  criticized  on  the  grounds  tliat  you  divorce  benefits  from 
taxes. 

For  example,  the  person  you  assigned  to  earn  $141,000  also  has 
only  one-tenth  of  his  earnings  counted  in  computing  his  benelits  or 
her  benefits.  Also,  you  ignore  tlie  fact  that  the  social  security  program 
weighs  benefits  in  favor  of  the  low  wage  earner.  What  do  you  say  to 
that? 

Mr.  Brittain.  No;  I  don't  ignore  that  fact,  but  in  the  10  minutes 
I  had,  I  did  not  talk  extensivel}-^  about  the  distribution  of  benefits. 
There  is  no  doubt,  as  I  did  say  then,  that  on  a  lifetime  basis  the 
expected  benefits  of  low-income  people  are  higher  per  dollar  of  con- 
tribution than  the  benefits  of  high-income  people.  That  is  a  fact. 

In  other  words,  the  overall  social  security  package  on  a  lifetime 
basis  is  a  progressive  one  in  the  sense  that  low-income  people  get 
more  out  of  it  per  dollar  than  higher  income  people. 

Mr.  Waggonner.  But  jon  still  want  them  to  get  more? 

Mr.  Brittain.  No.  Not  that.  They  should  pay  less  tax.  You  can 
finance  any  kind  of  benefits  by  any  kind  of  tax  structure  you  wish. 
We  are  not  financing  on  exactly  a  dollar  per  dollar  basis  even  now. 

We  have  a  progressive  structure.  The  tax  cKii.  be  less  regressive, 
particularly  with  respect  to  its  burden  on  low  income  families.  I 
think  there  is  no  contradiction  between  making  the  tax  structure  less 
regressive  and  leaving  the  benefits  structure  alone.  This  is  perfectly 
acceptable. 

Before  3^ou  go  ahead,  the  point  that  Mr.  Feldstein  made  about 
switching  to  the  income  tax — reducing  the  payroll  tax  rather  than 
reducing  the  income  tax  on  certain  people — is  related  to  the  point 
I  am  stressing.  It  is  the  burden  on  low-income  people  w4io  don't  pay 
any  income  tax  which  I  am  stressing. 

I  think  it  is  perfectly  acceptable  to  relieve  them  via  the  earned 
income  credit  mechanism.  That  can  be  done  even  though  the  overall 
package  is  a  progressive  one.  The  people  who  are  in  poverty  right  now 
are  excused  from  the  income  tax  on  the  grounds  of  inabilit}'  to  pay. 
I  think  they  should  be  largely  excused  from  the  paj'roll  tax. 

Mr.  Feldstein.  I  think  Mr.  Brittain  missed  the  point  I  made  about 
rebatable  credit.  We  have  now  accepted  the  principle  that  income 
tax  can  include  payment  back  to  people  in  excess  of  what  they  pay. 
We  can  offset  anything  we  don't  like  about  the  distributional  impact 
of  the  social  security  tax  without  changing  the  fundamental  principle 
that  people  view  that  as  a  compulsory  contribution  for  their 
retirement. 

Mr.  Jones.  Presently,  isn't  the  regressive  nature  of  the  tax  oft'set 
by  the  progressive  nature  of  the  benefits? 

Mr.  Brittain.  On  a  lifetime  basis.  But  consider  a  25-year-old 
worker  earning  $4,500,  with  a  famil}^  of  four.  He  doesn't  have  to  pay 
any  income  tax.  He  is  recogTiized  as  unable  to  pay  income  tax.  That 
man  should  not  have  to  pay  an  11.7  percent  payroll  tax. 
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j\Ir.  Feldstein.  You  said  you  are  willing  to  let  the  social  security 
tax  stand  as  it  is  and  use  the  personal  income  tax  with  rebatable 
credits  to  achieve  whatever  income  redistribution  that  Congress 
wants. 

Mr.  Brittain.  That  is  right. 

Mr.  Burke.  Take  this  fellow  who  makes  $4,500  a  3^ear.  He  is  age 
25.  If  he  Avorks  his  whole  life,  what  benefit  would  he  receive?  vSay,  he 
works  every  week  of  his  life,  he  gets  2  weeks  off  for  vacation,  he  puts 
in  40  vears  of  payments  into  social  security.  Would  his  benefits  equal 
the  benefits  that  the  person  would  receive  who  was  on  welfare  for  40 
vears  and  reached  age  65?  Who  would  get  the  most  money? 

Mr.  Waggonner.  Mr.  Chairman,  that  is  a  bad  example:  assuming 
imybody  is  going  to  work  all  his  life,  40  years,  for  $4,500  a  year  or  that 
anvone  would  be  on  welfare  for  40  years. 

i\Ir.  Burke.  That  is  what  I  am  trying  to  point  out.  It  is  one  of  the 
problems  we  have  with  the  social  security  tax.  You  can  be  on  welfare 
for  40  years  and  at  the  end  of  40  years,  you  will  receive  more  per  month 
than  a  person  who  was  on  a  low-paying  job  for  40  years  would  get  in 
social  security  benefits. 

Mr.  Brittain.  You  are  talking  about  special  cases  of  welfare  paj^- 
ments  of  more  than  $4,500? 

Mr.  Burke.  I  am  talking  about  the  payments  they  get  on  v/elfare. 
You  can  get  more  money  on  old  age  assistance  than  you  do  on  social 

security.  .  tip 

Bob,  how  many  people  who  get  social  security  have  applied  for  the 
old  age  assistance  to  supplement  their  income? 

Mr.  Myers.  About  9  to  10  percent  of  the  social  security  beneficia- 
ries who  are  age  65  and  over  are  also  receiving  public  assistance  under 
the  new  Supplemental  Security  Income  program  or  formerly  under  the 
Old-Ao-e  Assistance  program. 

Mr.^BuRKE.  If  that  person  wasn't  on  social  security  and  draws  old 
age  assistance,  he  receives  the  same  amount  of  money  that  the  party 
would  receive  who  receives  a  social  security  check,  plus  the  supple- 
mental payment;  is  that  right? 

Mr.  ;Myers.  The  social  security  beneficiary  would  get  $20  more. 

Mr.  Burke.  We  have  people  in  my  State  who  get  a  social  security 
check  every  month.  They  go  to  the  Welfare  Department.  They  apply 
for  old  age  assistance,  and  they  get  a  supplementary  check. 

Mr.  Myers.  In  vour  State,  there  are  quite  generous  provisions  m 
old-age  assistance,  which  go  beyond  the  general  average  or  beyond  the 
Federal  level  under  vSSI. 

Mr.  Burke.  In  other  words,  what  I  am  getting  at  is,  a  person  can  be 
on  welfare  for  40  vears  and  arrive  at  the  age  of  65.  He  can  receive  rnore 
from  welfare  than  if  he  worked  40  years  or  45  years  at  a  low-paying  job. 

Mr.  Steiger.  I  don't  think  the  welfare  person  for  40  years  would 
qualifv  for  social  securitv. 

Mr."^  Burke.  No.  I  say,  his  old  age  assistance  check  is  higher  than 
his  social  securitv  check  would  be  if  he  had  worked  for  40  years. 

In  other  words,  they  are  saying  to  the  fellow,  "Don't  take  that 
menial  job.  You  go  on  welfare,  and  you  are  better  off." 

Mr.  Waggonner.  It  would  be  a  good  thing  to  cut  out  welfare  or  at 
least  to  do  away  with  the  abuses  of  the  program.  That  would  help 
solve  the  problem. 
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Mr.  Burke.  That  is  not  the  answer.  What  I  am  trying  to  get  at  is^ 
they  are  penaHzing  the  low-income  person  and  the  persons  on  those 
menial  jobs.  You  take  a  look  at  your  metropolitan  papers  every 
Sunday.  You  will  see  seven  or  eight  pages  of  want  ads,  jobs  for  eleva- 
tor operators,  dishwashers,  laundry  workers,  jobs  of  that  nature.  No 
one  will  take  them. 

Mr.  Steiger.  Bus  them  to  South  Boston. 

Mr.  Burke.  That  is  what  you  want  to  look  at  in  general  revenue. 
You  people  think  you  are  saving  money  at  one  end,  but  you  are  paying 
it  out  at  the  other  end. 

Mr.  Steiger.  Can  I  ask  Bob  Myers  and  also  Mr.  Young  if  both  of 
you  would  be  willing  to  respond  to  the  question  that  either  Bill 
Xrcher  or  Jim  Jones  got  into,  and  that  is,  the  question  of  long-range 
projections.  Who  said  we  ought  not  be  in  the  business  of  making 
long-term  projections?  Is  that  a  good  or  bad  idea? 

Mr.  Myers.  I  think  that  it  would  be  a  very  bad  idea  not  to  make 
long-range  projections.  It  is  true  that  the  long-range  estimates  that 
are  made  will  not  be,  bj^  am^  means,  precise  and  will  not  show  exactly 
what  will  actualh^  happen.  At  least,  however,  they  will  give  a  good 
indication  of  what  the  future  cost  burd3ns  will  be. 

Accordingly,  I  think  that,  as  difficult  as  it  is,  in  good  conscience  and 
in  prudence,  we  must  continue  to  make  these  long-rano-e  cost  estimates. 
I  am  really  surprised  that  the  Commissioner  of  Social  Security  said 
that,  because  I  would  not  have  expected  it  of  him,  since  I  think  that, 
generally  speaking,  he  has  been  quite  prudent  financially. 

Mr.  Young.  I  certainly  don't  agree  that  we  should  not  make  long- 
range  projections,  because  that  is  one  of  our  problems,  that  we 
don't  look  ahead. 

The  point  that  I  tried  to  make  is  that,  in  making  long-range  pro- 
jections, some  of  the  trends  we  see  emerging  are  so  major  that  we 
ought  to  look  at  their  impact  beyond  the  social  security  system.  They 
are  going  to  affect  a  lot  of  other  things  if  those  trends  actually  happen. 
For  example,  you  know  there  was  a  study  a  few  j^ears  ago  called 
"The  Population  in  the  American  Future,"  but  that  never  went  be- 
3'ond  the  year  2000.  The  reall}^  significant  trends  start  to  emerge  by 
2010  and  2025.  So,  while  we  don't  know  if  the}'-  are  right  and,  in  fact, 
we  are  almost  certain  we  are  going  to  be  wrong,  we  don't  know  by 
how  much  we  ought  to  make  trends  and  start  to  do  something  about 
what  the}'  indicate. 

Mr.  Calvert.  I  would  strongly  support  both  Mr.  Myers  and  Mr. 
Young  on  this  point.  I  don't  see,  in  a  social  security  system,  how  you 
can  plan  it  rationally  unless  you  make  long-term  projections.  There  is 
an  implied  social  contract  between  generations,  as  it  has  been  called. 
If  you  can't  see  what  lies  ahead  for  the  next  generation,  you  can't 
set  the  system  up  so  that  it  would  work  proper!}'. 

Mr.  Steiger.  Given  the  expertise  and  the  perspective  that  each  of 
you  have,  there  was  a  recommendation  in  the  last  advisory  council 
report  which  asked  for  the  establishment  of  what  Chancellor  Wallis 
called  a  nongovernmental  ongoing  study  group  to  consider  a  number 
of  specific  problems  that  the  advisory  committee  report  refers  to  on 
social  security.  I  wonder  if  each  of  you  would  be  wiUing  to  comment 
on  whether  you  think  that  concept  is  a  good  idea,  or  would  you,  for 
example,  as  an  alternative,  recommend  that  we  create  a  continuously 
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operating  advisory  council  staffed  separately  from  the  Social  Security 
Administration? 

Mr.  Myers.  I  think  that  the  advisory  council  proposal  is  good,  but 
I  think  that  it  would  be  much  better  to  do  something  along  the  lines 
of  what  you  said,  and  which  has  also  been  proposed  by  Senator  Fong 
for  several  years.  Senator  Fong  has  proposed  that  there  should  be  an 
independent  commission  on  social  security,  functioning  reall}"  as  a 
permanent  advisor}'-  council  with  people  who  are  on  the  job  more  or 
less  full  time.  So,  I  would  strongly  support  that  approach,  but  I  think 
that  what  the  advisory  council  said  would  be  desirable. 

Mr.  Calvert.  I  agree  with  what  Bob  Myers  said  on  that  point.  I 
think  the  commission  or  advisory  council  or  body  that  has  to  study 
this  thing  on  a  continuing  basis  should  have  access  to  those  who  have 
thought  to  ojffer  from  outside  the  Government  from  all  fields. 

You  have  thinkers  in  different  locations  throughout  the  com- 
munity. I  think,  to  keep  looking  at  this  whole  area  is  very  important. 

Mr.  Feldstein.  Right  now,  we  have  the  Social  Security  Admm- 
istration  and  Office  of  the  Secretary,  and  we  have  a  staff  of  this  com- 
mittee and  the  corresponding  staff  on  the  Senate  side.  The  initial 
reaction  might  be,  well,  it  is  being  studied  an  awful  lot.  But  you  really 
want  a  different  perspective.  That  is  why  it  is  very  important  that, 
if  you  do  go  the  Government  route,  that  it  be  very  carefully  divorced 
from  all  of  the  current  groups,  Social  Security  Administration,  HEW, 
and  those  heavily  involved  in  social  security  policj'". 

I  am  more  sympathetic  to  the  Advisory  Council's  original  recom- 
mendation that  this  be  done  on  an  external  basis,  at  least,  from  time  to 
time. 

Mr.  Steiger.  My  concern  here— the  reason  I  raised  it — I  must 
admit,  I  had  no  comprehension  as  to  the  fact  that  by  and  large  the 
Congress — and,  I  would  judge  administrations  of  whatever  political 
party — have  not  watched  carefully  this  system  with  the  immense 
part  of  the  American  political,  social,  economic  characteristics.  I  am 
not  sure  whether  you  are  right,  Dr.  Feldstein,  on  how  well  can  we 
create  a  governmental,  yet  objective  independent  study. 

Mr.  Feldstein.  I  would  suggest  something  like  the  National  Com- 
mission on  Manpower,  which  provides  a  certain  amount  of  detachment 
from  the  views  that  would  normally  come  through  the  traditional 
department  concerned  with  those  issues.  That  is  the  kind  of  body  you 
want  to  get. 

Mr,  Calvert.  I  agree. 

Mr.  Steiger.  That  is  my  model.  I  am  delighted  to  hear  you  say 
that.  Let  me  ask  one  last  question,  if  I  can,  to  Bob  Myers. 

You  have,  I  know,  from  time  to  time,  expressed  a  concern  over  the 
disabilitj;^  program  and  what,  I  judge,  you  would  perceive  as  the  de- 
teriorating condition  and  that  you  have  been  involved  with  a  study 
for  this  committee  and  research  service  on  that  subject.  Would  you  be 
willing  to  share  with  us  how  much  of  a  role  changing  demographics 
and  economic  conditions  play  in  the  decline  experience  and  whether 
or  not  you  think  the  Social  Security  Administration  has  proper  control 
over  the  disability  program? 

Mr.  Myers.  I  think  that  the  analj^sis  of  the  experience  of  a  dis- 
ability program  is  very  difficult  because  it  is  not  like  determing  death 
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in  survivor  cases  or  age  in  retirement  cases,  both  of  which  can  be 
measured  quite  accurately. 

DisabiUty  is  a  very  tenuous  thing.  It  does  tend  to  be  affected  by 
economic  conditions,  and  certainly  that  has  been  one  reason  why  the 
present  experience  has  become  so  much  higher  than  it  was  previously. 

In  my  stud^^,  which,  as  you  noted,  is  completed  and  is  to  be  pub- 
lished shortly,  I  came  to  the  conclusion  that,  at  least  in  part,  some  of 
the  current  bad  experience  was  the  fault  of  the  Social  Security  Ad- 
ministration, because  it  ceased  to  administer  the  program  as  tightly 
as  it  had  previously. 

The  SSA  looks  at  onl}^  a  small  sample  of  the  disabilit}'^  cases.  I 
think  that  this  has  been  a  mistake.  I  think  that,  although  there  were 
no  definite  directives  that  said  to  loosen  up  the  definition,  the  whole 
general  atmosphere  of  sajdng  we  don't  have  to  review  the  cases  as 
closely  as  we  did  before  has  spread  do\^Ti  through  the  actual  review 
by  SSA  and  the  actual  State  adjudication  of  the  cases. 

I  believe  that  part  of  the  situation  could  be  remedied  by  returning 
to  the  principles  that  the  Congress  enunciated  when  it  enacted  the 
program  and  when  it  amended  the  program  in  1965  and  1967,  as 
stated  in  the  committee  reports. 

Mr.  Steiger.  Thank  you. 

I  v/ould  want  to  paj^  tribute  to  all  of  the  witnesses  today.  The3^  have 
been  both  interesting  and  incisive  and  very  worthwhile  from  the 
standpoint  of  at  least  this  one  member  as  we  go  through  this  learn- 
ing experience  about  the  social  security  system. 

Thank  you,  Mr.  Chairman. 

Mr.  Burke.  Thank  you,  Mr.  Steiger. 

Mr.  Waggomier. 

Mr.  Waggonner.  Thank  you,  Mr.  Chairman. 

I  wonder  if  you  gentlemen  would  express  yourselves — not  at  the 
moment  to  the  issue  of  social  security — but  the  matter  of  transfer 
of  payments  mth  regard  to  the  budget  of  the  Federal  Government 
and  the  effect  of  the  transfer  of  payments.  Do  you  feel  that  it  has 
had  a  detrimental  effect  or  worthwhile  effect? 

Mr.  Feldstein.  Transfer  payments  generally? 

Mr.     Waggonner.  Yes,  su*. 

For  the  moment,  I  am  leaving  social  security  out,  everything  but 
social  security. 

Mr.  Feldstein.  A  mixed  blessing,  the  way  we  do  it  now.  I  think  we 
have  welfare  in  a  bit  of  a  mess.  Our  unemployment  insurance  system 
needs  substantial  overhaul. 

Mr.  Waggonner.  Has  the  principle  of  the  transfer  payments  con- 
tributed to  the  chaos  that  we  have  produced? 

Mr.  Feldstein.  Yes.  I  am  not  saying  it  has  contributed  more  harm 
than  good.  I  am  sa3dng  it  has  contributed  harm  as  well  as  good. 

Mr.  Waggonner.  Does  anybody  have  a  contrary  view? 

Mr.  Brittain.  Transfer  of  pajnnents  has  contributed  to  what? 

Mr.  Waggonner.  Has  it  been  detrimental  to  our  overall  economic 
posture  and  condition  of  the  economy?  Has  it  aggravated  the  problems 
of  the  economy? 

Mr.  Brittain.  I  don't  believe  that.  I  would  agree  with  Professor 
Feldstein  that  there  are  a  lot  of  defects  in  the  welfare  system  and 
unemployment  insurance.  But  I  would  hate  to  think  what  life  would 
be  without  welfare  and  unemployment  insurance. 
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Mr.  Waggonner.  Can  we  take  it  too  far? 

Mr.  Calvert.  Yes;  I  think  so.  The  general  principle  is  necessary. 
I  don't  think  you  can  visualize  this  kind  of  econom}^  without  such 
payments.  I  think  there  is  a  question  of  extent  or  degree. 

Mr.  Waggonner.  You  have  hit  the  nail  on  the  head.  Our  problem 
is  to  find  out  where  that  point  is. 

What  is  the  point  that  we  can  go  mthout  destroying  the  system? 

Mr.  Brittain.  I  would  say  the  earned  income  credit  is  preferable, 
perhaps,  to  what  are  explicitly  called  exemptions  from  pa3Toll  tax.  It 
is  preferable  because  it  does  not  relax  the  contributory  feature  of 
social  securit}^  to  the  same  extent.  Accomplishing  the  same  thing 
through  the  earned  income  credit,  rebating  most  of  the  tax  to  low- 
income  people,  extending  that  to  people  without  children— that  is  a 
modest  reform.  It  will  cost  about  $6  billion. 

It  would  be,  I  think,  entirely  in  keeping  with  our  principles  under 
the  income  tax  that  people  who  do  not  have  the  ability  to  pay  a  tax 
should  not  be  asked  to  pay  it.  In  effect,  we  would  be  rebating  the 
social  security  tax. 

Mr.  Waggonner.  Are  you  going  to  equate  social  security  taxation 
with  income  taxation,  the  income  tax  itself? 

Are  they  in  principle  supposed  to  do  the  same,  or  do  you  want 
to  change  them  to  make  them  the  same? 

Mr.  Brittain.  I  would  like  to  see  the  income  tax  structure  changed 
so  that  indirectly  it  provides  relief  from  payroll  tax  for  low-inconie 
families  just  as  has  been  done  in  the  case  of  the  earned  income  credit, 
but  more  extensively. 

I  think  the  credit  should  be  related  to  family  size.  I  am  willing  to 
keep  the  two  taxes  separate  even  though  one  indirectly  alleviates  the 
problem  of  the  other.  The  earned  income  credit  alliveates  the  problem 
of  the  heavy  tax  on  low  income  people  for  social  security. 

Mr.  Waggonner.  I  was  just  reminded  that  I  vehemently  objected 
to  this  principle  when  we  considered  the  Tax  Reduction  Act.  I  did  it 
because  I  thought  we  were  doing  just  what  you  advocated.  We  were 
going  to  start  subsidizing  the  social  security  system  and  we  were  going 
to  start  pajdng  benefits  without  any  regard  for  contributions,  which 
is  a  total  departure  from  everything  that  the  Federal  Government 
has  done  in  other  benefit  programs. 

Mr.  Brittain.  I  haven't  advocated  that.  I  said  I  would  like  to  see 
some  substantial  relief  at  the  low  income  end  of  the  scale. ^ 

I  also  agree  with  the  notion  of  the  original  authors  of  Social  Secu- 
rity that  it  would  not  be  disastrous  to  introduce  a  Government 
contribution. 

Mr.  Waggonner.  You  apparently  regard  the  Social  Security  sys- 
tem as  a  passive  system? 

Mr.  Brittain.  As  a  passive  system? 

Mr.  Waggonner.  Yes,  sir. 

Mr.  Brittain.  I  don't  know  what  that  means,  actually. 

Mr.  Waggonner.  That  the  transfer  of  payments  is  not  anathema 
to  it,  that  is  is  not  contrary  to  the  principle? 

Mr.  Brittain.  Absolutely  not.  It  is  going  on  already  under  Social 
Security— the  transfer  process.  The  fact  is  that  the  people  at  the  low 
end  of  the  income  scale  can  expect  to  get  back  more  from  what  they 
put  in  than  those  at  the  higher  end  of  the  scale. 


431 

That  degree  of  progression  in  the  whole  package  has  not  undermined 
the  contributory  principle.  Some  people  feel  it  has,  but  we  still  have  a 
relationship  between  earnmgs  and  benefits,  even  though  it  is  not  a  one 
for  one  relationship. 

In  other  words,  there  is  progressiveness  in  the  structure,  and  there 
is  some  transfer — there  is  income  distribution  going  on  under  Social 
Security  at  the  present  time.  I  don't  think  it  has  been  disastrous.  I 
think  it  should  go  further. 

Mr.  Waggonner.  Do  you  believe  the  return  from  the  private 
pension  plan  contribution  is  relatively  higher  than  the  return  from 
Social  Security? 

Mr.  Feldstein.  In  the  past.  Social  Securit}^  return  has  been 
increasing,  as  you  know,  because  the  program  has  been  expanding.  In 
the  future,  it  will  get  a  return,  something  equivalent  to  a  rate  of 
interest  on  average,  lower  at  the  top  and  higher  at  the  bottom,  but  on 
average,  it  will  get  a  rate  of  return  equal  to  the  real  growth  in  wages. 

If  our  population  stops  growing,  that  will  come  down  to  one-half 
to  2  percent  a  year,  rather  than  the  much  earlier  rate  of  return  we 
would  get  if  we  let  the  funds  in  real 

Mr.  Burke.  You  are  referring  to  the  Keogh  plan,  where  you  can 
put  up  $7,500  a  year  of  wages  and  be  tax  exempt? 

Mr.  Waggonner.  That  is  an  example. 

Mr.  Burke.  That  is  tax  exempt? 

You  get  a  tax  exemption  from  putting  away  $7,500. 

Mr.  Feldstein.  Similarly  for  corporate  contributions  for  individual 
workers 

Mr.  Burke.  I  am  talking  about  the  Keogh  plan.  They  can  put  up 
to  $7,500  away  and  that  is  tax  exempt.  Then,  the.y  get  interest  that  is 
exempt.  But  the  person  paying  the  Social  Security  tax  gets  no  tax 
exemption  until  he  starts  receiving  his  benefits. 

Mr.  Feldstein.  He  gets  even  a  lower  rate  of  return. 

Mr.  Burke.  What  would  you  think  of  exempting  the  taxpayer  from 
his  amount  that  he  pays  into  the  social  security  taxes? 

Mr.  Feldstein.  Would  you  tax  it  at  the  other  end,  the  Ava}'  you  tax 
the  Keogh  receipts  when  he  receives  them? 

Mr.  Burke.  I  could  consider  that  if  there  was  an  exemption 

Mr.  Waggonner.  There  is  onl}?-  deferral  on  the  Keogh  because  you 
pay  it  on  the  other  end. 

Mv.  Burke.  I  don't  mind  taxing  social  security  beneficiaries  who 
have  all  kinds  of  outside  income.  I  think  there  should  be  some  ceiling 
of  exemption  on  retirement  benefits  from  taxes.  If  a  fellow  is  getting 
$5,000  a  year,  he  has  paid  his  debt  to  society.  I  don't  think  we  should 
chase  him  all  the  way  to  the  grave  and  try  to  squeeze  the  last  dollar 
out  of  him. 

Mr.  Feldstein.  You  realize,  if  you  exempted  the  employees' 
contribution  that  would  be  a  substantial  benefit  to  relatively  high 
earning  individuals  and  relatively  low  benefit  to  low  earning  indi- 
viduals. It  would  be  a  regressive  tax. 

Mr.  Burke.  It  would  be,  but  we  have  to  give  a  break  some  place  to 
this  low  wage  income. 

Mr.  Waggonner.  It  would  be  for  the  time  being,  and  it  would  not 
be  when  he  paid  it  on  the  other  end.  It  would  be  the  reverse  for  the 
low  income  people. 


432 

Mr.  Burke.  That  means  instead  of  paying  11.7  cents,  almost  12 
cents,  on  the  minimum  wage,  for  every  $2  earned,  they  are  going  to 
extract  12  cents  as  taxes.  They  want  that  to  go  up  to  13  cents,  and 
Bob  Myers  said  that  in  1980  it  would  go  up  another  1  percent.  It  will 
go  up  to  14  cents  and  then  up  to  15  cents  on  $2  earned. 

I  don't  think  the  minimum  wage  will  be  increased  during  the  next 
2  years.  They  keep  squeezing  that  low-wage  fellow  and  nobody  seems 
to  be  concerned  about  him. 

Mr.  Waggon NER.  Mr.  Chairman,  you  are  too  modest  to  say  nobody 
is  concerned.  You  know,  you  are  concerned. 

Mr.  Chairman,  there  is  a  note  here  on  the  list  of  witnesses.  It  says, 
"Continued  to  Tuesday."  You  don't  mean  these  same  witnesses, 
do  you? 

Mr.  Burke.  No.  Our  next  meeting  will  be  on  May  20,  Mr. 
Waggonner. 

Mr.  Waggonner.  Bob,  I  am  one  of  those  people  who  miss  3^ou  over 
in  Social  Security. 

Mr.  Myers.  Thank  j'ou. 

Mr.  Waggonner.  Gentlemen,  we  could  go  on  and  on.  I  was  late 
getting  here.  I  will  take  these  statements  and  read  them.  The  chau-man 
did  give  me  a  task  force  assignment  on  social  securit}^  financing.  Some 
of  the  ideas  I  have  scanned  and  some  of  the  things  I  have  heard,  yours, 
Mr.  Feldstein,  doctor,  whichever  it  is,  interest  me  about  the  impact 
now  of  the  larger  increase  rather  than  something  gradual  to  try  to 
help  some  of  these  things. 

I  think  we  have  to  look  at  all  of  them.  I  am  not  one  of  these  people 
who  thinks  there  is  no  way  to  save  this  system.  Some  people  take  that 
point  of  view.  I  don't  take  that  point  of  view  at  all.  I  think  we  have  to 
use  more  coramonsense  than  we  have. 

I  don't  think  we  should  play  politics  with  tliis  program  at  every  turn. 
I  am  one  of  the  few  people  who  voted  against  the  escalator  on  an  auto- 
matic basis  based  on  the  fact  that  I  didn't  think  Congress  was  going 
to  leave  it  alone.  But,  thank  God,  Congress  has  finally  come  to  the 
point  that  we  are  going  to  let  one  of  those  automatic  increases  go  into 
effect  without  something  in  between  over  and  above  that  which  was 
intended.  And  if  we  can  get  on  that  schedule,  I  do  think  that  we  can 
stabilize  this  system  by  doing  certain  other  things. 

This  is  really  the  thrust  of  what  you  are  talking  about,  isn't  it? 

Mr.  Myers.  Yes,  Mr.  Waggonner;  j^ou  certainly  said  eloquently 
what  I  would  have  liked  to  have  said. 

Mr.  Waggonner.  This  is  where  we  are.  I  think  we  can  preserve  the 
system. 

I  am  not  coldblooded  either,  Mr.  Brit  tain.  I  am  not  totally  opposed 
to  transfer  of  payments.  I  just  can't  resolve  in  my  own  mind  where  that 
point  is  beyond  which  you  cannot  go  with  regard  to  the  transfer  of 
payments  and  not  erode  your  tax  base — whether  it  is  payroll  taxes, 
income  taxes  or  whatever  is  it — nor  have  too  few  people  left  to  bear 
the  burden. 

I  don't  know  where  it  is.  It  is  one  thing  at  one  economic  point  in 
time.  It  is  another  thing  at  another  point  in  time.  I  do  agree  we  have 
to  look  at  this  tiling  more  from  the  long-range  point  of  view  if  we  are 
going  to  provide  an}^  stability. 
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From  what  I  have  seen  of  the  statements  and  what  I  have  heard, 
you  people  have  been  exceptionally  candid  with  your  statements.  I 
appreciate  that  because  we  need  all  points  of  view. 

I  was  just  giving  my  chairman  a  hard  time  a  moment  ago.  We  have 
been  arguing  about  that  one-third,  one-third,  one-third.  He  won't 
forget  it.  He  is  like  an  elephant;  he  won't  give  up. 

Mr.  Burke.  Off  the  record. 

[Discussion  off  the  record.] 

^Ir.  Burke.  Back  on  the  record. 

I  want  to  thank  all  the  members  of  the  panel  for  being  here.  You 
have  made  a  great  contribution.  I  am  particularly  happy  to  see  our 
old  friend,  Bob  Myers,  back  here.  It  kind  of  gives  us  a  little  stability 
here. 

Mr.  Waggonner.  Would  a^ou  agree  that  the  first  principle  we  ought 
to  be  guided  by  in  trying  to  provide  stability  for  social  security  is  to 
begin  mth  the  assumption  that  we  can't  do  what  they  did  with  rail- 
road retirement? 

Mr.  Myers.  Yes,  indeed. 

Mr.  Burke.  The  committee  now  stands  adjourned  until  Tuesday, 
May  20. 

[Whereupon,  at  4:45  p.m.,  the  subcommittee  adjourned,  to  recon- 
vene on  Tuesday,  May  20,  1975.] 


FINANCING  THE  SOCIAL  SECURITY  SYSTEM 


TUESDAY,  MAY  20,    1975 

House  of  Representatives, 
Subcommittee  on  Social  Security 
OF  the  Committee  on  Ways  and  Means, 

Washington,  D.C. 

The  subcommittee  met  at  10:20  a.m.,  pursuant  to  notice,  in  room 
H-208,  the  Capitol,  Hon.  James  A.  Burke  (chairman  of  the  sub- 
committee) presiding. 

Mr.  Burke.  The  subcommittee  will  please  come  to  order. 

Today  and  tomorrow  the  subcommittee  will  be  hearing  from 
administration  witnesses.  Today's  hearing  will  be  on  the  general  sub- 
ject matter  on  which  the  subcommittee  is  now  focusing,  that  is  the 
financing  of  the  social  security  system. 

The  subject  matter  of  tomorrow's  hearings  will  be  the  administra- 
tive problems  that  have  arisen  in  connection  with  the  operation  of  the 
social  security  program,  a  subject  matter  which  can  have  significant 
effects  on  the  cost  of  the  program. 

Toda}^  we  have  before  us  as  principal  spokesman  for  the  adminis- 
tration, the  Secretary  of  Health,  Education,  and  Welfare,  the  Honor- 
able Caspar  Weinberger  and  Commissioner  of  Social  Security,  James 
B.  CardwelL  Also  with  us  are  Mr.  Stephen  Kurzman  and  Mr.  Hae- 
worth  Robertson. 

Secretary  Weinberger,  we  welcome  you  here.  You  ma}^  proceed  witL 
3^our  testimon}^ 

STATEMENT  OF  HON.  CASPAR  WEINBERGER,  SECRETARY,  DEPART- 
MENT OF  HEALTH,  EDUCATION,  AND  WELFARE;  JAMES  B.  CARD- 
WELL,  COMMISSIONER  OF  SOCIAL  SECURITY,  DEPARTMENT  OF 
HEALTH,  EDUCATION,  AND  WELFARE;  STEPHEN  KURZMAN, 
ASSISTANT  SECRETARY  FOR  LEGISLATION,  DEPARTMENT  OF 
HEALTH,  EDUCATION,  AND  WELFARE;  A.  HAEWORTH  ROBERT- 
SON, CHIEF  ACTUARY,  SOCIAL  SECURITY  ADMINISTRATION,  DE- 
PARTMENT OF  HEALTH,  EDUCATION  AND  WELFARE 

Secretarj^  Weinberger.  Thank  you  very  much,  Mr.   Chairman. 

Also  accompanying  me  today  is  Bruce  Cardwell,  the  Commissioner 
of  Social  Security. 

I  am  honored,  as  always,  to  have  the  opportunity  to  appear  before 
you.  I  would  like  to  reaffirm  at  the  outset  the  pledge  of  complete 
cooperation  that  Commissioner  Cardwell  made  when  he  appeared  on 
May  7  to  review  the  1975  reports  of  the  trustees.  The  trustees  are  the 
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Secretary  of  the  Treasury,  the  Secretary  of  Labor  and  the  Secretary  of 
Health,  Education,  and  Welfare.  I  am  confident  that  by  working 
together  we  can  solve  the  financing  problems  facing  social  security. 
Without  trying  to  minimize  the  seriousness  of  these  problems,  I 
cannot  stress  emphatically  enough  my  agreement  with  Commissioner 
Cardwell  that  there  is  certainly  no  basis  for  panic  or  alarm. 

The  basic  financing  problems  facing  the  social  security  program  fall 
into  two  broad  categories — short  term  and  long  terra.  Both  have  dis- 
tinctive and  different  characteristics.  Some  of  the  short-term  problems 
can  be  traced  to  recent  and  unexpected  changes  in  emplojonent.  This 
is  not  a  significant  factor  in  the  long-term  problem.  There  is,  however, 
one  common  characteristic  that  can  be  found  in  both.  The  financing 
shortfall  for  both  the  short  and  long  teiTn  can  be  traced  directly  to 
the  fact  that  coverage  and  benefit  levels  have  been  so  rapidly  increased 
and  earlier  financing  assumptions,  too,  have  turned  out  to  be  inac- 
curate. Benefits  will  continue  to  rise,  on  into  the  future. 

The  administration  recognized  the  income/outgo  disparity  that 
began  to  develop  with  the  enactment  of  the  1972  amendments.  Be- 
cause benefits  have,  as  a  result  of  the  1972  changes,  already  begun  to 
outstrip  the  system's  financing  provisions,  we  proposed  the  5-percent 
cap  on  the  1975  cost-of-living  increase.  We  knew  that  the  higher  in- 
crease provided  for,  in  law,  would  be  enough  to  throw  the  system  into 
the  red.  If  the  5-percent  constraint  had  been  adopted  by  the  Con- 
gress, over  two-thirds  of  the  current  year  deficit  could  have  been 
avoided.  Over  $2  billion  has  been  added  to  the  total  deficit  by  the 
refusal  of  the  Congress  to  adopt  the  5-percent  ceiling.  This  $2  billion 
differential  affects  each  future  year  and  is  a  continuing  factor  in  the 
trust  funds'  projected  deficits. 

There  is  a  point  that  should  be  made  about  the  relationship  be- 
tween contributions  and  benefits.  We  must  not  permit  one  of  the  most 
important  principles  of  this  program  to  break  down — that  is,  the 
principle  that  the  program  always  pays  its  own  way.  General  revenues 
should  never  in  any  circumstances  be  relied  upon  to  finance  the  sys- 
tem. As  the  members  of  this  committee  well  know,  in  the  first  place, 
there  are  no  general  revenues  available  for  this  purpose.  There  is  only 
an  even  bigger  deficit.  Even  if  there  were,  however,  it  is  essential  to 
preserve  the  earned-right  principle  behind  the  social  security  program. 
Social  security  is  purchased  insurance,  and  is  not  welfare.  The  financ- 
ing of  it  must  preserve  tliis  vital  characteristic. 

If  you  would  now  permit  me,  I  would  turn  to  a  review  of  the  out- 
look of  the  next  75  years — the  long  term. 

The  long-range  cost  estimates  indicate  that  the  old-age,  survivors, 
and  disability  insurance  program  [OASDI] — the  cash  benefits  part  of 
the  social  security  program — has  a  deficit  of  5.32  percent  of  taxable 
payroll  over  the  customary  long-range  valuation  period  of  75  years. 
The  major  causes  of  this  deficit  are:  (1)  Revised  demographic  pro- 
jections based  on  1970  Census  data  which  show  that  the  future  work 
force  will  be  considerably  smaller  in  proportion  to  the  number  of 
beneficiaries  than  was  previously  anticipated;  (2)  new  long-range 
economic  assumptions  of  annual  increases  of  6  percent  in  average 
earnings  and  4  percent  in  the  Consumer  Price  Index;  and  (3)  the  large 
and  rapid  increases  in  benefit  levels  that  have  already  occurred 
(nearl}^  70  percent  in  the  past  5  years),  far  outstripping  the  cost  of 
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living,  and  the  projected  future  increases  in  benefit  levels  relative  to 
earning  levels  produced  by  the  automatic  benefit  adjustment  pro- 
visions of  present  law  under  the  new  economic  assumptions. 

The  hospital  insurance  (HI)  portion  of  the  social  security  medicare 
urogram  is  in  reasonably  good  shape,  with  only  a  slight  projected 
ong-range  deficit  of  0.16  percent  of  taxable  payroll  over  the  customary 
ong-range  valuation  period  for  this  part  of  the  program  of  25  years. 

The  supplementary  medical  insurance  program  [medicare,  part  B] 
is  also  financially  sound.  However,  as  3''ou  know,  the  part  B  premium 
is  permanently  frozen  at  its  current  rate  of  $6.70  because  of  a  technical 
problem  that  arose  when  the  timing  of  automatic  benefit  increases 
was  changed  in  legislation  enacted  in  December  1973.  Unless  this 
problem  is  corrected,  substantial  increases  in  general  revenue  supple- 
mentation will  be  required.  The  Ways  and  Means  Committee  has 
alread}^  reported  legislation  to  deal  with  this  problem  as  part  of  H.R. 
5970,  the  "Emergency  Health  Insurance  Extension  Act  of  1975." 
And  I  am  pleased  that  the  committee  has  recognized  the  need  for  this 
provision,  although  in  an  otherwise  undesirable  bill.  Given  the  un- 
certain future  of  H.R.  5970,  I  would  urge  that  this  legislation  be 
included  in  any  overall  corrective  legislation  regarding  social  security 
financing  that  may  grow  out  of  these  hearings. 

The  present  law  will  produce  a  result  in  which  the  outgo  will  ex- 
ceed income  to  the  OASDI  program  beginning  this  year  and  continu- 
ing into  the  future,  exhausting  the  reserves  in  the  cash  benefits  trust 
funds  by  the  earl^y  1980's.  The  main  causes  for  this  are:  (1)  Rapid 
and  large  benefit  increases  in  the  past  5  3^ears;  (2)  higher  than  antici- 
pated levels  of  inflation  over  the  short  term  which  result  in  higher 
benefits  under  the  automatic  benefit  adjustment  provisions  of  present 
law;  and  (3)  lower  levels  of  employment,  which  means  less  income  to 
the  program. 

Under  the  present  law,  income  to  the  hospital  insurance  program 
will  exceed  outgo  over  the  next  several  years  and  into  the  1980's. 

If  I  could,  I  would  like  to  devote  just  a  couple  of  minutes  to  the 
long-range  situation.  First,  we  fully  recognize  that  it  represents  a 
problem  that  will  need  to  be  dealt  with,  and,  I  am  sure,  -wall  be  dealt 
with,  at  the  appropriate  time.  Second,  I  would  like  to  put  the  long- 
range  problems  into  perspective. 

The  major  adverse  effects  of  the  new  demographic  and  economic 
assumptions  on  the  long-range  status  of  the  OASDI  program  wdli  not 
be  felt  for  many  years  to  come ;  indeed,  until  well  into  the  next  century. 
The  projected  increase  in  the  ration  of  beneficiaries  to  working  people 
does  not  rise  steeply  until  about  2010.  It  does  rise  steeplj^  after  that. 
But  I  want  to  point  out  to  the  committee  the  astonishing  fact  that  if 
we  keep  the  present  automatic  benefit  adjustment  provision,  many 
workers  will  receive  social  security  benefits  that  will  exceed  pre- 
retirement earnings,  and  this  will  happen  shortl}^  after  the  year  2000. 
While  there  is  adequate  time  for  careful  and  thoughtful  consideration 
to  deal  with  the  long-range  financing  problem,  there  is  no  gainsaj-ing 
the  fact  that  we  must  start  that  consideration  now. 

As  you  Imow,  the  1975  Advisory  Council  on  vSociai  Security  recom- 
mended changing  the  social  security  benefit  structure  to  provide  stable 
and  predictable  replacement  of  preretirement  earnings.  Under  this 
recommendation,  benefits,  of  course,  would  continue  to  rise  in  the 
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future,  but  a  benefit  formula  would  be  developed  to  assure  that 
replacement  rates  would  be  stable  so  that  Avorkers  who  have  the  same 
relative  earnings  would  get  the  same  relative  benefits  regardless  of 
when  they  retire.  The  replacement  rates  could  be  the  same  as  they  are 
today,  but  they  would  not  react  capriciously  to  changing  economic 
conditions,  as  they  would  under  present  law.  The  President  has 
endorsed  this  general  concept,  and  we  are  stud^^ing  now  the  various 
wa^^s  of  accomplisliing  this  objective. 

A  benefit  stabilization  proposal  could  significantly  improve  the  long- 
range  deficit  problem.  For  example,  under  the  model  that  you  are 
familiar  with,  the  one  set  out  in  the  1975  trustees'  report,  the  long- 
range  deficit  could  be  reduced  by  almost  half,  that  is,  2.43  percent  of 
taxable  payroll.  Because  of  this,  a  specific  method  of  dealing  with  the 
long-range  deficit  should  be  postponed  imtil  a  specific  benefit  stabihza- 
tion  plan  is  develojied.  We  are  working  on  precisely  this  effort  right 
now. 

We  have  a  more  immediate  problem,  and  that  is  the  short-term 
deficit  facing  the  OASDI  program.  The  trust  fund  reserves  are  cur- 
rently serving  the  purpose  for  which  they  were  intended — to  meet 
temporary  situations  where  income  is  less  than  outgo.  We  must  act, 
however,  to  assure  they  will  not  be  depleted  in  the  early  1980's  and 
that  they  will  be  maintained  at  an  adequate  level  to  continue  to  serve 
their  contingency-reserve  role  and  their  role  in  helping  to  secure  public 
confidence  in  the  financial  integrity  of  the  program — a  role,  I 
might  add,  that  they  are  performing  right  now. 

As  I  have  already  mentioned,  the  administration's  proposal  to  put 
a  5-percent  ceiling  on  this  year's  benefit  increase  would  have  had  a 
beneficial  effect  on  the  short-term  deficit.  We  are  reluctant  to  put 
forward  another  specific  proposal  in  light  of  the  cavalier  disregard  our 
most  recent  suggestion  received.  It  may  be  said  that  limiting  benefit 
increases  is  unpopular.  I  can  only  say  that  what  is  even  more  unpopular 
is  jeopardizing  the  financial  and  fiscal  integrity  of  the  social  security 
system.  I  am  confident  the  members  of  this  committee  share  this  vievf . 

I  could  put  the  issue  quite  plainly.  There  are  onh^  three  ways  to 
maintain  the  integrity"  of  the  fund.  First,  we  can  increase  revenues  by 
raising  the  tax  rate.  Second,  we  can  increase  revenues  by  extending 
the  wage  base  on  which  taxes  are  collected,  or  combinations  of  those 
two.  Third,  we  can  moderate  the  projected  increases  in  benefits. 

The  administration's  5-percent  ceiling  was  a  modest  variation  of  the 
third  approach.  The  congressional  reaction  suggests  to  us  that  it 
l^refers  some  combination  of  the  first  and  the  second.  While  we  do  not 
have  a  specific  tax  increase  pro])osal,  we  would  certainly  be  receptive 
to  congressional  initiatives  which  conform  to  certain  essential  prin- 
ciples. We  certainly  look  forward  to  working  with  the  committee 
and  will  provide  it  whatever  technical  assistance  we  can  in  this  very 
<iomplex  area. 

The  essential  principles  that  I  mentioned  a  moment  ago,  to  which 
any  congressional  proposal  for  an  increase  in  social  security  taxes 
shoidd  conform,  are  as  follows: 

Foremost,  because  of  the  current  state  of  the  economy,  it  is  our 
basic  position  that  no  tax  increases  or  other  social  securit}^  revenue- 
producing  measures  should  be  adopted  which  affect  calendar  year 
1975  or  1976.  In  our  view,  it  is  neither  necessar}^  nor  wise  to  consider 
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any  change  in  revenue  development  that  takes  effect  before  1977. 
This  position  is,  we  beheve,  entirel}^  consistent  with  the  previously 
adopted  Federal  policy  calling  for  actions  to  stimulate  the  economy 
during  these  years  and  the  avoidance  of  additional  taxes,  for  whatever 
purposes. 

Any  revenue-producing  method  to  be  selected— and,  as  you  know, 
there  are  several  from  which  one  might  make  a  choice — should  seek  to 
avoid  sudden  and  sharp  rises  in  either  the  tax  rate  or  the  wage  base. 

Whatever  we  do,  it  should  be  timed  so  that  the  OASDI  trust  funds 
are  not  allowed  to  fall  to  too  low  a  level  before  additional  revenue 
development  is  provided.  This  is  essential,  we  believe,  if  we  are  to 
maintain  public  confidence  in  the  program.  As  you  know,  the  existing 
reserA'e  fund  will  carry  us  into  the  early  1980's. 

It  has  been  suggested  that  medicare  income  not  required  for  the 
short  term,  might  be  used  to  defray  some  of  the  OASDI  requirements. 
While  this  might  be  a  possible  choice  for  the  very  short  term,  I  would 
remind  the  committee  that  the  trustees'  1975  report  shows  medicare 
trust  funds  as  falling  into  a  deficit  position  over  the  next  25-year 
period.  Thus,  this  choice  should  be  approached  with  caution. 

As  I  have  already  said,  it  is  utterly  impractical  to  talk  about 
general  fund  financing  as  a  means  of  solving  the  financing  problem — 
because  we  simply  do  not  have  any  general  funds  left.  Instead,  we 
have  an  enormous  deficit.  I  will  speak  more  to  my  concerns  about 
•general  revenue  financing  in  a  moment. 

First,  let  me  review  quickly  the  dimensions  of  the  short-term 
fmancing  requirements. 

If  a  straight  tax  increase  were  adopted  as  the  means  of  making  up 
the  short-term  deficit,  a  total  rate  as  high  as  6.50  percent  for  employees 
and  employers,  each,  would  be  required  by  1978.  This  would  represent 
an  increase  of  0.85  percent  of  payroll  over  the  present  1975  rate  of 
5.85  percent,  and  an  increase  of  0.45  percent  of  payroll  over  the  1978 
rate  of  6.05  percent  alread}^  prescribed  in  existing  law.  These  per- 
centages are  on  a  combined  basis  and  apply  to  both  medicare  and 
OASDI.  The}^  also,  of  course,  apply  to  the  employee  and  the  employer. 

In  considering  wage  base  choices,  there  are  a  number  of  options 
available,  but  all  would  require  fairly  significant  increases  over  the 
present  level  of  $14,100. 

As  already  noted,  we  would  caution  against  sudden  and  large 
increases  in  the  wage  base.  We  beheve  that  it  is  important  to  synchro- 
nize tax  imposition  on  the  group  of  wage  earners  that  would  be  most 
affected  by  wage  base  changes — and,  for  that  matter,  tax  imposition 
on  wage  earners  generally — with  the  worker's  capacity  to  increase 
his  productivity  and  increase  his  standard  of  living. 

In  other  words,  we  should  be  careful  not  to  diminish  his  capacity 
to  contribute  not  just  to  his  own  or  his  family's  protection  in  matters 
such  as  social  security,  but  we  must  also  be  concerned  with  his  capacity 
to  participate  as  an  important  role  player  in  the  economy  generally, 
in  contributing  the  savings  and  all  the  rest. 

Because  it  cannot  be  said  too  many  times,  I  would  again  note  that 
we  see  general  revenue  financing  as  an  especially  bad  choice.  This 
choice  would  inevitably  result,  in  our  opinion,  in  the  erosion  of  the 
earned-right  and  wage-related  principles  that  are  an  important  part 
of  the  basic  social  security  program. 
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It  is  our  conclusion  that  it  would  be  only  a  matter  of  time,  following 
any  shift  to  general  revenue  financing  in  whatever  form,  before  social 
security  would  be  converted  from  a  social  insurance  system  whose 
benefits  are  available  only  to  those  who  have  participated  to  a  general 
means  tested  income  maintenance  program  for  the  elderly. 

This  should  not  be  taken  to  imply  a  lack  of  concern  for  the  income 
maintenance  needs  of  the  elderh'".  Just  the  opposite  is  true,  as  is 
demonstrated  in  the  very  large  expenditures  we  make  on  their  behalf 
each  year. 

We  would  meet  this  concern  at  this  time  through  the  Supplemental 
Security  Income  program  under  existing  law,  and  in  the  future  we 
should  do  it  through  comprehensive  income  maintenance  reforms — 
reforms  that  would  preserve  the  social  securitj^  program  as  a  separate 
eamed-right,  earnings-related  social  insurance  program,  and  move 
it  into  a  full  cash  treatment  of  public  assistance,  which  is  another  and 
much  longer  story. 

The  matter  of  income  maintenance  reform  is,  of  course,  an  entirely 
different  subject,  but  it  is  an  important  consideration  in  our  thinking 
about  how  to  best  finance  social  security,  both  in  the  short  and  the 
long  term.  Because,  if  we  use  social  security  as  a  substitute  or  as  a 
means  of  bringing  about  public  assistance  or  income  maintenance, 
then  we  will  be  in  very  serious  trouble. 

Mr.  Chairman,  that  concludes  my  prepared  statement.  I  would 
like  to  thank  the  subcommittee  for  this  opportunity  to  present  our 
position  on  the  financing  of  social  security  and  will  be  happj^  to  answer 
any  questions  you  may  have. 

[The  prepared  statement  follows:] 

Statement  of  Caspar  W.  Weinberger,  Secretary  of  Health,  Educatio??, 

AND  Welfare 

Mr.  Chairman  and  members  of  the  subcommittee,  I  appreciate  this  opportunity 
to  appear  before  yon  to  discuss  the  financing  problems  facing  the  social  security 
program. 

I  would  like  to  reaffirm  the  pledge  of  our  complete  cooperation  that  Commis- 
sioner Card  well  made  when  he  appeared  to  review  the  1975  reports  of  the  Trustees 
for  you  on  May  7.  I  am  confident  that  by  working  together  we  can  solve  the 
financing  problems  facing  social  security.  Without  trying  to  minimize  the  serious- 
ness of  these  problems,  I  cannot  stress  emphatically  enough  my  agreement  with 
Commissioner  Cardwell  that  there  is  certainly  no  basis  for  panic  or  alarm. 

problems 

The  basic  financing  problems  facing  the  social  securitj''  program  fall  into  two 
broad  categories — short  term  and  long  term.  Both  have  distincti\'e  and  different 
characteristics.  Some  of  the  short-term  problem  can  be  traced  to  recent  and  un- 
expected changes  in  employment.  This  is  not  a  signiticant  factor  in  the  long-term 
problem.  There  is,  however,  one  common  characteristic  that  can  be  found  in  both. 
The  financing  shortfall  for  both  the  short  and  long  term  can  be  traced  directly  to 
the  fact  that  coverage  and  benefit  levels  have  been  so  rapidly  increased  and 
earlier  financing  assumptions  have  turned  out  to  be  inaccurate.  Benefits  will 
continue  to  rise,  on  into  the  future. 

The  Administration  recognized  the  income/outgo  disparity  that  began  to  develop 
with  the  enactment  of  the  1972  Amendments.  Becpiise  benefits  have,  as  a  result 
of  the  1972  changes,  already  begun  to  outstrip  the  system's  financing  provisions, 
we  proposed  the  5  percent  cap  on  the  1975  cost-of-living  increase.  We  knew  that 
the  higher  increase  provided  for  in  law  would  be  enough  to  throw  the  system  into 
the  red.  Had  the  5  percent  constraint  been  adopted  by  the  Congress,  over  two- 
thirds  of  the  current  year  deficit  could  have  been  avoided.  Over  $2  billion  has 
been  added  to  the  total  deficit  by  the  refusal  of  the  Congress  to  adopt  the  5  percent 
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ceiling.  This  $2  billion  differential  affects  each  future  year  and  is  a  continuing 
factor  in  the  trust  fund's  projected  deficits. 

I  would  like  to  make  one  additional  point  at  the  outset  about  the  relationship 
between  contributions  and  benefits.  We  must  not  permit  one  of  the  most  important 
principles  of  this  program  to  break  down — that  is,  the  principle  that  the  program 
alwa3^s  pay  its  own  way.  General  revenues  should  never  in  any  circumstances  be 
relied  upon  to  finance  the  system.  As  the  members  of  this  Committee  well  know, 
in  the  first  place  there  are  no  general  revenues  available  for  this  purpose.  There 
is  only  an  even  bigger  deficit!  Even  if  there  were,  however,  it  is  essential  to  pre- 
serve the  earned-right  principle  behind  the  social  security  program.  Social  security 
is  purchased  insurance  for  retirement,  and  not  welfare.  The  financing  of  it  must 
preserve  this  \'ital  characteristic. 

I  want  to  talk  more  about  the  relationship  of  benefits  to  financing  and  the  matter 
of  general  revenues  later  in  my  statement  with  respect  to  both  the  short  and 
long-term  issues.  Permit  me  now  to  turn  to  a  review  of  the  outlook  for  social 
security  financing  over  the  next  75  years — the  so-called  long-term. 

Long-term  problem 

Long-range  cost  estim.ates  indicate  that  the  old-age,  survivors,  and  disability 
insurance  program  (OASDI) — the  cash-benefits  part  of  the  social  security  pro- 
gram— has  a  deficit  of  5.32  percent  of  taxable  payroll  over  the  customary  long-range 
valuation  period  of  75  years.  The  major  causes  of  this  deficit  are:  (1)  revised 
demographic  projections  based  on  1970  Census  data  which  show  that  the  future 
work  force  will  be  considerably  smaller  in  proportion  to  the  number  of  beneficiaries 
than  was  previously  anticipated;  (2)  new  long-range  economic  assumptions  of 
annual  increases  of  6  percent  in  average  earnings  and  4  percent  in  the  Consumer 
Price  Index;  and  (.3)  the  large  and  rapid  increases  in  benefit  levels  that  have  already 
occurred  (about  75  percent  in  the  past  six  years)  and  (4)  the  projected  future 
increases  in  benefit  levels  relative  to  earnings  levels  produced  by  the  automatic 
benefit  adjustment  provisions  of  present  law  under  the  new  economic  assumptions. 

The  hospital  insurance  (HI)  portion  of  the  social  security  Medicare  program 
is  in  reasonably  good  shape,  with  only  a  slight  projected  long-range  deficit  of  0.16 
percent  of  taxable  payroll  over  the  customary  long-range  valuation  period  for  this 
part  of  the  program  of  25  years. 

The  supplementary  medical  insurance  program  (Medicare  part  B)  is  also 
financially  sound.  However,  as  you  know,  the  part  B  premium  is  permanently 
frozen  at  its  current  rate  of  $6.70  because  of  a  technical  problem  that  arose  when 
the  timmg  of  automatic  benefit  increases  was  changed  in  legislation  enacted  in 
in  December  1973.  Unless  this  problem  is  corrected,  substantial  increases  in 
general  revenue  supplementation  will  be  required.  The  Ways  and  Means  Com- 
mittee has  already  reported  legislation  to  deal  with  this  problem  as  part  of  H.R. 
5970,  the  "Emergency  Health  Insurance  Extension  Act  of  1975."  And  I  am  pleased 
that  the  Committee  has  recognized  the  need  for  this  provision,  although  in  an 
otherwise  undesirable  l^ill.  Given  the  uncertain  future  of  H.R.  5970,  I  urge  that 
this  legislation  be  included  in  any  overall  corrective  legislation  regarding  social 
security  financing  that  may  grow  out  of  these  hearings. 

Short-term  problem 

Under  present  law,  outgo  will  exceed  income  to  the  OASDI  program  beginning 
this  year  and  continuing  into  the  future,  exhausting  the  reserves  in  the  cash- 
benefits  trust  funds  by  the  early  1980's.  The  main  causes  for  this  are:  (1)  rapid 
and  large  benefit  increases  in  the  past  5  years;  (2)  higher-than-anticipated 
levels  of  inflation  over  the  short  term  which  result  in  higher  benefits  under  the 
automatic  benefit  ajdustment  of  present  law;  and  (3)  lower  levels  of  employment, 
which  mean  less  income  to  the  program. 

Under  present  law,  income  to  the  Hospital  Insurance  program  will  exceed  outgo 
over  the  next  several  years  and  into  the  1980's. 

Perspectives  on  long-range  OASDI  financing 

I  would  like  to  devote  just  a  couple  of  minutes  to  the  long-range  situation.  First, 
we  fuUy  recognize  that  it  represents  a  problem  that  will  need  to  be  dealt  with,  and, 
I  am  sure,  will  be  dealt  with,  at  the  appropriate  time.  Second,  I  would  like  to  put 
the  long-range  problems  into  perspective. 

The  major  adverse  effects  of  the  new  demographic  and  economic  assumptions 
on  the  long-range  status  of  the  OASDI  program  will  not  be  felt  for  many  years  to 
come;  indeed,  until  well  into  the  next  century.  The  projected  increase  in  the 
ratio  of  beneficiaries  to  working  people  does  not  rise  steeply  until  about  2010. 
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But  I  do  have  to  point  out  to  the  Committee  the  astonishing  fact  that  if  we  keep 
the  present  provision,  many  workers  will  receive  social  security  benefits  that  will 
exceed  preretirement  earnings,  and  this  will  happen  shortly  after  the  year  2000. 
While  there  is  adequate  time  for  careful  and  thoughtful  consideration  to  deal  with 
the  long-range  financing  problem,  there  is  no  gainsaying  the  fact  that  we  must 
start  that  consideration  now. 

As  you  know,  the  1975  Advisory  Council  on  Social  Security  recommended 
changing  the  social  security  benefit  structure  to  provide  stable  and  predictable 
replacement  of  preretirement  earnings.  Under  this  recommendation,  benefits  of 
course  would  continue  to  rise  in  the  future;  but  a  benefit  formula  would  be  de- 
veloped to  assure  that  replacement  rates  would  be  stable  so  that  workers  who  have 
the  same  relative  earnings  would  get  the  same  relative  benefits  regardless  of  when 
they  retire.  The  replacement  rates  could  be  the  same  as  they  are  today  but  they 
would  not  react  capriciously  to  changing  economic  conditons,  as  they  would  under 
present  law.  The  President  has  endorsed  this  general  concept,  and  we  are  cur- 
rently sutdying  various  ways  of  accomplishing  this  objective. 

A  benefit  stabilization  proposal  could  significantly  improve  the  long-range  deficit 
problem.  For  example,  under  the  model  set  out  in  the  1975  Ti-ustees'  report,  the 
long-range  deficit  could  be  reduced  by  almost  half — that  is,  2.43  percent  of  taxable 
payroll.  Because  of  this,  a  specific  method  of  dealing  with  the  long-range  deficit 
should  be  postponed  until  a  specific  benefit  stabilization  plan  is  developed.  We 
are  working  on  precisely  this  effort  now. 

Proposed  solution  to  short-range  financing  problem 

A  more  immediate  problem  is  what  to  do  about  the  short-term  deficit  facing 
the  OASDI  program.  The  trust  fund  reserves  are  currentl}^  serving  the  purpose  for 
which  were  intended — to  meet  temporary  situations  where  income  is  less  than 
outgo.  We  must  act,  however,  to  assure  they  will  not  be  depeleted  in  the  early 
1980's  and  that  they  will  be  maintained  at  an  adequate  level  to  continue  to  serve 
their  contingencj^-reserve  role  and  their  role  in  helping  to  secure  public  confidence 
in  the  financial  integrity  of  the  program. 

As  I  have  already  mentioned,  the  Administration's  proposal  to  put  a  5  percent 
ceiling  on  this  year's  benefit  increase  would  have  had  a  beneficial  eft'ect  on  the 
short-term  deficit.  We  regret  very  much  the  Congress's  inaction  concerning  it.  We 
are  reluctant  to  put  forward  another  specific  proposal  in  light  of  the  cavaliei- 
disregard  our  most  recent  suggestion  received.  It  may  be  said  that  limiting  benefit 
increases  is  unpopular.  I  can  only  say  that  what  is  even  more  unpopular  is  jeopard- 
izing the  fiscal  integrity  of  the  social  security  system.  I  am  confident  the  members 
of  this  committee  share  this  view. 

Let  us  put  the  issue  quite  plainly.  There  are  only  three  ways  to  maintain  the 
integritjr  of  the  fund.  First,  we  can  increase  revenues  by  raising  the  tax  rate. 
Secondly,  we  can  increase  revenues  by  extending  the  wage  base  on  which  taxes  are 
collected.  Thirdly,  we  can  moderate  the  projected  increases  in  benefits. 

The  Administration's  5  percent  ceiling  was  a  modest  variation  of  the  third 
approach.  The  Congressional  reaction  suggests  to  us  that  it  prefers  some  combi- 
nation of  the  first  and  the  second.  While  we  do  not  have  a  specific  tax  increase 
proposal,  we  would  be  receptive  to  Congressional  initiatives  which  conform  to 
certain  essential  principles.  We  look  forward  to  working  with  the  Conmiittee  and 
will  provide  it  whatever  technical  assistance  we  can  in  this  complex  area. 

The  essential  principles  to  which  any  Congressional  proposal  for  an  increase  in 
social  securitj^  taxes  should  conform  are  as  follows: 

Foremost,  because  of  the  current  state  of  the  economj^,  it  is  our  position  that  no 
tax  increases  or  other  social  securitj^  revenue  producing  measiu'cs  should  be 
adopted  which  affect  calendar  years  1975  or  1976.  In  our  view,  it  is  neither  neces- 
sary nor  wise  to  consider  any  change  in  revenue  development  before  1977.  This 
position  is,  we  believe,  entirelj^  consistent  with  the  previously  adopted  Federal 
policy  calling  for  actions  to  stimulate  the  economy  during  these  j^ears  and  the 
avoidance  of  additional  taxes,  for  whatever  purpose. 

Any  revenue  jDroducing  method  to  be  selected — and,  as  you  know,  there  are 
several  from  which  one  might  make  a  choice — should  avoid  sudden  and  sharp 
rises  in  either  the  tax  rate  or  the  wage  base. 

Whatever  we  do,  it  should  'ic  timed  so  that  the  OASDI  trust  funds  are  not 
allowed  to  fall  to  too  low  a  level  before  additional  revenue  development  is  provided. 
This  is  essential,  we  believe,  if  we  are  to  maintain  public  confidence  in  the  program. 

It  has  been  suggested  tliat  Medicare  income  not  necessarily  required  for  the 
short  term  might  be  used  to  defray  some  of  the  OASDI  rcciuircments.  While  this 
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might  be  a  possible  choice  for  the  very  short  term,  I  would  remind  the  Committee 
that  the  Trustees'  1975  Report  shows  Medicare  trust  funds  as  falling  into  a  deficit 
position  over  the  next  25-year  period.  Thus,  this  choice  should  be  approached  with 
caution. 

As  I  have  alreadj^  said,  it  is  utterlj'-  impractical  to  talk  about  general  fund 
financing  as  a  means  of  solving  the  financing  problem — because  we  simply  do  not 
have  any  general  funds  left.  Instead,  we  have  an  enormous  deficit.  I  will  speak 
more  to  my  concerns  about  general  revenue  financing  in  a  moment. 

First,  permit  me  to  review  quickly  the  dimensions  of  the  short-term  financing 
requirements. 

If  a  straight  tax  increase  were  adopted  as  the  means  of  making  up  the  sort-term 
deficit,  a  total  rate  as  high  as  6.50  percent  would  be  required  by  1978.  This  would 
represent  an  increase  of  .65  percent  of  payroll  over  the  present  1975  rate  of  5.85 
percent,  and  an  increase  of  .45  percent  of  payroll  over  the  1978  rate  of  6.05  peicent 
already  prescrilied  in  law.  These  percentages  are  on  a  combined  basis  and  apply  to 
both  Medicare  and  OASDI.  They  also,  of  course,  apply  to  both  the  employee  and 
the  emploj'er. 

In  considering  wage  base  choices,  there  are  a  number  of  options  availal^le,  but 
all  would  require  fairly  significant  increases  over  the  present  level  of  $14,100.  As 
already  noted,  we  would  caution  against  sudden  and  large  increases  in  the  wage 
base.  We  believe  that  it  is  important  to  synchronize  tax  imposition  on  the  group 
of  wage  earners  that  would  be  most  affected  by  wage  base  changes — and,  for  that 
matter,  tax  imposition  on.  wage  earners  generallj^ — with  the  worker's  capacity  to 
increase  his  productivity  and  increase  his  standard  of  living.  In  other  words,  we 
should  be  careful  not  to  diminish  his  capacity  to  contribute  not  just  to  his  own 
or  his  family's  protection  in  matters  such  as  social  securitj^,  but  we  must  also  be 
concerned  with  his  capacity  to  participate  as  an  important  role  plaj^er  in  the 
economy  generally. 

Because  it  cannot  be  said  too  many  times,  I  would  again  note  that  we  see 
general  revenue  financing  as  an  especially  bad  choice.  This  choice  would  inevitably 
result,  in  our  ojiinion,  in  the  erosion  of  the  earned-right  and  wage-related  principles 
that  are  an  important  part  of  the  basic  social  security  program. 

It  is  our  conclusion  that  it  would  be  only  a  matter  of  time,  following  any  shift 
to  general  revenue  financing  in  -whatever  form  before  social  security  would  be 
converted  from  a  social  insurance  system  whose  benefits  are  available  to  only 
those  who  have  participated  to  a  general  means  tested  income  maintenance  pro- 
gram for  the  elderly.  This  should  not  be  taken  to  imply  a  lack  of  concern  for  the 
income  maintenance  needs  of  the  elderly.  Just  the  opposite  is  true.  We  would 
meet  this  concern  at  this  time  through  the  Supplemental  Security  Income  program 
under  existing  law,  and  in  the  future  through  comprehensive  income  maintenance 
reforms — reforms  that  would  preserve  the  social  security  program  as  a  separate 
earned-right,  earnings-related  social  insurance  program.  The  matter  of  income 
maintenance  reform  is,  of  course,  an  entirely  different  subject,  but  it  is  an  impor- 
tant consideration  in  our  thinking  about  how  to  best  finance  social  security,  both 
in  the  short  and  the  long  term. 

Mr.  Chairman,  that  concludes  my  prepared  statement.  I  would  like  to  thank 
the  Subcommittee  for  this  opportunity  to  present  our  po.sition  on  the  financing 
of  social  security  and  will  be  happy  to  answer  any  questions  you  may  have. 

Mr.  Burke.  Thank  you,  Mr.  Secretar}^ 

You  indicate  in  vour  statement  that  there  is  no  need  to  adjust 
social  security  taxes  in  1975  and  1976  to  meet  the  shortrun  deficit. 

Secretary  Weinberger.  Not  only  no  need,  Mr.  Chairman,  but  it 
is  undesirable  to  do  so  because  we  feel  now  that  the  economy  needs 
the  stimulation  that  is  already  being  provided  and  an  addition  a] 
tax  or  revenue  measure  in  those  2  3^ears  would  have  an  undesirable 
and  possibl}^  depressing  effect. 

We  do  think  there  is  a  need  to  begin  consideration  of  the  problem 
now,  and  a  need  for  action  on  a  proposal  that  would  take  effect  in 
1977. 

Mr.  Burke.  Won't  that  result  in  the  deficit  goins.'  hiiiher? 

Secretary  Weinberger.  It  would  result  in  an  opportunity  to 
correct  the  problem  while  there  is  still  ample  time  to  do  so. 
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The  reserves  that  we  have  in  the  trust  fund  will  decrease  in  these 
years.  They  will  not  become  exhausted  until  1982,  1983,  in  that 
range,  and  therefore  there  is  ample  time  to  take  the  measures  neces- 
sary. We  will  be  delighted  to  work  mth  this  committee  and  the 
Congress  in  developing  measures  to  correct  that  situation  well  before 
there  is  any  thought  of  the  reserves  being  exhausted. 

That  is  why  I  emphasize  at  every  opportunity  that  the  system  is 
completely  sound.  It  does  need  some  work  and  needs  some  problems 
corrected.  While  it  would  be  undesirable  to  put  in  additional  revenue- 
producing  measures  in  the  next  2  j'-ears,  we  should  start  thinking 
about  and  developing  those  measures,  and  they  should  then  be  enacted, 
we  recommend,  to  take  effect  in  1977. 

Mr.  Burke.  This  is  a  surprising  statement.  Of  course,  every 
Member  of  Congress  will  be  happy  to  know  that  he  doesn't  have  to 
vote  for  new  taxes.  I  suppose  the  administration  will  be  happy  to 
know  that  they  don't  have  to  recommend  any  new  taxes  for  the  next 
2  years. 

Do  you  think  this  will  stop  people  from  talking  about  the  large 
deficits? 

Secretary  Weinberger.  Well,  sir,  proportionately  the  deficits 
in  the  social  security  S3^stem  are  not  all  that  large.  I  wish  the  general 
budget  deficit  was  in  the  same  order  of  magnitude.  The  simple  fact 
there  are  deficits  and  that  we  are  drawing  dov^nn  reserves.  That  is 
what  reserves  are  for.  There  is  no  reason  not  to  use  reserves  for  that 
purpose. 

There  are  quite  a  few  reasons  economically  not  to  take  additional 
funds  out  of  the  economy  by  increased  taxation  during  the  next 
couple  of  years. 

That  does  not  mean,  however,  we  do  not  need  to  address  the 
problem.  I  think  that  substantial  confidence  mil  be  given  to  the 
whole  system  when  the  basic  problem  is  sovled. 

I  think  that  it  would  be  wrong  to  put  in  measures  of  this  kind 
effective  before  1977.  By  that  time  we  beheve  the  economy  will  no 
longer  be  in  the  difficult  position  that  it  is  in  now.  Again,  the  need  for 
action  is  not  necessarily  deferred.  What  I  am  talking  about  is  the 
effective  date  of  the  action.  The  effective  date  should  not  be  before 
1977. 

Mr.  Burke.  I  think  it  has  been  the  history  of  the  House  Ways  and 
Means  Committee  in  the  past  to  adjust  the  rates  of  taxes  to  meet 
with  the  outgo  every  year.  We  have  done  that  over  the  years  that  I 
have  been  on  the  committee. 

It  is  only  recently,  since  the  enactment  of  the  automatic  cost-of- 
living  increase,  that  there  is  no  provision  made  for  raising  taxes  neces- 
sary to  pay  for  the  money  that  is  outgoing. 

If  we  have  a  $3  billion  deficit  this  jesiT,  as  predicted  by  the  Com- 
missioner, I  believe,  and  a  larger  deficit  next  year,  and  then  we  are 
going  to  deal  with  it  in  1977,  I  know  that  is  a  popular  thing  to  do  with 
everybody.  Everybody  would  like  to  be  able  to  tell  the  people:  "We 
are  going  to  reduce  your  taxes  and  increase  your  benefits." 

Secretary  Weinberger.  We  don't  recommend  either  course,  Mr. 
Chairman. 

Mr.  Burke.  The  law  as  written  provides  the  cost-of-living  increase 
next  year,  and  you  have  that  increase  on  top  of  the  increase  that  was 
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granted  this  year  under  the  law.  Yet  we  have  the  administration  saying 
that  there  is  no  need  for  anv  taxes  at  this  time. 

Secretary  Weinberger.  The  administration  proposed  a  course 
that  would  have  greatly  mitigated  the  problem.  We  proposed  a  5 
percent  limitation  on  the  increase.  It  is  symptomatic  of  the  times 
that  it  has  been  characterized  as  a  5  percent  cut  in  benefits.  What  it 
was  was  a  5  percent  increase  on  top  of  an  increase  of  nearly  70  per- 
cent in  the  last  5  years,  or  so,  and  the  Congress  did  not  take  action 
on  it.  I  ver}-  much  regret  that.  Had  you  done  so,  that  would  have 
mitigated  the  problem  very  substantially  and  would  have  removed 
the  deficit  this  3^ear.  There  is  still  time  to  do  that. 

Mr.  Burke.  You  know,  Mr.  Secretar3^,  I  would  like  to  agree  with 
you,  but  I  don't  think  anybody  dowTi  at  the  White  House  expected 
that  to  take  place. 

Secretar}^  Weinberger.  Well, 

Mr.  Burke.  We  didn't  have  one  member  of  the  subcommittee  or 
the  Ways  and  Means  Committee,  on  either  side,  who  proposed  that. 
We  didn't  have  a  member  on  the  minority  side  of  the  House  who 
proposed  it.  No  one  picked  the  ball  up  and  carried  it  for  you.  It  just 
died  the  day  it  went  out. 

As  I  sa}'',  I  think  we  ought  to  forget  about  the  past.  There  have 
been  a  lot  of  mistakes  made  in  the  past.  I  think  what  we  have  to  do 
is  look  to  the  future.  We  have  to. 

Secretary  Weinberger.  I  agree.  Our  statement  is  focused  that  way. 
That  is  why  I  referred  to  the  congressional  treatment  of  that  proposal 
as  cavalier  because  it  did  not  get  any  consideration.  I  was  with  the 
President  when  he  decided  that  that  was  what  should  be  done,  and  I 
think  he  intended  that  ver}^  seriously  and  was  very  hopeful  that  it 
would  be  enacted.  As  I  say,  there  is  still  time  to  do  it.  Because  the  Con- 
gress has  not  enacted  it, 'we  are  proceeding  to  get  ready  for  the  in- 
crease that  is  required  under  the.  law,, but  we,  still  urge  that  the  law  be 
changed  so  that  that  increase  be  limited  to  5  percent,  and  that  would 
eliminate  the  deficit  this  year.  '   ,        v  .^  \ 

Mr.  Burke,  You  can't  take  something  away  from  people  ^dnce  you 
give  it  to  them.  That,  wjas  the  mistake  that  they  made^^hen  they 
adopted  the  cost-of-living  increase  and  they  faited  to  provide' any 
taxes  topay  for  those  cost  of  living  increases.    "''"-'"/'      .,.,'; 

Secretary  Weinberger.  I  am  not  arguing  that  poidt.  The  only 
point  I  argue,  Mr,  Chairman,  is  whether  or  not  it  has  been  "given"V^^ 

It  is  not  really  given  until  it  is  in  the  envelopes.  We  recommended'a 
change  in  the  formula  in  January,  and  there  is  still  time  to  enact  it. 
That  is  a  feasible  way  of  dealing  with  the  shortrim  problem. 

Mr.  Burke.  I  am  just  shocked  that  the  admmistration  should  come 
down  here  and  fail  to  make  a  stronger  recommendation  than  they  are 
making  here  toda3^  It  is  going  to  please  every  politician  in  the  Capitol 
and  the  White  House.  I  know  that. 

They  will  find  out  that  they  don't  have  to  recommend  any  adjust- 
ment in  taxes.  I  thmk  that  one  of  our  responsibilities  is  that,  if  vv^e  vote 
for  somethmg,  we  should  have  courage  enough  to  vote  for  the  taxes  to 
pay  for  it. 

Any  demagogue  can  go  out  and  recommend  all  kinds  of  benefits  and 
let  them  go.  This  committee  is  ready  to  follow  the  leadership  of  the 
administration,  if  they  will  come  in  here  and  make  some  recommenda- 
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tions,  but  you  are  not  making  them.  You  are  saying  put  everything  off 
until  1977. 

Secretar}'  Weinberger.  Mr.  Chairman,  if  I  might  make  a  point, 
and  I  don't  want  to  interrupt  you,  the  leadership  in  the  administra- 
tion was  offered.  We  did  say  that  the  way  to  deal  with  this  problem 
this  3'ear  is  to  hold  down  the  benefit  increase. 

Benefits  have  increased  nearl}^  70  percent  over  the  last  5  years.  The 
cost  of  living  has  gone  up  less  than  40  percent  in  that  period.  Benefit 
increases  have  almost  doubled  that.  I  agree  with  everything  you  said. 
We  said  let's  have  5  percent  more  this  A^ear,  rather  than  8  percent, 
and  that  Vv-ould  have  taken  care  of  the  problem  this  year. 

That  was  the  leaciership  we  offered.  Congress  did  not  follow  that. 

It  is  imwise,  economically,  to  have  a  tax  increase  this  year  or  next 
year  because  of  the  state  of  the  economy;  it  is  not  unwise  to  enact 
something,  but  it  is  unwise  to  have  it  take  effect  before  1977.  We 
would  still  recommend  that  you  enact  a  limitation  on  the  benefit 
increase.  Even  with  this  limitation  benefit  increases  will  be  nearly 
double  the  increase  in  the  cost  of  living  in  the  last  5  and  a  half  to  6 
years;  so  no  one  can  say  that  there  has  not  been  sufficient  generositj^ 

As  I  indicated,  there  was  more  than  a  sufficient  increase  in  benefits 
but  because  the  proper  attention  wasn't  paid  tb  the  revenue  side.  We 
say,  if  j^ou  want  to  go  to  a  revenue  increase,  we  would  certainly  wor*k 
with  you  and  give  you  every  assistance.  But  we  feel,  frankh',  that 
having  sent  a  proposal  up  that  was  treated  so  cavalierly  that  it  was 
not  even  introduced,  the  next  stage  is  one  in  which  we  can  do  no 
more  than  participate,  general!}^,  with  you  in  the  form  of  trying  to 
assist  j'^ou  in  developing  a  tax  increase. 

Mr.  CoNABLE.  Fortunately,  Mr.  Chairman,  we  are  not  dependent 
on  administration  leadership  here.  We  can  go  ahead  and  raise  the 
taxes  if  that  is  what  you  want  to  do. 

Mr.  Burke.  I  think  it  is  incumbent  upon  us  to  stabilize  the  social 
security  trust  fund,  and  I  don't  think  we  can  put  it  off  until  1977. 
after  the  1976  election. 

Mr.  CoNABLE.  I  am  not  disagreeing  with  3^ou,  Mr.  Chairman. 

Mr.  Burke.  It  has  been  proposed  that  we  forget  it  until  1977. 

Secretary  Weinberger.  No,  sir,  Mr.  Chairman.  We  are  not  sa3'ing 
postpone  your  action.  We  say  make  the  effective  date  of  any  action 
you  take  1977.  The  reason  we  say  that  is  that  we  think  it  would  be 
wrong  from  the  point  of  view  of  the  economy  to  take  more  m.onej^  out 
of  the  economy  for  reserve  purposes  at  a  time  when  all  of  us — and 
the  Congress  more  so  than  the  administration— are  trying  to  stimu- 
late the  economy. 

Mr.  Karth.  May  I  ask,  Mr.  Secretary,  what  is  your  outlook  on  the 
economy  in  1976?  Are  3^ou  saying  we  are  going  to  have  a  bad  economy 
or  a  good  one  in  1975? 

Secretary  Weinberger.  I  follow,  basically,  the  esthnate  that  all  of 
the  economists  that  the  administration  has  assembled  believe  with  a 
singular  degree  of  unanimity,  and  that  is  that,  probably,  the  next  few 
months  should  see  the  bottoming  of  this  situation  and  there  should  be 
a  fairly  steady  and,  we  hope,  not  too  precipitous,  improvement,  or 
increase,  in  the  rate  of  activity  of  the  economy,  because  we  don't  want 
to  get  back  into  inflation  again.  This  should  run  through  1975  and 
continue  on  through  1976,  but  we  don't  believe  that  that  process 
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should  be  tampered  with  by  a  tax  increase  that  would  be  effective 
before  1977._ 

We  do  think  the  committee  should  address  the  problem  and  that 
whatever  action  is  taken  should  be  eflective  in  1977,  unless  you  will 
follow  our  proposal  and  reduce  the  benefit  increase  to  5  percent. 

Mr.  Karth.  If  you  are  concerned  about  the  econom}^  moving  up- 
ward in  1976,  won't  this  have  the  effect  of  making  the  tax  increase 
effective  in  1976? 

Secretary  Weinberger.  I  am  talking  about  1977. 

Mr.  Karth.  You  are  right.  1977— won't  that  help  subdue  inflation? 

Secretar}'  Weinberger.  I  don't  think  so,  when  you  look  at  the 
degree  of  stimulation  in  there  and  the  fact  that  some  of  the  economic 
predictions  have  come  out  in  the  precise  months  that  were  given  in 
the  previous  year.  I  think  1975  and  1976  should  be  a  time  when  we 
don't  do  anything  to  depress  the  econoniA'. 

Mr.  Karth.  You  said  that  we  don't  want  to  move  upward  in  1976. 
I  sa}^  this  might  assist  you  in  that  regard  if  you  had  a  tax  increase 
going  into  effect  in  1976. 

Secretary  Weinberger.  I  think  that  there  will  be  no  need  for  any 
depressant  measures  wdiatever  in  1976.  However,  I  think  that  by  1977 
we  will  want  to  be  very  sure  we  don't  get  back  into  another  inflationary 
cycle. 

I  think,  if  we  put  in  any  kind  of  tax  increase 

Mr.  Karth.  Mr.  Secretary,  j'ou  are  not  confident  of  economic 
recovery  in  1976  are  jou'! 

Secretary  Weinberger.  I  have  no  crystal  ball.  We  do  have  the 
basic  idea  that  with  the  measures  that  have  been  taken  and  that  are 
about  to  be  taken  that  we  would  have  the  steadily  improving  situation 
in  1976.  We  don't  think  this  should  be  tampered  with  or  injured  by  a 
tax. 

Mt.  Karth.  What  if  Congress  doesn't  take  your  advice  as  they 
didn't  take  your  advice  last  3"ear  and  the  5  percent  doesn't  go  into 
effect,  but  the  law  follows  what  we  are  proposing?  Then  what  happens? 

Secretary  Weinberger.  All  our  figures  are  based  on  this  assump- 
tion, and  in  that  case  the  deficit  in  the  present  law  would  be  $3  billion 
in  1975  and  about  $5.8  bilhon  in  1976  and  $5.8  bilKon  in  1977. 

We  think  that  we  should  not  allow  it  to  continue  at  that  rate,  even 
though  we  will  still  have  reserves.  We  call  attention,  again,  to  the  fact 
that  would  be  corrected  in  a  way  that  would  not  depress  the  economy 
b}'  a  modest  limitation  on  the  benefit  increase  when  there  is  still  time. 

Mr.  Jones.  Would  you  yield? 

Mr.  Karth.  I  yield. 

Mr.  Jones.  You  talk  about  this  not  having  a  depressing  effect  on 
the  econoni}-.  When  you  take  this  out  of  the  economy,  it  is  bound  to 
have  a  depressing  effect. 

Secretarv'  Weinberger.  The  $2  billion  is  the  amount  that  is  added 
to  the  deficit  by  the  refusal  of  the  Congress  to  enact  the  five  percent 
limitation. 

Mr.  Karth.  He  is  talking  about  holding  it  at  5  percent  as  opposed 
to  going  to  8  percent.  That  has  a  depressing  eft'ect. 

Secrctarj,^  Weinberger.  No,  that  means  there  is  $2  billion  less 
stimulation. 
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Mr.  Burke.  Under  the  S-minute  rule,  I  think,  we  will  have  to  recog- 
nize the  members. 

Mr.  Archer.  May  we  go  in  and  vote? 

Mr.  Burke.  We  will  go  in  and  vote,  and  Mr.  Archer  will  be  recog- 
nized first. 

[A  recess  was  taken.] 

Mr.  Burke.  Mr.  Archer  is  recognized. 

]\Ir.  Archer.  Mr.  Secretary,  I  want  to  compliment  you  on  a  very 
prudent  statement.  I  do  wish  that  it  had  a  little  bit  more  jflesh  on  the 
bones  today  with  respect  to  some  of  the  decoupling  recommendations 
that  you  say  you  are  working  on.  I  think  that  is  important  for  us  to 
have  that  recommendation. 

I  do  want  to  ask  you  about  some  fourth  and  fifth  and  sixth  alterna- 
tives. You  say  there  are  onl}^  three.  I  think  there  may  be  others. 

I  would  like  to  say,  quickh^,  to  you  that  I  believe  there  has  been  a 
little  political  gamesmanship  going  on  vv^ith  you  earlier  this  m.orning.  I 
don't  for  1  minute,  believe  that  this  Congress  is  gomg  to  abandon  its 
operating  procedure  of  increasing  benefits  in  an  election  year  and  wait- 
ing to  put  the  taxes  on  in  the  year  after  the  election  year.  You  would 
tend  to  think,  from  some  of  the  comments  made  earlier  this  morning 
that,  this  is  what  the  Congress  procedure  is  and  that  it  is  only  the 
administration  that  wants  them,  to  abandon  that. 

Secretary  Weinberger.  I  was  puzzled. 

Mr.  Archer.  We  know  that  if  you  had  recommended  a  tax  in  1976 
you  vrould  have  borne  the  brunt  of  it  in  a  politicalyear,  but  they  would 
never  have  enacted  it  until  1977  anyhow. 

V  I  think  we  have  to  dismiss  some  of  this  give  and  take  as  a  little 
political  gamesmanship  tliat  has  occurred. earlier  this  morning.  Since 
Commissioner  Cardwell  is  here  with  you  today,,  perhaps  my  first 
question  should  be  directed  to  him.  I  am  curious  about  why  the  advice 
that  we  got  from  the  actuaries  m  1973,  2  years  after  the  census  of 
il970,  did  jiot  show  the  dcHipgraphic  changes  th3>t  you  mentioned,  in 
your  statement.  ''':'.■[■'-  <-;■:         .v'  !';':![-7 -v/"*!!';''!  v,v, '■■!!' ^m' , '-^"'f;  ; 

We  were  told  hj  the  actuaries  then  that  there  would  be  only  a 
minus  0,5  percent  deficit.  That  was  too  much  as  it  was— don't  mis- 
understand when  I  say  "only."  ,  . 

Nevertheless,  the  actuaries  told  us  that  there  would  be  a  minus  0.5 
percent  deficit  in  the  payroll  in  1973  and  now  they  come  back  and  there 
are  these  tremendous  demographic  changes  as  a  result  of  the  1970 
census.  Why  didn't  they  have  that  in  1973? 

Secretary  Wetneerger.  I  can  onl}'"  guess  what  was  inside  the 
actuarial  minds.  Let  me  give  you  a  short  try. 

There  were  other  factors  besides  the  demographic  factors  that  were 
involved,  but  demographic  was  very  big  in  the  long  range.  I  think 
there  was  not  any  feeling  of  certainty  regarding  the  demographic 
trends.  I  use  "certainty"  as  a  completely  relative  term. 

We  are  talldng  about  a  75-year  prediction.  I  think  they  didn't 
have  any  feeling  that  they  were  in  a  position  to  say  that  the  population 
trend,  which  was  then  becommg  ajjparent,  would  be  in  any  sense  a 
permanent  or  fixed  trend.  Rather  than  assume  that,  they  went  back 
and  used  more  general  averages. 

I  think,  now,  it  does  seem  that  that  trend  may  well  continue  out 
into  the  future.  The  zero  population  growth  people  have  done  their 
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work  well,  and  there  is  a  general  feeling,  and  certainly  I  encountered 
it  when  I  headed  our  delegation  to  the  Population  Conference  in 
Bucharest,  that  the  population  in  the  United  States  is  very  likely 
going  to  remain  on  a  path  that  will  run  down  this  particular  avenue. 

The  actuaries  can  certainly  speak  for  themselves,  but  that  is  ni}'- 
im.pression;  they  weren't  quite  sure  enough,  at  that  time,  or  didn't 
feel  any  degree  of  certamty  to  be  able  to  say  that  that  demographic 
trend  was  going  to  continue.  It  is  a  major  trend.  It  does  not  manifest 
itself  until  somewhere  in  tlie  area  of  2010  or  2013,  because  it  is  about 
at  that  point  that  the  number  of  meinbers  of  the  work  force  relative 
to  the  number  of  the  retired  group  changes  so  very  dramatically. 
.,  But  there  are  a  lot  of  other  factors.  The  benefits  wei'e  increased 

substantially >  ,..    >  ......  i;    :.'-    ;    icv-^:'/!  ,  vro'rrri 

Mr.  Archer.  I  understand  that,  t  was  making  my  question 
specifically  at  that  one  point,  and  I  would  say  that,  in  response  to  your 
comment,  that  if  that  is  the  situation,  then  why  did  you  not  say  that 
these  demographic  changes  and  the  revised  projections  have  occurred 
as  a  result  of  data  accumulated  subsequent  to  the  .1970  census  rather 
than  data,  based  on  the  1970  census,  because  that  was  all  available  in 
1973?         )  .  ■  •  r>v  ...•,•,,/...  ..',.,n 

f"  Secretary  Weinberger.  It  was.  It  is  how  you  interpret  that. 

Mr.  Cardwell.  I  v/ould  like  to  talk  for  the  record,  first  of  all,  about 
the  considerations  you  referred  to  in  the  fall  of  1973. 

Your  question  is  why,  as  of  the  fall  of  1973,  did  we  not  have  long- 
range  demographic  projections  based  on  the  1970  census. 

I  asked  that  question  in  May  1974,  when  the  trustees  report  for 
that  year  made  the  disclosure  that  we  are  now  talking  about.  The 
disclosure  was  made  a  ^''ear  ago. 

The  answer  is  that  demographers,  themselves,  had  not  reached 
their  conclusion  resulting  from  the  1970  data  as  of  the  fall  of  1973. 
They  had,  however,  by  the  spring  of  1974,  and  at  that  time  these 
conclusions  were  introduced  and  the  deficit  that  was  forecast  a  year 
ago,  and  published  in  the  trustees  report  in  May  1974,  raised  this  very 
issue. 

Mr.  Archer.  You  mentioned  that  there  has  been  a  70-percent 
increase  in  benefits  in  the  last  5  years.  Do  3^ou  have  the  corresponding 
increase  in  the  CPI? 

Secretary  Weinberger.  It  is  roughly  about  40  percent.  So  that  it 
isn't  ciuite'^  double,  but  it  is  almost  double  the  cost-of-living  index 
during  that  period. 

Mr.  Archer.  Do  you  have  information  readil}''  available  for  the  5 
years  preceding  the  immediate  last  5  years? 

Secretary  Weinberger.  I  don't  have  it  with  me  this  morning,  but 
we  can  certainly  get  it  for  you. 

Mr.  Archer.  Comparing  the  benefit  increases  to  the  CPI  increase? 

Secretary  Weinberger.  I  would  venture  to  guess,  Congressnian 
Archer,  that  it  was  nothing  like  that,  that  during  that_5-year  pei^iod 
the  benefit  increases  were  quite  unprecedented.  Commissioner  Card- 
well  can  get  the  exact  figures. 

[The  information  follows :] 

Reqent  Increases  in  the  CPI  and  in  Social  Security  Benefits 

Over  the  last  15  years  (from  January  1970  through  January  1975),  social  security 
benefits  have  been  increased  across-the-board  by  GS.5  percent.  This  compares  to 
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a  37.8  percent  increase  in  the  cost  of  living  as  measured  by  the  Consumer  Price 
Index.  Benefits  were  increased  by  15  percent  beginning  Januarjr  1970,  10  percent 
beginning  January  1971,  20  percent  beginning  September  1972  and  11  percent 
beginning  June  1974.  The  CPI  increased  from  113.3  in  January  1970  to  156.1  in 
Januarj'^  1975. 

Over  the  preceding  5  years  (from  January  1966  to  January  1970),  both  social 
security  benefits  and  the  cost  of  living  (as  measured  by  the  Consumer  Price 
Index)  increased  by  20.9  percent.  Benefits  were  increased  by  7  percent  beginning 
January  1965  and  by  13  percent  beginning  February  1968.  The  CPI  increased 
from  93.7  in  January  1965  to  113.3  in  January  1970. 

Mr.  Archer.  Do  you  have  any  rough  approximation  of  what  it 
would  have  been  for  the  preceding  5  years? 

Mr.  Cardwell.  No,  sir,  I  don't  have  that  -with  me  today. 

Mr.  Archer.  What  woidd  be  your  viewpoint  -with  respect  to  the 
recommendation  that  Professor  Feldstein  made  to  us  that  we  ought 
to  create  a  capital  fund  in  the  social  security  system  so  that  we  can 
level  out  in  effect  the  percentage  of  payroll  that  is  going  to  have  to  be 
put  into  the  fund  between  this  generation  and  the  next  generation 
and  the  generation  thereafter? 

We  are  talking  now  about  putting  in  11  to  12  percent  and  maybe 
13  percent  if  we  go  to  an  increase  in  the  payroll  tax,  whereas  down  the 
line,  as  I  understand  it,  future  generations  are  going  to  be  faced  with 
perhaps  22  or  23  percent  of  paAToll  in  order  to  meet  the  requirements 
of  the  fund. 

He  has  recommended  that  we  be  fair  with  future  generations  and 
pay  an  equal  percentage  of  our  total  payroll  today  that  we  are  in 
effect  passing  on  to  them  in  the  future  and  level  it  out  in  effect  over 
the  next  75  years. 

W^hat  would  be  your  position  on  that? 

Secretar}'-  Weinberger.  My  position  on  that  is  that  it  probably 
has  some  theoretical  advantages  to  consider  but  that  practically 
speaking  we  simply  cannot  tie  up  that  amount  of  capital  these  days 
when  we  have  a  deficit  of  $60  billion  to  $70  billion,  and  in  my  view 
shall  subsequently  need  more  private  capital  invested  in  job-producing 
enterprises.  I  can't  see  any  way  in  which  we  could  justify  taking  that 
much  capital  out  of  the  availabilit}^  for  job-producing  activities. 

I  do  concur  in  your  concern  about  a  high  payroll  tax,  and  there  are 
two  points  I  think  we  should  make.  One  is  that  it  is  essential  to  enact 
decoupling  and,  commenting  on  your  statement  a  moment  ago,  there 
will  be  no  reason  for  Congress  to  fear  that  we  will  delay  them  at  all 
in  the  consideration  of  that. 

We  will  have  a  very  specific  proposal  on  that,  and  the  President 
has  endorsed  the  whole  idea.  It  is  a  complex  matter,  but  it  realh^  has 
to  be  done.  That  mil  solve  a  good  part  of  the  problem. 

I  do  think  we  have  to  avoid  these  very  large  benefit  increases,  far 
above  the  cost  of  living,  which  you  spoke  of  because  this  ^all  throw 
the  w^hole  system  out  of  kilter. 

A  lot  of  people  have  not  considered  one  thing,  which  is  the  effect  of 
tljie  very  high  payroll  tax — 12  percent  is  very  high  in  ni}^  opinion.  If 
you  go  up  into  the  18  and  20  percent,  as  you  could  very  easily  do,  if 
all  you  are  interested  in  is  just  benefit  increases  on  a  regular  basis  way 
beyond  the  cost  of  living  and  using  Social  Security  for  a  kind  of  public 
welfare  program,  then  you  put  a  strong  deterrent  on  employment.  An 
employer  will  have  every  inducement  to  tr}^  to  avoid  any  kind  of 
labor-intensive  acti\aty  if  the  pa3-roll  tax  is  around  20  percent.  That 
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will  affect  most  adversely  and  most  quickl}^  the  people  for  whom  it  is 
hardest  to  secure  employment,  people  of  low  income  and  basically 
unskilled  in  imskilled  jobs. 

So  that  on  every  count  that  Is  one  of  the  reasons  I  fought  so  hard 
and  continue  to  fight  so  hard  against  any  kind  of  health  insurance 
scheme  based  on  a  step  increase  in  social  security  payroll  taxes. 

]\Ir.  Archer.  Mr.  Secretary,  Professor  Feldstein's  projections  show 
that  this  capital  fund  would  increase  the  available  amount  of  capital 
in  this  country  rather  than  reduce  it.  You  liave  said  that  you  were 
concerned  about  it  because  it  would  reduce  the  available  capital. 
His  projections  show  that  it  would  increase  the  available  capital  in 
the  piivate  sector. 

I  suggest  that  your  peopl-e  analj'^ze  that  carefully.  I  would  like  tp 
get  a  report  from  you  on  it  because  you  are  at  odds  with  his  projection. 

Secretary  Weinberger.  We  certainly  will  look  at  it  that  way.  I 
am  not  sufficiently  familiar  with  the  details  of  his  proposal  to  be 
helpful  to  the  committee  this  morning  on  it,  but  I  do  worry  about 
the  additions  to  the  public  sector  that  are  requned  by  the  very 
heavy  public  financing  and  public  expenditure  requirements. 

We  are  now  well  over  36  percent  or  37  percent  of  the  whole  GNP 
gomg  to  Government,  and  that  worries  me  because  I  tliink  it  is  those 
trend  increases  which  diminish  the  amount  of  capital  that  is  available 
for  job-producing  investment  in  the  private  sector. 

[The  anal3'sis  and  report  follow :] 

The  Secretary  of  Health,  Education,  and  Welfare, 

Washington,  D.C.,  July  17,  1975. 
IMemorandum  for  the  record. 
Subject:  Possible  impact  for  Reserve  financing  of  the  Social  Security  Sj'stem, 

In  my  opinion,  it  is  extremely  difficult,  if  not  impossible,  for  one  to  conie  to  a 
definitive  conclusion  as  to  whether  or  not  reserve  financing  of  social  securitj^ 
would  lead  to  greater  capital  development  than  can  be  accumulated  imder  the 
present  pay-as-you-go  method  of  finance.  My  first  concern  with  the  proposition 
stems  from  the  fact  that  in  order  to  move  from  pa5'-as-you-go  to  partial-  or  full- 
reserve  financing,  sizable  increases  in  the  social  securitj-  contributions  paid  by 
employees,  employers,  and  the  self-employed  would  be  necessary.  The  imposition 
of  such  increases  in,  say,  1976  would  reduce  personal  disposable  income  and 
thereby,  further  depress  an  alreadj^  v/eak  economy.  At  the  very  least,  a  large 
increase  in  social  security  taxes  in  1976  would  tend  to  offset  the  economic  ad- 
vantages gained  by  the  reductions  in  Federal  income  taxes  that  were  enacted 
earlier  this  year. 

In  the  context  of  the  intermediate  and  longer  term  effects  of  partial-  or  full- 
reserve  financing  of  the  social  security  system,  assuming  full  employment  is  main- 
tained, reserve  financing  of  the  social  security  system  could  lead  to  a  larger  accumu- 
lation of  capital  than  under  the  current  pa3'-as-you-go  system.  However,  a  larger 
capital  stock  would  not  be  assured  under  reserve  financing  of  social  security.  The 
trust  fimd  balances  might  be  borrowed  by  the  government  to  finance  new  and 
expanded  governmental  programs  instead  of  bemg  used  to  reduce  the  amount  of 
government  debt  held  by  the  private  sector,  as  envisaged  by  Professor  Feldstein. 
If  reserve  financing  led  to  increased  non-social  security"  expenditures,  and  I  believe 
this  is  clearly  within  the  rea,lm  of  possibihtj^,  it  is  unlikely  that  the  capital  stock 
would  be  larger  under  reserve  financing  than  under  pay-as-you-go  financing.  In 
addition,  the"  annual  increases  in  social  security  revenues  might  well  be  used  to 
finance  increased  social  security  benefits,  and  the  trust  funds  might,  in  practice, 
never  be  allowed  to  accumulate  substantial  reserves. 

Exiclosed,  for  inclusion  at  this  point  in  the  record,  is  a  general  statement 
prepared  bj^  the  Social  Security  Administration  concerning  work  they  are  doing 
with  regard  to  questions  Professor  Feldstein  has  raised  and  general  questions 
concerning  some  of  his  conslusions. 

Caspar  W.  Weinberger,^ 

Secretary. 

Enclosure. 


Statement  by  Social  Security  Administration  Concerning  Proposal  by 
Professor  Martin  Feldstein  for  Full  or  Substantial  Funding  of  the 
Social  Security  Program 

Martin  Feldstein  has  published  several  studies  which  explore  the  relationship 
between  social  security  and  capital  formation.  The  main  thrust  of  these  studies 
s  that  social  security  has  reduced  personal  savings  substantially  and  thus  has 
nhibited  capital  formation.  We  are  currently  engaged  in  testing  within  the 
empirical  framev/ork  used  by  Feldstein  to  study  the  imjiact  of  social  security 
on  personal  savings.  This  work  is  an  attempt  to  validate  his  findings  with  regard 
to  the  magnitude  of  the  reduction  in  savings  that  he  attributes  to  the  introduction 
of  socini  seeuritjr. 

In  addition  to  this  work  within  the  Feldstein  framework,  we  expect  to  explore 
the  interrelated  effects  of  savings  decisions  and  'v\'ork  effort  as  affected  by  social 
security  at  the  macro-economic  level.  We  also  plan  to  validate  and  extend 
Feldstein's  research  based  on  aggregate  cross-country  data.    ■'    ,'.  ■         -:'.i>,;  " 

We  should  make  it  clear  that  because  social  security  coverage  is  almost  uni- 
versal, it  is  not  possible  to  test  directly  the  influence  of  social  security  at  the 
individual  level  (i.e.,  no  reasonably  similar  control  group  can  be  established). 
Nonetheless,  we  believe  that  a  bette-r  understanding  of  the  individual's  saving 
behavior  would  provide  clues  to  the  influence  of  social  security  on  saving.  However, 
with  present  resource  limitations,  the  cost  of  developing  the  necessary  data  base 
precludes  anj^  immediate  plans  for  a  study  of  this  issue. 

As  regards  Feldstein's  anal^^sis  per  se,  the  following  points  should  be  raised 
concerning  their  implications  for  future  social  security  policy.  Most  of  these 
points  v/ill  be  covered  in  more  detail  in  a  forthcoming  article  in  the  Social  c>ecuriiy 
Bulletin  (July  issue) . 

1.  The  statistical  evidence  presented  by  Feldstein  suggests  that  social  security 
reduces  savings.  However,  we  have  serious  questions  as  to  whether  the  size  of  the 
reduction  is  as  large  as  bis  results  indicate.  We  are  pursuing  several  technical 
questions  related  to  his  statistical  work  at  the  present  time.  Until  this  work  is 
completed,  we  Avould  caution  that  Feldstein  may  overstate  the  impact  of  social 
securit}-  on  savings. 

2.  Feldstein's  basic  argiunent  hinges  on  the  notion  that  workers  are  able  to  per- 
ceive and  also  incorporate  their  expected  retirement  benefits  into  their  current 
consumption  behavior.  We  know  of  no  evidence  which  indicates  the  degree  to 
which  this  actually  happens. 

3.  However,  even  if  saving  has  been  significantly  reduced,  this  is  not  necessarily 
inconsistent  with  the  goals  on  our  societj'.  For  instance,  Ave  as  a  society  may  Avell 
prefer  more  current  consumption  (in  the  form  of  supjjort  for  the  aged  popidation) 
to  more  capital  formation. 

4.  If  social  security  Avere  to  go  to  a  reserve  fund  form  of  financing,  the  problems 
associated  Avith  that  decision  should  be  made  clear.  For  this  kind  of  sj'stem  to 
Avork,  as  Feldstein  describes  it,  requires  (a)  government  policies  Avhich  consistently 
maintain  full  employment;  (b)  a  Avillingness  to  accept  Federal  Government  oAvner- 
ship  of  State  and  local  securities  and  certain  kinds  of  private  securities;  and  (c)  a 
willingness  by  the  current  generation  of  workers  to  accept  substantial  short-term 
increases  in  the  payroll  tax  rate  in  order  to  loAA'er  taxes  for  future  generations  of 
Avorkers.  GiA'en  that  there  are  alternative  policies  to  reserve  funding  Avhich  Avill 
stimulate  capital  formation,  the  need  to  use  the  social  security  system  to  serve 
that  function  is  not  at  all  clear. 

5.  We  are  quite  skeptical  that  in  the  absence  of  social  securitj',  households 
would  haA^e  voluntarily  accuniulated  additional  Avealth  in  the  amount  of  $2 
trillion  as  Feldstein  ssscrts.  If,  on  the  other  hand,  he  means  that  the  system  should 
have  been  funded  historically,  we  should  note  that  substantially  higher  contribu- 
tion rates  would  have  been  required  and  that  financing  of  "past  service  credits" 
of  older  participants  Avoidd  have  required  additional  taxes — paj^roll  or  general 
rcA'^enue. 

6.  It  is  not  possible  to  determine  Avhether  it  would  be  more  fair  to  increase 
payroll  taxes  of  the  current  generation  so  that  future  generations  would  liaA'e 
loAver  tax  rates.  Hoav  does  one  compare  the  welfare  of  generations  separated  by  a 
half-century?  In  all  likelihood,  future  generations  Avill  be  richer  than  Ave  are  and 
therefore  haA'e  more  ability  to  pay  higher  tax  rates.  The  demographic  pattern 
that  results  in  a  higher  ratio  of  old  persons  to  Avorkers  also  implies  a  loAver  ratio 
of  children  to  workers.  The  fiscal  effort  to  support  the  young  should  therefore 
be  loAver. 
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The  fairness  argument  can  be  applied  with  equal  vigor  to  the  comparison  of 
the  present  generation  with  earlier  generation  social  security  participants.  Workers 
today  are  paying  substantially  higher  taxes  for  longer  periods  than  did  eaiiier 
generations.  As  noted,  we  ma3'-  view  the  contributions  of  cvirrent  workers  as 
financing  "past  service  credits"  of  older  workers.  It  would  hardly  seem  fair  to 
current  workers  whose  contributions  are  being  used  to  finance  current  benefits 
to  have  the  tax  rate  raised  to  reduce  the  burden  of  later  generations. 

Mr.  Archer.  I  assume  that  you  are  opposed  to  paying  for  medicare 
out  of  general  revenue,  which  is  one  of  the  recommendations  of  the 
Advisory  Council? 

Secretary  Weinberger.  Yes,  sir. 

Mr.  Archer.  Wliat  about  a  fourth  and  fifth  alternative  of  excising 
from  the  social  security  program  those  payments  which,  in  effect,  are 
welfare,  which  are  not  earned  as  a  matter  of  right  relative  to  the  pre- 
mium paid  in? 

Secretary  Weinberger.  What  are  those  specifically? 

Mr.  Archer,  The  minimum  benefit  schedule,  for  example,  is  one. 
Another  is,  I  am  told,  the  survivor's  benefits,  the  disability  benefits, 
to  rework  all  of  those  so  that  they  will  relate  to  the  premium  paid  in  as 
a  matter  of  earned  right  and  then  take  the  other  part  and  thi'ough  an 
SSI-type  program  let  this  come  out  of  general  revenue. 

That  would  reduce  the  tremendous  amount  of  load  on  the  fund. 
What  would  be  your  reaction  to  that? 

Secretary  Weinberger,  My  immediate  reaction,  if  you  are  talking 
about  it  this  year,  is  that  we  don't  have  any  general  fund  left.  There  are 
no  general  revenues  available  for  any  purpose  except  to  add  to  the 
deficit. 

If  you  are  talking  in  the  long  range,  I  have  a  much  better  plan.  That 
would  be  basically  to  ehminate  a  great  many  of  the  existing  cate- 
gorical public  assistance  welfare  programs,  not  create  any  more,  not 
shift  the  funding,  but  eliminate  and  substitute  a  straight  cash  grant 
based  on  need. 

Mr,  Archer.  That  is  a  separate  program.  I  am  talking  about 
revising  the  social  security  benefits  so  that  they  will  be  related  as  a 
matter  of  right  to  the  premium  paid  in, 

Secretar}^  Weinberger,  I  would  not  want  to  do  it  just  by  itself. 
I  would  only  want  to  consider  it  in  a  context  of  a  total  revision  of  the 
pubhc  assistance  program,  which  I  think  sorely  needs  revision. 

Mr,  Burke,  We  will  go  out  and  vote  and  come  right  back. 

[A  recess  was  taken.] 

Mr,  Burke,  Mr,  Archer  is  still  recognized, 

Mr.  Archer.  Mr,  Secretar}^,  as  another  alternative  to  help  to 
spread  out  the  changes  in  the  program  and  the  impact  of  the  costs  of 
those  changes,  what  would  be  your  position  with  respect  to  volun- 
tarily exem.pting  some  of  the  self-emplojmient  groups  inasmuch  as  all 
of  the  self-employment  groups  today  are  a  greater  dram  on  the  fund 
relative  to  the  amount  of  premiums  that  they  pay  in? 

Secretary  Weinberger.  Well,  you  have  a  serious  problem  of 
equity  there,  I  think.  Congressman  Archer,  because  you  should  not 
really  penalize  people  because  they  are  in  self -employment.  As  a  matter 
of  fact,  we  used  to  encourage  that  a  few  years  ago  and  I  tliink  it  is  a 
good  thing  to  encourage.  It  may  be  that  the  rates  need  some  adjust- 
ment because  as  you  know  the  rate  is  an  attempted  combination  of  the 
two  but  I  won't  make  any  kind  of  recommendation  of  that  sort  now. 
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I  think  if  you  took  out  people  in  self-smplojonent  from  the  benefits 
of  the  system  I  would  have  a  very  difiicult  equity  problem  with  that. 

Mr.  Archer.  Even  if  the}'  voluntarily  elected  not  to  participate? 
You  v/oukl  not  be  taking  anythino-  away  from  them  if  they  did  volun- 
tarily decide  to  exempt  themselves. 

Secretary  Weinberger.  You  would  have  some  problems  with  the 
total  base"  that  is  available  for  the  whole  system.  I  think  that  the 
Advisor}^  Council  has  recommended,  as  I  recall  it,  an  increase  in  the 
rate  for  self-employed  people  to  try  to  make  up  for  some  of  the  prob- 
lem to  which  you  have  correctly  referred.  The  voluntary  opting  out  of 
the  sjrstem,  I  think,  has  some  real  problems  because  ofits  effect  on  the 
total  base  structure  that  is  available  for  everybody  in  it. 

Mr.  Archer.  But  relativeh^  the  total  base  would  be  improved 
because  the  Advisory  Council  has  not  recommended  that  the  tax 
rate  be  on  par  with  that  of  the  employer-employee. 

Secretary  Weinberger.  No;  it  shouldn't  be  double. 

Mr.  Archer.  If  it  is  not  on  par  it  is  not  prodacing  the  same  amount 
of  funds  relative  to  benefits  paid  out  that  the  employer-employee  sec- 
tor is. 

Secretary  Weinberger.  I  think  the  original  design  of  the  program 
was  based  on  the  idea  that  it  was  very  desirable  to  encourage  self- 
emplo3anent  and  that  it  was  so  desirable  that  it  wasn't  considered 
proper  to  put  what  would  amount  to  a  penalty  on  it  of  a  double  tax 
simply  because  you  were  self-employed.  I  do  think  that  consideration 
has  to  be  given  to  the  Advisory  Council's  recommendation  that  the 
rate  be  adjusted  to  balance  the  tax  and  benefit  payments  a  little  more 
evenly  than  is  now  the  case. 

Mr.  Archer.  Even  that  would  not  help  the  base,  though.  It  vv^ould 
still  erode  the  base.  Even  their  recommendations  would  still  erode  the 
base  as  far  as  the  availability  of  funds  to  pay  benefits  is  concerned. 

Secretary  Weinberger.  It  would  be  one  of  the  negative  factors  but 
there  are  a  lot  of  positive  factors  and  if  some  of  the  other  recommenda- 
tions we  are  talking  about  are  put  into  effect  your  total  base  would  be 
protected  and  saved. 

Mr.  Archer.  But  the  testimony  we  have,  Mr.  Secretary,  is  that 
even  if  you  raise  the  rates  to  the  level  that  the  Advisory  Council  rec- 
ommended all  of  the  self-employed  groups  will  still  he  a  greater  drain 
on  the  system  than  the  money  that  they  are  paying  into  the  system  so 
that  if  3*^ou  can  exempt  any  one  of  them  you  are  going  to  benefit  the 
soundness  of  the  funding  of  the  system. 

Secretary  Weinberger.  You  might  not,  Congressman  Archer,  if 
you  put  in  an  optional  opting  out  for  the  self-emplo^^ed.  Maiw  might 
not  accept  it  and  the  Congress  might  then  say  that  we  shouldn't 
penalize  those  who  remain  in  and  therefore  we  will  let  the  base  erode 
further  to  take  care  of  those  who  remain  in.  I  have  a  feeling  that  what 
we  have  is  a  pretty  good  basic  structure,  but  I  do  think  the  Advisory 
Council's  recommendation  for  reconsideration  of  the  self-employed 
rate  is  justified  and  ought  to  be  done. 

Mr.  Archer.  ISIr.  Secretary,  we  are  not  on  the  same  track  some- 
where here  be^'.ause  you  keep  saying  that  if  you  let  a  group  out  that  that 
helps  the  funding  of  the  pi-ogranl  and  it  doesn't. 

Secretary  Weinberger.  The  problem,  Congressman,  is  that  you 
won't  let  a  whole  group  out.  You  would  only  let  selected  members  of 
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that  group  out.  In  order  to  make  up  for  the  reduced  base  of  that  group, 
you  might  have  to  erode  the  total  base  even  further.  That  is  the  point 
I  am  trying  to  make. 

If  you  said  no  self-employed  could  join  you  would  have  the  result 
you  are  tpdking-  about  because  they  would  tlien  indeed  all  be  out  but, 
if  you  have  a  "half  and  half  situation,  you  have  fewer  in  that  group 
and  therefore  the  base  would  need  more  making  up. 

Mr.  Caedwell.  The  trade-ofi'  is  between  the  person  wlio  is  employed 
and  the  employer  shares  in  the  tax.  lie  is  in  effect  subsidizing  this 
difference  tliat  you  are  talking  about.  Naturally  there  is  a  trade-off. 

Mr.  ArcherI^  But  the  fact  remains  that  you  are  only  getting  one 
and  a  half  times  as  much  money  into  tlie  fund  for  a  twofold  benefit 
and  anybody  that  3^ou  woidd  let  voiuntaril}^  exempt  hiinself  from  the 
fund  would  be  reducing  the  total  burden  on  the  fund  because  all  of 
it  is  a ctuaril}''  geared  to  a  full  two  participation  rather  than  a  one  and 
a  half. 

It  strikes  me  as  being  strange,  Mr.  Secretary,  that  an  administra- 
tion that  I  tliought  believed  in  voluntarism,  that  3'ou  would  not  say 
that  if  someone  voluntarily  elected  to  exem.pt  himself  that  he  would 
not  injure  tlie  fund.  Because  actuall}"  v;-hat  he  was  paying  in  was  less 
relative  to  the  benefits  that  he  was  paying  out  to  other  people  in  the 
country,  Vvdiy  woidd  you  say  we  won't  let  him  voluntarily  exempt 
himself? 

Secretary  Weinberger.  My  impression  is  that  the  amount  of 
subsidy  that  the  non-self-employed  wage  earner  would  have  to  make 
up  would  be  increased  by  that  procedure.  There  is  a  problem  of 
adverse  selection.  Only  those  sclf-em-ployed  people  who  could  expect 
to  receive  a  high  benefit  relative  to  their  contributions  would  elect  to 
sta}^  in  the  program.  We  do  believe  in  voluntarism  but  the  s^^stem  is 
in  place  and  has  been  in  place  since  1935  and  there  isn't  too  much 
opportunity  to  get  a  voluntary-  aspect  throughout  the  social  security 
system  at  tliis  point  witliout  very  serious  maladjustments  working 
their  vray  rhrough. 

Mr.  Archer. "Thank  you.  Thank  you,  Mr.  Secretary. 

Mr.  Burke.  \lr.  Pickle  is  recognized. 

Mr.  Pickle.  Thank  j^ou,  yir.  Chairman. 

Mr.  Secretary,  good  morning.  When  the  amendments  were  made 
in  the  social  security  law  in  1972  with  respect  to  cost  of  living  increases, 
did  the  administration  recommend  that  or  were  you  opposed  to  those 
cost  of  living  increases? 

Secretary  Weinberger.  No;  the  cost  of  living  amendment  was 
recommended  by  the  administration  for  something  like  2  to  3  years 
before  it  went  in  and  was  recommended  in  lieu  of  the  benefit  increases 
that  came  along. 

Air.  Pickle.  You  recommended  that  we  institute  those  cost  of 
li\Ting  increases? 

Secretary  Weinberger.  In  lieu  of  the  increased  benefits. 

Air.  Pickle.  Now,  you  recommend  putting  a  cap  on  it? 

Secretar}^  Weinberger.  Yes,  because  the  "in  lieu  of"  feature  was 
forgotten  and  we  had  the  cost  of  living  plus  enormous  benefit  increases. 
As  a  matter  of  fact,  the  cost  of  living  provision  was  postponed  be- 
cause legislated  benefit  increases  superseded  the  automatic  adjust- 
ment provisions.  Had  it  not  been  for  those  increases  we  would  have 
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and  Avould  have  recommended  staying  with  the  full  cost-of-living 
increase  this  year. 

This  year  for  fiscal  purposes  we  recommended  a  5-percent  increase, 
not  8  percent. 

Mr.  Pickle.  You  recommend  no  increase  in  taxes  at  this  time? 

Secretary  Weinberger.  Yes,  su'. 

Mr.  Pickle.  I  was  so  much  concerned  that  your  statement  made 
a  very  pointed  reference  to  the  fact  that  the  Congress  had  cavalier 
disregard  about  the  5-percent  cap. 

Secretary  Weinberger.  I  had  reference  to  the  fact  that  the  bill 
wasn't  even  introduced,  Mr.  Pickle.  I  Avould  think  that  is  a  fair 
description  of  it.  We  not  onl}'-  didn't  get  hearings,  we  didn't  have  the 
bill  introduced.  That  certainl}^  bears  out  the  chairman's  statement 
that  no  serious  consideration  was  given  to  it. 

Mr.  Pickle.  Nobod}?^  on  either  side  of  the  aisle  introduced  the  bill? 

Secretary  Weinberger.  That  is  right. 

Mr.  Pickle.  You  are  not  being  partisan? 

Secretaiy  Weinberger.  No,  su\  I  am  uniform  in  my  condemnation. 

Mr.  Pickle.  You  are  recommending  no  increase  in  taxes  because 
the  economy  is  in  such  shape  that  even  though  we  are  facing  big 
deficits  you  don't  want  to  take  that  money  out? 

Secretary  Weinberger.  That  is  right. 

Mr.  Pickle.  One  could  have  the  feeling  that  you  are  more  interested 
in  being  protective  of  the  economy  than  you  are  of  the  solvency  of 
the  trust  fund. 

Secretary  Weinberger.  No,  sir.  The  problem  is  when  should  the 
measures  necessary  be  taken  and  when  should  they  take  effect?  We 
say  the}^  should  take  effect  in  1977  because  that  will  be  plenty  of  time 
to  deal  with  the  diminishing  set  of  reserves. 

There  is  no  statutory  nor  indeed  economically  agreed  upon  amount 
that  the  reserves  have  to  maintain. 

Mr.  Pickle.  Mr.  Secretary,  people  who  have  appeared  before  us, 
trustees,  the  Advisory  Committee,  ha.ve  recommended  either  raising 
the  taxes  or  a  combination  and  to  do  it  within  the  next  year  or  tw^o. 
You  have  come  and  told  us  that  we  need  not  do  anything  until  1977. 

Secretaiy  Weinberger.  All  I  say  is  what  you  do,  which  I  think 
you  should  do  soon,  should  not  be  effective  until  1977. 

Mr.  Pickle.  This  is  1975  so  that  you  are  saying  that  whatever  you 
do  you  postpone  the  effectiveness  of  it  for  2  years? 

Secretary  Weinberger.  Yes,  sh. 

Mr.  Pickle.  It  seems  to  me  that  with  people  m  the  program,  those 
who  are  committed  to  protect  it  such  as  the  trustees  recommending 
quicker  action,  that  you  are  coming  here  and  trjdng  to  tell  us  that 
everything  is  fine.  The  biggest  problem  we  have  at  this  point  perhaps 
is  the  public  confidence  in  the  program.  You  are  telling  us  that  we  have 
no  problem  and  we  don't  have  to  act  effectivel}^  at  least  for  2  more 
years.  I  think  that  is  going  to  give  us  the  feeling  that  we  are  still 
living  in  one  of  these  paradises  and  we  are  on  the  merry-go-round. 

I  don't  understand  how  you  v/ould  come  here  and  attempt  to 
maintain  the  public  confidence  and  tell  us  we  don't  have  to  do  an}'^- 
thing  about  the  fund. 

Secretary  Weinberger.  Let  me  try  to  explain  because  I  am  one  of 
the  trustees  of  the  fund  and  take  those  obligations  extremely  scriouslj^, 
as  I  think  all  trustees  do  and  should. 
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What  I  am  saying  is  one  of  the  things  that  destro5's  public  confidence 
most  is  a  lot  of  unwarranted  nonscientifically  based  statements  or 
cartoons  or  articles  or  speeches  or  anything  else  that  pictures  the 
social  security  as  the  sick  man  of  America  lying  on  an  operating  table. 
All  that  kind  of  business  does  worr}^  the  people. 

Mr.  Pickle.  Are  you  sa^^ing  that  the  people  are  insincere  in  making 
these  statements? 

Secretary  Weinberger.  I  am  saying  they  don't  understand  the 
facts.  The  facts  are  that  what  we  are  talking  about  is  a  diminishing 
reserve.  We  are  not  talking  about  anything  that  is  goin^  to  run  out 
until  1982.  As  a  result,  we  have  time  enough  to  do  this  thing  properly 
and  also  are  fortunate  in  that  we  don't  have  to  have  what  we  do  take 
effect  in  a  year  in  which  it  might  that  will  harm  an  already  weakened 
economy.  That  is  essentially  all  I  am  saying. 

I  think  it  is  very  essential  to  address  the  problem  now.  My  statement 
does  address  the  problem  now.  It  tells  3^ou  one  of  the  tilings  that  we 
still  recommend  strongly  that  v/e  wish  somebody  would  introduce  so 
that  we  could  get  some  hearings  on  it.  That  is  a  limitation  on  the 
amount  of  the  benefit  increase.  That  would  take  care  of  most  of  this 
year's  problems.  We  think  that  it  would  help  greatly  in  the  remaining 
part  of  the  short-term  situation. 

Mr.  Pickle.  What  kind  of  reserve  do  we  have  and  should  we  have? 

Secretary  Weinberger.  We  have  a  reserve  now  that  is  roughly  at 
about,  as  I  recall,  66  percent.  It  diminishes  do\vn  in  1982  to  zero. 
That  means  that  until  1982  even  with  the  predicted  deficits  that  we 
have  you  will  still  have  more  than  enough  to  pay  the  obligations  of  the 
system.  That  is  v/hy  I  say  some  of  the  statements  are  misleading. 

Mr.  Pickle.  Won't  the  disability  fund  run  out  in  about  1979?  You 
talk  of  1982. 

Mr.  Commissioner,  is  that  correct  or  incorrect? 

Mr.  Cardwell.  As  to  the  disability  fund  taken  by  itself,  as  we  have 
explained  to  the  committee  before  we  think  j^ou  can  deal  with  that 
within  the  context  of  the  two  funds  (OAvSI  and  Dl). 

Mr.  Pickle.  That  is  not  all  that  ros}^ 

Secretary  Weinberger.  We  are  saying  you  should  certamly  not 
take  no  action,  certainly  not  overstate  the  problem  and  give  any 
credence  or  encouragement  to  the  people  w^ho  without  proper  know- 
ledge of  the  situation  are  saying  that  the  social  security  system  is  in 
dire  peril.  It  is  not.  It  is  time  to  take  action.  It  is  important  and  very 
fortunate  that  the  action  we  have  to  take  will  not  in  an}^  wa}'  need  to 
be  effective  in  a  year  that  v.ill  injure  the  economy.  That  is  all  we  are 
saying. 

You  have  an  option  which  we  have  proposed  that  has  been  before 
the  Congress  or  before  the  country  since  January  which  would  have 
alleviated  the  problem  this  year  completely  and  it  is  still  not  too  late 
to  deal  with  it. 

Mr.  Pickle.  You  keep  going  back  to  the  5  percent.  That  is  the 
only  thing  you  recommend? 

Secretary  Weinberger.  That  is  what  we  recommend. 

Mr.  Pickle.  You,  the  administration,  and  the  Congress  recom- 
mended this.  You  want  to  take  it  back.  Did  you  ever  give  a  chicken 
a  piece  of  corn  with  a  string  on  it? 

Secretary  Weinberger.  If  I  give  you  a  whole  ear  of  corn,  that  is 
what  the  Congress  did  mth  the  benefits. 
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Air.  Pickle.  You  say  with  the  cost  of  li\dng  3^ou  gave  us  a  whole 
ear  of  corn? 

Secretary  Weinberger.  We  gave  a  70-percent  increase  at  the  time 
when  the  cost  of  Hving  was  going  up  about  40.  The  cost-of-Hving 
adjustments  wdiich  we  contemphited  in  Heu  of  these  very  sharp 
increases  never  had  a  chance  to  take  place. 

Mr.  Pickle.  One  other  question:  If  we  adopted  the  recommenda- 
tion for  decoupling,  w^ouid  that  have  had  any  effect  on  the  short-range 
deficit? 

Secretaiy  Weinberger.  It  would  have  more  effect  on  the  long- 
range.  Long-range  it  would  cut  the  projected 

Air.  Pickle.  Between  now  and  1980  it  would  not  have  much  effect? 

wSecretary  Weinberger.  Not  a  tremendous  amount.  It  would 
have  some.  It  would  be  a  very  important  thing  to  do  because  it  would 
set  the  countiy  straight  on  the  ciesire  of  both  the  Congress  and  the 
administration  to  make  the  system  solvent  and  keep  it  solvent. 

Air.  Pickle.  I  believe  some  witnesses  testified  that  if  we  enacted 
the  decoupling  that  would  clear  our  wdiole  difficulties.  You  are  sa3"ing 
that  is  not  so. 

Secretary  Weinberger.  I  am  saying  that  it  would  have  a  salutary 
effect  on  public  confidence.  Second,  it  Avould  solve  half  of  the  long- 
range  problems  by  itself;  and  third,  it  is  an  equitable,  fair  thing 
to  do  and  we  think  it  should  be  done. 

Air.  Pickle.  I  want  to  conclude.  You  and  I  are  not  getting  very 
far  along  in  agreement.  On  the  reserve  you  say  it  should  be  60  percent? 

Secretary  Weinberger.  No,  sir.  I  didn't  finish  my  answer  to  you. 
I  said  at  the  present  time  it  is  about  66  percent.  There  is  no  statutory 
figure  on  reserve.  A  lot  of  people  say  it  ought  to  be  100  percent.  Aly 
own  feeling  is  that  probably  somewhere  in  the  neighborhood  of  35 
percent  is  an  adequate  level  to  be  sure  that  we  do  have  a  situation 
where  you  have  a  few  years  in  which  3'ou  could  see  that  \ou  are  going 
to  have  to  do  something  to  increase  the  revenues  or  reduce  the  benefits 
or  both  and  therefore  you  have  time. 

I  w^oukl  sa}^  the  tax  rate  would  probably  have  to  be  too  high  to 
build  the  reserves  up  to  100  percent.  Aly  worry,  as  I  mentioned  to 
Congressman  Archer,  is  too  liigh  a  payroll  tax.  I  think  that  has  a  very 
deterring  effect  on  employment. 

Air.  Pickle,  Thank  you.  Air.  Chairman. 

Air.  Burke.  As  I  understand  it,  the  trustees  project  that  the 
deficit  for  1975,  1976,  and  1977  will  be  $14,542  million. 

Secretary  Weinberger.  For  whicli  .3  vears.  Air.  Chairman? 

Air.  Burke.  1975,  1976,  and  1977. 

Secretary  W^einberger.  Our  figures  are  $14.6  billion. 

Air.  Burke.  Do  ycu  think  that  tfiis  should  get  some  attention  this 
year? 

Secretary  Weinberger.  Yes;  I  do  think  so.  I  think  that  attention 
should  be  directed  tow'ard  corrective  measures  that  would  take  effect 
in  1977  because  with  these  figures  you  will  still  have  a  reserve  of  42 
percent.  That,  I  think,  is  an  ample  reserve  left.  We  don't  deplete 
the  reserve  below  42  percent. 

Air.  Burke.  What  kind  of  taxes  are  you  going  to  recommend  for 
1977  that  is  going  to  take  care  of  a  $14  billion  deficit? 
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Secretary  Weinberger.  Tliere  is  a  whole  range  of  different  kinds 
of  options  if  the  Congress  decides  it  wants  to  go  b}^  the  tax  increase 
route.  We  have  proposed  a  different  route.  If  you  want  to  take  some 
of  those  options  we  did  mention  in  the  statement  that  if  you  do  it 
entirely  without  touching  the  base,  if  3^ou  do  it  entirel}^  by  social 
security  tax  rates,  it  will  require  6.5  percent,  each  and  that  M^ould  be 
a  13-percent  payroll  tax  which,  I  think,  is  quite  high. 

ivlr.  Burke.  That  is  going  to  take  care  of  the  $14  billion  deficit? 

Secretary  Weinberger.  It  will  pull  your  reserves  back  up  again 
to  a  point  a  little  above  40  percent.  What  I  think  should  be  under- 
stood, Mr.  Chairman,  is  that  we  have  a  situation  at  the  moment  in 
which  we  have  a  reserve  of  67  percent.  So  what  we  need,  then,  to  do 
is  to  see  how  much  of  that  is  going  to  be  drawn  down  and  5  percent 
of  it  is  going  to  be  drawn  down  in  1  year,  and  3  percent  in  another, 
and  2  percent  in  another,  and  so  on,  and  these  are  the  deficits  you  are 
citing  and  that  is  a  correct  definition. 

When  you  get  tln-ough  with  these  2  years  of  deficit  you  will  still 
have  about  40  percent  reserve.  Under  those  circumstances  we  think 
that  the  system  is  not  in  peril  but  it  is  fully  timed  with  measures 
effective  at  the  time  they  won't  hurt  the  economy. 

Mr.  Burke.  I  think  that  they  predict  that  the  reserves  will  drop 
to  about  $31  billion. 

Secretary  Weinberger.  By  19S0  they  Avill  be  31  percent. 

Mr.  Burke.  What  is  the  cost  to  the  trust  fund  in  the  earning  of 
interest  when  we  drop  from  $67  billion  to  $31  billion  annually?  What 
is  the  loss  of  interest  revenue  to  the  trust  fund? 

Secretary  Weinberger.  They  are  invested  in  Government  bonds 
and  I  think  they  earn  about  7-percent  interest. 

Mr.  Burke.  At  7  percent,  what  would  the  loss  be  for  3  years,  say, 
for  $36  bilhon? 

Secretary  Weinberger.  You  have  to  understand  the  term  "loss." 
It  is  an  intergovernmental  transaction. 

Mr.  Burke.  It  is  a  loss  for  the  trust  fund.  The  trust  fund  doesn't 
earn  that  interest.  When  you  drop  those  reserves  down  to  $31  billion 
it  is  like  having  $100  in  the  bank  and  taking  out  $50  of  the  $100. 
You  earn  less  than  half  the  amount  in  interest  when  you  draw 
out  half  of  your  principal. 

Secretary  Weinberger.  As  j'ou  draw  down  reserves,  obviously 
there  is  less  for  the  other  side  of  the  Government  to  pay  interest  on. 
That  certainly  is  true,  but  that  is  taken  into  account  as  the  total 
projection  of  what  will  be  left  in  the  reserve  and  there  will  still  be  a 
42-percent  reserve  by  1977. 

Mr.  Burke.  You  know  I  am  concerned  about  that  President  who 
comes  into  office  in  January  of  1977. 

Secretary  Weinberger.  We  ah  are. 

Mr.  Burke.  It  will  be  shocking  for  him  to  be  facing  a  $14  billion 

deficit. 

Secretary  Weinberger.  He  won't  be  facing  that,  Mr.  Chairman. 

Mr.  Burke.  You  are  practically  telling  Congress  not  to  enact  any 
taxes.  You  are  asking  Congress  to  enact  a  tax  that  will  take  place 
after  the  elections. 

Secretary  Weinberger.  We  are  asking  Congress  to  do  several 
things,  as  a  matter  of  fact.  One  of  them  is,  first  of  all,  not  to  increase 
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the  total  governmental  deficit  be3"ond  what  it  is,  to  cut  back  on  some 
of  the  proposals  for  doing  that;  second,  in  the  social  security  system, 
to  enact  some  legislation  that  will  take  care  of  the  excess  outgo  that  is 
required  now  because  of  the  increased  benefits  that  have  been  voted. 
We  are  also  saying  please  don't  increase  taxes  in  a  year  when  that  will 
hurt  the  economy,  when  the  econom}^  does  not  and  could  not  really 
stand  a  tax  increase.  That  is  all  we  are  sa3'ing. 

We  are  saying  you  should  address  it  now.  We  are  saying  that  the 
action  that  you  take  should  be  effective  in  1977  when  you  will  not 
injure  the  economy  by  a  tax  increase. 

Mr.  Karth.  Mr.  Chairman. 

Mr.  Burke.  Mr.  Karth. 

Mr.  Karth.  Those  are  very,  very  broad  suggestions.  Mr.  Secretar}^ 
Do  you  have  a  specific  proposal? 

Secretary  Weinberger.  Yes,  we  do. 

Mr.  Karth.  What  is  it? 

Secretary  Weinberger.  We  think  that  jou  should  avoid  the  neces- 
sity for  a  tax  worry  or  a  deficit  worry  this  year  by  a  proposal  which 
will  limit  the  benefit  increases  to  5  percent. 

Mr.  Karth.  If  we  don't  do  something  by  1977,  what  is  your  specific 
recommendation  other  than  the  fact  that  we  shouldn't  increase  bene- 
fits more  than  5  percent? 

Secretary  Weinberger.  Yv^e  made  a  recommendation,  Congressman 
Karth,  that  was  totally  and  completelj^  disregarded  by  the  Congress. 

Mr.  Karth.  You  are  acting  like  a  spoiled  child  who  didn't  get  his 
cand}^.  You  are  saying,  ''Because  we  didn't  get  the  request  we  are 
not  going  to  make  a  proposal."  You  have  a  responsibility  much 
greater  than  that.  You  are  suggesting  that  we  ought  to  have  one 
branch  of  Government,  that  if  we  don't  adopt  exactly  what  you  pro- 
pose you  don't  have  an  alternate  proposal.  I  am  trying  to  understand 
what  you  are  sa3dng. 

Secretary  Weinberger.  There  is  still  ample  time  to  enact  the 
proposal  that  we  introduced  in  January,  if  we  could  get  somebody  to 
introduce  the  bill  and  hold  hearings. 

.Mr.  Karth.  There  are  three  branches.  You  propose  and  we  dispose. 
What  is  your  proposal? 

Secretar}'-  Weinberger.  We  have  made  a  proposal  to  you  which 
we  think  is 

Mr.  Burke.  Mr.  Secretarj-? 

Secretary  W^einberger.  Yes,  sir. 

Mr.  Burke.  Can  you  come  up  with  names  on  the  other  side  of  the 
aisle  who  are  willing  to  sponsor  this  5-percent  cap? 

Secretary  Weinberger.  We  would  need  perhaps  a  month  or  two. 
We  got  it  introduced  in  the  Senate. 

Mr.  Burke.  The  checks  are  already  being  recom.puted.  As  I  under- 
stand it,  the  checks  are  already  being  prepared  to  include  the  S-per- 
cent  increase. 

Secretary  Weinberger.  That  is  not  correct.  These  would  be  the 
July  checks  and  there  is  plenty  of  time  to  stop  them. 

Mr.  Burke.  They  are  in  the  computer,  aren't  they? 

Secretary  Weinberger.  Yes.  But  we  have  several  computers. 

Mr.  Burke.  The  testimonj^  I  had  from  the  administration  is  that 
it  takes  about  6  to  10  weeks  to  even  adjust  the  computer. 
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Secretary  Weinberger.  They  have  been  adjusted. 

Mr.  Burke.  They  have  been  adjusted.  How  long  v.^ill  it  take  them? 

Secretar}'-  Weinberger.  We  have  the  old  adjustments.  All  we  do 
is  pull  out  the  programing  for  the  new  one  and  put  the  old  one  back 
in. 

Mr.  Burke.  You  had  it  already  adjusted  for  5  percent? 

Secretary  Weinberger.  No,  sir.  When  the  Congress  did  not  act 
we  started  making  the  necessary  adjustments  because  we  certainly 
did  not  want  to  be  in  the  position  come  July  1  of  saying  that  we  had 
not  been  able  to  compl}^  with  the  intent  of  Congress. 

Mr.  Burke.  You  keep  saj^ing  the  intent.  It  was  the  law  that  said 
that  the  increase  should  be  made. 

Secretary  Weinberger.  We  asked  that  the  law  be  changed.  When 
it  became  clear  that  the  intent  of  the  Congress  was  not  to  change  the 
law  thus  far  we  got  read}^  to  carry  out  the  intent  b}^  putting  the 
checks  in  envelopes.  There  is  still  time  to  enact  the  5-percent  limita- 
tion on  the  increase. 

Mr.  Burke.  In  other  words,  the  administration  chose  to  avoid  the 
notice  served  b}^  the  535  Members  of  Congress  that  there  was  no  sup- 
port for  the  5  percent.  I  didn't  hear  one  voice  over  here,  believe  me. 

Secretary  Weinberger.  We  are  getting  ourselves  in  position  to 
carry  out  that  voice.  That  will  be  done  July  3  when  the  checks  arrive 
unless — I  was  going  to  say  cooler  heads  prevail,  but  I  will  say  unless 
the  5  percent  is  enacted. 

Mr.  Burke.  I  am  shocked.  In  all  the  time  I  have  been  in  the  U.S. 
Congress  I  have  never  seen  an  administration  take  action  like  this 
where  they  made  a  proposal  and,  just  because  thej^  didn't  accept 
that  specific  proposal,  the}^  wouldn't  come  up  with  another  proposal. 

Secretary  Weinberger.  We  are  perfectly  ready  to  cooperate  with 
you  in  every  wa}^.  Congressman,  in  working  out  these  things. 

Mr.  Burke.  I  am  ready  to  cooperate  with  the  administration  but 
if  they  think  I  am  going  to  do  their  work  for  them,  that  is  different. 
I  think  you  had  better  take  a  message  back  to  them  that  we  expect 
some  responsibility  on  the  part  of  the  administration. 

Secretary  Weinberger.  We  were  hoping  for  some  basic  approach 
from  the  other  branches. 

Mr.  Burke.  I  don't  see  how  in  facing  a  $14  bilKon  deficit  in  a  trust 
fund  for  1977  that  with  that  we  can  honestly  face  the  pe-ople  and  sa}-, 
"We  are  not  going  to  tax  j^ou  this  year  and  we  are  not  going  to  tax 
you  next  year  in  the  election  year.  You  are  going  to  get  taxed  after 
the  election." 

Mr.  Steiger.  Will  the  Chairman  yield? 

Mr.  Burke.  Yes. 

Mr.  Steiger.  I  am  perplexed  at  the  posturing  that  goes  on  this 
mornins:.  It  is  absoluteh  absurd.  It  won't  be  the  first  time. 

Mr.  Burke.  We  have  a  $14  billion  deficit,  Bill. 

Mr.  Steiger.  It  is  the  first  time  I  heard  you  express  concern 
about  that.  It  won't  be  the  first  time  that  Congress  has  done  something 
after  the  election.  I  hope  3'ou  mil  vote  for  the  Ketchum  amendment 
to  speed  up  the  impact  of  the  gas  tax  prior  to  instead  of  after  the  elec- 
tion. Don't  give  me  any  of  this  rhetoric  about  what  the  administration 
is  and  is  not  doing. 

If  you  will  read  his  statement  the  Secretary  was,  I  thought,  quite 
clear ."^  He  wants  a  ceiling.  Clearly,  the  ceiling  isn't  going  to  be  adopted. 
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I  won't  introduce  the  bill.  He  can  try  for  3  months  if  he  v.^ants  to  on 
whether  we  are  going  to  introduce  a  cap  and  it  isn't  going  to  happen. 

He  goes  on  to  say,  "While  we  do  not  have  a  specific  tax  proposal 
we  would  be  receptive  to  congressional  initiatives  which  conform  to 
certain  kinds  of  principles."  He  then  outlines  the  principles. 

Mr.  Burke.  We  have  to  face  it  this  year. 

Mr.  Steiger.  You  don't  have  to  face  it  this  3'ear. 

Mr.  Burke.  Yes;  I  think  we  do. 

Mr.  Steiger.  You  can  adopt  what  the  Secretary  is  talking  about. 

Mr.  Burke.  I  am  expecting  a  little  encouragement  from  this  side 
of  the  table  here  and  apparently  the}'  are  shying  away  from  it.  I  am 
a  little  bit  shocked.  You  know,  nobod}^  likes  to  imj)ose  taxes. 

Mr.  Stetger.  Which  side  of  the  table  are  you  looking  to  for 
encouragement? 

Mr.  Burke.  The  administration  side.  Ail  I  am  saying  is  that  this, 
is  a  wonderful  proposal.  I  could  carry  this  through  the  House  so  easily. 
We  won't  even  have  to  have  a  rollcall.  It  will  be  adopted  without 
objection.  Everybody  faces  the  1976  election  without  having  done 
anything  to  upset  anybody  and  we  have  solved  all  the  problems. 

We  haven't  solved  an}^  problems.  We  are  facing  a  $14.6  billion 
deficit  in  1977  and  we  have  either  got  to  bite  the  bullet  or  we  are  going 
to  kid  the  people.  If  the  administration  wants  to  kid  them  I  imagine 
there  are  a  lot  of  fellows  in  Congress  who  will  be  happy  to  go  along 
with  them.  They  will  get  tremendous  support  for  this  proposal.  I 
would  have  no  difhculty  carrying  this  bill  through,  but  I  am  saying 
that  it  doesn't  solve  the  problem  of  the  $14.6  billion  deficit. 

Mr.  Crane.  Would  vou  vield? 

Mr.  Burke.  Yes. 

Mr.  Crane.  I  might  consider  introducing  that  5-percent  cap 
legislation. 

Secretary  Weinberger.  We  will  get  it  to  you  this  afternoon. 

Mr.  Crane.  The  first  ciuestion  is,  if  we  don't  get  the  cap  we  can 
still  anticipate  that  there  is  enough  money  in  the  fund  to  last? 

Secretary  Weinberger.  Yes;  and  that  is  why  I  questioned  the 
Chairman's  use  of  the  word  "deficit."  We  would  be  drawing  dow^i  the 
reserve,  which  is  ample,  by  $14  billion,  which  would  certamly  leave 
ample  funds  for  several  more  years.  We  don't  say  that  3'ou  should  wait 
until  after  the  election.  We  say  that  you  should  go  ahead  mth  this 
proposal  since  you  won't  take  ours  and  that  that  should  take  effect 
not  now  but  in  1977. 

The  people  will  know  all  about  it.  It  will  be  published  and  enacted 
before  everybody.  We  will  be  glad  to  help  you  with  it  but  we  believe 
that  the  proper  way  to  go  is  the  way  we  have  proposed.  I  am  delighted 
that  j'ou  are  going  to  introduce  it. 

Mr.  Crane.  'No,  ISIr.  Secretary;  I  have  not  yet  made  that  commit- 
ment. My  point  is  that  in  principle  the  administration's  recommenda- 
tion for  a  5-percent  cap  on  wage  increases  as  well  as  benefits  makes 
sense  in  other  categories  where  yovi  are  drawing  upon  general  revenues, 
but  here  you  are  talking  about  a  5-percent  cap  in  a  fund  that  you 
indicate  can  cany  us  through  1982  without  exhaustion  and  in  acldition 
to  that  you  have  recommended  earlier  a  tax  rebate  with  a  view  to 
providing  a  stimulus  to  the  economy.  Since  the  money  in  this  fund  will 
not  be  taken  out  of  general  revenues  I  don't  see  the  logic  behind 
recommending  a  cap  in  this  particular  category. 
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I  can  cert ainh- see  it  in  the  other. 

Secretary  Weinberger.  The  cap  in  tlds  particular  category  is  to 
assure  that  there  is  not  overstinuilation  because  you  can't  isohite  the 
trust  fund  from  what  goes  on  in  the  economy  as  a  whole. 

You  also  have  to  bear  in  mind  that  the  tax  cut  we  asked  for  was 
$16^2  billion  and  the  Congress  gave  us  $27  billion  plus  two  new  un- 
asked welfare  programs,  plus  $50  for  every  social  security  beneficiary. 

Mr.  Crane.  Let  me  ask  you  this  question:  Your  reconunendation 
of  the  5-percent  cap,  it  seems  to  me,  in  this  particular  program  is  to 
prevent  overstinndation  of  the  econom}-  rather  than  primarily  to 
meet  the  problem  of  exhaustion  of  the  fund. 

Secretar}^  Weinberger.  This  would  save  $2  billion  in  a  deficit  that 
is  already  threatening  to  exceed  the  amount  voted  by  the  budget 
committees  of  the  Congress  and  far  in  excels  of  what  the  President 
proposed.  If  you  could  save  $2  billion  out  of  that  even  by  the  standards 
we  use  in  Washington  that  is  a  substantial  amount. 

Mr.  Crane.  I  shall  reflect  upon  my  consideration  of  putting  the 
legislation  in. 

Thank  you,  Mv.  Secretar3^ 

Mr.  Burke.  You  are  concerned  about  the  loss  of  the  $2  billion  but 
you  don't  mind  losing  over  $1  billion  in  interest  as  a  result  of  your 
proposal  to  allow  this  drop  in  the  reser^  e  fund.  This  will  cost  us  over 
$1  biUion  in  interest. 

Secretary  Weinberger.  You  are  talking.  Congressman,  about 
additions  or  subtractions  to  a  reserve  fund  for  OASI  that  at  the 
moment  has  about  $39  billion  in  it — about  $46  bilhon  for  OASDI 
combined.  Since  you  do  not  want  to  have,  1  think,  excessive  reserves, 
and  I  think  that  is  equally  as  bad  as  having  too  small  a  reserve,  I 
think  it  is  important  to  reahze  that  you  do  have  a  situation  here  in 
which  you  do  fortunately  not  have  to  have  the  effective  date  of  the 
action  that  you  take  take  place  in  a  time  when  it  will  hurt  the  economy, 
but  you  certainly  can  take  action  and  people  will  know  all  about  it 
and  It  will  help  preserve  that  confidence  which  you  and  I  agree  the 
public  has  to  have  in  this  s^^stem. 

Mr.  Burke.  Mr.  Jones. 

Mr.  Jones.  Thank  you,  Mr.  Chairman. 

First  of  all,  Mr.  Secretary,  Secretary  Simon  came  up  to  the  full 
committee  earher  in  the  year  and  said  that  if  we  don't  enact  the  5 
percent  cap  it  will  be  a  $3  bilhon  addition.  You  are  sayhig  $2  billion; 

is  that  correct?  .       •     t«. 

Secretary  Weinberger.  We  may  be  rounding  it  differently. 

Mr.  Cardwell.  Secretary  Simon  was  working  against  an  earher 
assumption  of  a  higher  cost  of  living  increase  in  benefits. 

Secretary  Weinberger.  We  have  been  successful  in  reducing  the 
rate  of  inflation  so  that  it  is  not  quite  as  much  as  it  would  otherwise 

have  been.  ,  n  ■  « 

Mr.  Jones.  How  much  does  the  recession  contnbute  to  this  dehcit.^ 

Secretary  Weinberger.  The  recession  contributes  to  the  deficit 

in  the  sense  that  it  spawns  all  kinds  of  big  spending  programs  that 

far  exceed  the  kind  of  income  we  have. 

Mr.  Jones.  I  am  talking  about  the  trust  fund.  If  we  had  full  employ- 
ment w^ould  we  have  a  problem? 

Mr.  Cardwell.  With  full  employment  with  a  4  or  5  percent  cost 
of  living  you  would  have  no  problem.  It  is  a  combination  of  a  very 
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sharp  rise  in  cost  of  living  to  8  percent  and  a  very  sharp  rise  in  un- 
employment, a  combination  of  the  two. 

We  could  probably  estimate  for  the  record  the  relative  value  of 
those  two  factors.  We  can't  do  it  now. 

Mr.  Jones.  I  would  like  to  have  that. 

[The  information  follows :] 

If  the  economj'  had  been  operating  at  full  employment,  contribution  income  to 
the  OASDI  trust  fvmds  would  have  totaled  an  estimated  $72.8  billion  in  calendar 
year  1975.  The  estimated  amount  of  contribution  income  to  the  OASDI  trust 
funds  in  calendar  year  1975,  as  shown  in  Table  15  of  the  1975  trustees  report,  is 
$63.2  bilhon. 

An  automatic  benefit  increase  of  8%  is  scheduled  to  become  effective  for  June 
1975  under  present  law.  The  amount  of  benefit  payments  in  calendar  year  1975 
attributable  to  this  8%  increase  is  estimated  to  total  $2.7  billion.  If  the  benefit 
increase  were  assumed  to  be  5%,  the  amount  of  benefit  payments  in  calendar 
3''ear  1975  attributable  to  such  increase  is  estimated  to  total  $1.7  bilUon. 

Mr.  Jones.  This  is  not  the  first  time  the  trust  fund  has  had  a  drop 
in  expenditures.  I  believe  it  dropped  in  1958  and  1959. 

Mr.  Cardv/ell.  Yes. 

Mr.  Jones.  What  was  the  story  behind  that? 

Secretary  Weinberger.  I  imagine  there  were  temporary  factors 
such  as  unemployment  that  came  in  from  time  to  time  and  for  a  short 
time  dropped  it  belov/. 

Bruce? 

Mr.  Cardwell.  There  have  been  times  in  the  past  when,  for  more 
than  1  year,  there  were  deficits.  The  annual  deficits  were  relatively 
small.  I  think  there  was  one  instance  where  the  deficit  for  1  year  was 
larger  than  $1.5  billion. 

Mr.  Jones.  Weren't  they  tied  to  recession? 

Mr.  Cardv/ell.  Thej'  were  reflecting  changes  in  the  economy,  yes. 

Mr.  Jones.  By  the  administration  recommending  the  5-percent  cap, 
are  you  backing  off  from  your  support  of  the  cost-of-living  increase? 

Secretary  Weinberger.  No,  the  cost-of-living  increase  w\as  pro- 
posed by  the  administration  about  2)4  years  before  it  was  enacted.  It 
was  also  proposed  at  all  times  as  a  measure  in  lieu  of  the  20  percent, 
15  percent,  and  other  increases  in  benefits  that  came  along  with  great 
regularity.  We  did  finally  get  it  enacted,  but  its  effective  date  had  to 
be  postponed  because  benefit  increases  were  enacted.  We  are  saying 
that  you  should  have  a  cost-of-living  increase.  You  have  increased 
your  benefits  so  far  beyond  the  cost  of  living  that  this  year,  with  the 
current  fiscal  limitations,  it  is  reasonable  to  ask  for  a  5  percent,  rather 
than  8-percent  increase. 

Mr.  Jones.  Putting  this  back  onto  the  economy  doesn't  make  sense. 

Secretary  Weinberger.  I  think  it  makes  sense  in  the  context  of 
all  the  other  things  the  Congress  has  done.  The  story  of  the  tax-cut 
bill  is  that  we  asked  for  a  $163-^  billion  tax  cut.  We  v^^ere  handed  a  $27 
billion  tax  cut  and  a  couple  of  new  welfare  programs  that  totaled  about 
$4.2  billion.  That  is  an  example,  I  think,  of  the  kind  of  excesses  that 
come  along  in  this  stimulation  game. 

We  think  it  is  ver}^,  very  important  that  we  don't  have  a  social 
security  tax  increase  taking  effect  in  a  year  when  we  do  believe  the 
economy  will  be  substantially  improving.  There  is  no  political  prob- 
lem; if  an  increase  is  enacted  the  dimensions  of  it  will  he  perfectly 
well-known,  but  it  should  not  take  effect  at  a  time  when  it  will  injure 
the  economy. 
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Mr.  Jones.  I  submit  to  you  tliat  this  8  percent  is  going  to  be  abso- 
lutely needed  by  those  who  receive  it  and  that  if  that  8  percent  is 
not  given  and  that  $2  billion  is  taken  out,  we  are  going  to  have  to 
make  up  for  it  in  some  other  program. 

Secretary  Weinberger.  I  just  have  to  disagree  on  that  because 
again,  there  is  not  a  need  factor  involved  in  a  great  many  of  the  social 
securit}'  programs.  If  j^ou  are  worried  about  need,  you  should  add  them 
to  the  supplemental  security  income  program  and  not  try  to  make 
social  security  into  a  welfare  program.  That  has  been  one  of  the 
problems  right  along. 

The  cost  of  living'has  not  only  been  met,  but  far  exceeded,  almost 
doubled  over  the  last  few  years  in  this  system. 

Mr.  Jones.  Let  me  ask  you  on  another  point.  There  was  some 
criticism  expressed  about  the  Secretary  of  the  Treasury  loaning  this 
money  from  the  trust  fund  out  at  lower  than  market  interest  rates. 

How  much  in  2-percent  loans  still  exist? 

Secretary  Weinberger.  I  will  have  to  ask  Mr.  Cardwell. 

Mr.  Cardwell.  The  fund  still  holds  notes  that  were  issued  in  past 
periods  when  the  interest  rate  was  very  low.  I  can't  give  you  relative 
proportions.  The  current  interest  rate  is  about  7)^  percent. 

Mr.  Jones.  From  the  standpoint  of  trymg  to  improve  the  reUability 
of  the  fund,  why  doesn't  the  Administration  recommend  that  those 
notes  be  bought  and  reissued  at  the  higher  interest  rate? 

Mr.  Cardwell.  First  of  ah,  that  would  take  a  change  m  law. 

Mr.  Jones.  Why  isn't  it  recommended? 

Mr.  Cardvv'Ell.  Primarily  because  it  would  change  the  whole 
financing  fabric  of  the  system.  We  do  not  see  this  as  the  best  way  to 
reconstruct  the  system's  deficit.  It  cannot  be  denied  that  if  you  raise 
the  going  rate  and  reissued  those  notes  that  jou  would  increase 
income  into  the  fund,  but  it  is  not  something  that  we  are  considering. 

Secretar}^  Weinberger.  It  is  not  a  very  large  part. 

Mr.  Cardwell.  Very  small.  We  can  put  the  full  dimension  in  the 
record. 

[The  information  follows :] 

The  total  invested  assets  of  the  OASI  and  DI  trust  funds  at  the  end  of  March 
1975  amounted  to  about  $46.2  billion.  Of  this  amount,  only  $1.7  biUion,  or  3.7 
percent,  was  invested  in  securities  bearing  an  interest  rate  of  less  than  4  percent. 
About  $1.1  billion,  or  2  percent,  was  invested  in  securities  bearing  an  interest 
rate  of  less  than  3  percent. 

iNVESTMENTS  HELD  BY  THE  OLD-AGE  AND  SURVIVORS  INSURANCE  AND  THE  DISABILITY  INSURANCE  TRUST 

FUNDS,  BY  TYPE,  MAR.  31,  1975 


Federal  old-age  and  Federal  disability 

survivors  insurance  insurance 


trust  fund  trust  fund 


U.S.  Treasury  special  issues: 

Certificates  of  indebtedness: 

81/i  epercent  due  June  30, 1975 0  0 

75^  percent  due  June  30,  1975 0  0 

7'/g  percent  due  June  30,  1975. i;--,;r-^:;;-AA/;-«;; «"'■ 

71^  percent  due  June  30, 1975 - $1,465,741,000.00  ..^  .J  „. 

SVs  percent  due  June  20. 1975 - 4, 481, 015, 000. 00  $756, 475, 000. 00 

NotfiS' 

eU  oercent  due  June  30  1975                           3,844,864,000.00  1,106,787,000.00 

m  pe  en  due  une  30!  w"":::::::::::.:.:.: 5:033;  295;  000.00  1, 394,466,000.00 

6^1  percent  due  June  30  1978 3,  468,  850, 000.  00  ,  284,  249, 000. 00 

5».|  Dercent  due  June  30  1979               3,102,896,000.00  1,058,617,000.00 

6||  percent  due  June  30;i980:::.:: 4,547,285,000.00  943,266,000.00 
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INVESTMENTS  HELD  BY  THE  OLD-AGE  AND  SURVIVORS  INSURANCE  AND  THE  DISABILITY  INSURANCE  TRUST 

FUNDS,  8Y  TYPE,  MAR.  31,  1975-Contlriued 


Federal  old-age  and 

survivors  irisu ranee 

trust  fund 


Federal  disability 
insurance 
trust  fund 


121,  663, 
121.663, 
121,663, 
121,663, 
121,653, 
121,663, 
121,  663, 
121,  563, 
121,  663. 


U.S.  Treasury   special  issues— Continued 
Bonds: 

41,8  pe-'cent  due  June  30,  1979 1,069,517,000.00 

41^  percent  due  June  30,  1980 ^.. 1,030,011,000.00 

75-8  percent  due  June  30,  1981. ..^itl..., 677,910,000.00 

7^8  percent  due  June  :-?0,  1982 '...:.:.. 677,910,000.00 

lys  percent  due  June  30,  1383 _._ 677,910,000.00 

7^  percent  due  hine  30,  19S4 677,  910,  Ono.  00 

/5/3  percent  due  June  30,  1985 .1 .  .  677,910,000.00 

75-'8  'jercent  due  June  30,  198S 677,910,000  00 

7H  percent  due  June  30,  1987 ........i 677,910,000.00 

75^  percent  due  Ju;ie  30,  1988_._ .^.j2ii..iu.)..-       .  €77,909,000.00 

,  75-^  percent  due  June  30,  1989 . ^ . 677,909,000.00 

Total  SDecial  issues ....■.•...„.... 34, 194,033,000.00 

'Marketable  securities:  '"'..•         \ 

U.S.  Treasury  securities: 

See  exhibit  "A"  attached  (face  vnlue) 2,457, 145,000.00 

Agencif  securities  and  participatio.i  certificates,  see  exhibit  "3" 

attaC'ed  (face  value) 555,000,000.00 

U.S.  Treasury  bonds— nonmnrket^ble: 

2M  percent  of  Apr.  1,  1975 '30  investmerit  series  "8" _.  1,064,502.000.00 

Less:  Unamortized  p'-ernium  and  discount— Net -13,412,984.69 

Plus:  Accrued  interest  purchased 0 

Total  investments  (book  value) 38,258,298,015.31 

Undisbursed  balances (35,047,227.37) 

Totai  assets 38,223,250,787.94 


0 

0 
OGO.  00 
000.  00 
000.00 
000.  00 
000.  00 
000. 00 
090.  00 
000.  00 
000.  00 


7,  638,  827,  000.  00 


314,  995, 

000.  00 
0 

—  1, 

885,  985.  86 
0 

7,951, 
35, 

936,014.14 
512,329.52 

7,  S87,  448,  343.  66 
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$3,  750,  000.  00 
0 
0 
0 
26,  000,  000.  CO 
10,  000,  OCO.  CO 
14.  COO,  000.  00 
2,  000,  000.  00 
2,  000,  ODO.  00 


.  Treasury  Securities: 
N  ates : 

6  percent  of  May  15,  1975 .  $17,450,000.00 

7  percent  of  Nov.  15,  1.975 50  000  000.00 

614  percent  of  May  15,  1975 22,180,000.00 

6i<  percent  of  Feb.  15,  1976 : .     .  5,000,000.00 

7}4  percent  of  Aug.  15.  1978....      .  90,  500,  000.  00 

8  oercsnt  o'  Feb.  !5.  1977... 15,000,000.00 

T^i  percent  of  Aug.  15,  1977 0 

6}i  percent  of  Feb.  15,  1S78 0 

6  percent  of  Nov.  15,  1978 0 

Bonds: 

4i.i'  percent  of  May  15,  1975/85  .            .  78, 023, 000. 00 

3-4  percent  of  June  15,  1978/83. 60,  200,  000.  00 

4  percent  of  Feb.  15,  1980 !53, 100,  000.  CO 

314  percent  of  Nov.  15,  1980 4 -ig.  450,  000.  00 

7  percent  of  Ai>f.  15,  1981 50,  OOC,  000.  00 

585  percent  of  Aug.  15,  1984 .  31,500.000.00 

3',-  percent  of  May  15,  1935 25,700,000.00 

4' .i' percent  of  Aug.  15,  1987/92 33,000,000.00 

71-1  percent  of  Aug.  15,  1988/93. ._ 99,934,000.00 

4i.g  percent  of  May  15,  1989/94 .                        .  91,300,000.00 

8?-2Perceiit  of  May  15,  1954/99..                .  6.352.000.00 

31-2  pcrentof  Feb.  15,  1990 .  ...  556;  250.  OCO.  00 

3  percent  of  Feb.  15,  1995.. 70,170,000.00 

334  percent  of  Nov.  15,  1998 _ _  552,037,000.00 

Total  U.S.  Treasury  marketable  securities 2,457,146,000.00 


20,  795, 
30,250, 

15,000, 

80,  800. 
26.  500, 
68,  400, 

10,  500, 

5,  000, 


000.  00 

0 
000.  00 

0 

0 
000.  00 

0 
000.  00 
090.  00 
000.  00 

0 
000.  00 

0 
000.  00 


314,995,000.00 


EXHIBIT  B 


Participation  certificates: 

5.20  percent  FALT,  GNMA  Jan.  19,  1982 
5.10  percent  FALT,  GNMA  Apr.  G,  1937 
6.40  percent  FAFT.  GNMA  Dec.  11   1937 
6.05  percent  FAFT,  GNMA  Feb.  1,  1938. 
5.45  percent  FAFT,  GNMA  Apr.  8,  1988.. 
6.20  percent  FAFT,  GNMA  Aug.  12,  1983. 

Total  participation  certificates... 


100,  000,  000.  00 
50,  000,  000.  09 
75,000,000.00 
55,  000,  000.  00 
35,  000,  000.  00 

230,  000,  000.  00 

555,  000,  000.  00 
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Mr.  Jones.  Since  the  5  percent  cap  is  not  going  to  be  enacted  and 
you  are  suggesting  some  increase  in  taxes,  when  could  we  expect  a 
little  more  definite  recommendation  as  to  what  kind  of  increase? 

Secretar}^  Weinberger.  As  I  said,  Congressman,  we  do  believe 
that  the  committee  will  have  its  own  proposal.  We  will  be  glad  to  work 
with  you  in  every  way  that  we  can  to  help  you  develop  the  technical 
data.  If  you  want  to  do  it  entirely  by  taxes,  it  would  require  a  6.5- 
percent  rate.  You  could  also  use  some  extension  of  the  base,  there  are 
a  number  of  different  options.  Quite  a  substantial  increase  in  the  base 
is  required  in  that  case.  If  ,you  want  a  combination  of  the  two  methods, 
we  have  some  models  that  we  would  be  glad  to  share  with  you,  as  to 
how  those  two  could  be  put  together. 

Mr.  tToNES.  Are  you  saying  that  the  administration  vv^ill  not  come 
up  with  a  definite  tax  proposal? 

Secretary  Weinberger.  We  don't  have  any  proposal  at  this  time. 
I  don't  knov7  what  the  future  course  will  be.  We  do  call  the  attention 
of  the  committee  to  the  fact  that  we  have  proposed  a  solution  that 
would  take  care  of  a  large  part  of  the  problem.  We  will  be  glad  to  work 
with  you  on  the  development  of  your  proposal. 

There  is  still  some  time  to  enact  ours,  and  we  still  urge  its  enactment 
strongh". 

Mr.  Jones.  One  of  the  drawbacks  of  increasing  the  base,  as  I 
understand  it,  is  that  you  will  have  a  quick  influx  of  capital,  but  on 
the  paying  end  down  the  line,  you  are  going  to  have  a  progressive 
increase  in  benefits  and  thus,  the  funds  will  be  decreased  again  and  the 
drawback  of  just  increasing  the  tax  as  opposed  to  the  base,  is  that  it  is 
going  to  be  regressive? 

Sjecretary  Weinberger.  It  is  the  deterrent  effect  on  emplo\^ment 
that  I  think  is  the  most  serious  thing  that  I  don't  think  enough  people 
have  really  addressed. 

Mr.  Jones.  Has  the  administration  given  any  thought  to  a  progres- 
sive tax? 

Secretar}^  Weinberger.  I  think  certainly  the  Advisory  Committee 
and  others  have  considered  this.  It  is  not  recommended,  becaufe 
again,  this  is  a  contributory  system.  This  is  not  part  of  the  incom.e  tax 
system.  It  does  not  have  the  elements  that  are  involved  in  that.  There 
lias  been  consideration  over  the  years  given  to  that,  but  the  Advisory 
Committee,  which  studied  the  whole  S3''s tern  for  a  number  of  months, 
did  not  make  that  recommendation. 

Mr.  Jones.  You  would  not  expect  the  administration  to? 

Secretary  Weinberger.  No,  I  would  not.  I  think  we  have  to  bear 
in  mind  the  other  aspects  of  it,  and  of  those  is  that  it  is  very  necessary 
to  encourage  some  savings.  We  were  talking  about  capital  formation  a 
little  while  4go,  and  the  way  the  countr}^  has  alwa3rs  pulled  itself  out  of 
recession  before,  and  I  am  confident  will  do  so  again,  is  to  attract 
enough  private  investment  into  job  producing  activities,  so  that  new 
jobs  are  created  and  the  great  strength  of  the  economy  reasserts 
itself.  But  it  is  essential  that  you  do  have  some  savings  attracted  and 
that  we  don't  absorb  it  all  in  general  fund  deficits  or  things  of  that 
kind. 

Mr.  Jones.  One  of  the  witnesses  last  week,  suggested  or  agreed  that 
if  we  took  medicare  out  of  the  fund  and  incorporated  it  into  National 
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Health  Insurance,  and  furnislied  it  totally  from  general  revenues, 
there  would  not  be  the  need  for  a  1-percent  tax  increase. 

Secretary  Weinberger.  You  would  have  to  worry  about  what  you 
were  going  to  do  to  sustain  the  general  fund,  because  I  think  there  is  a 
minus  $67  bUlion  or  whatever  it  turns  out  to  be. 

Mr.  Jones.  It  would  depend  to  a  great  extent  on  recover}'-  of  the 
economy.  What  is  your  impression  of  taking  medicare  out  of  the  trust 
fund? 

Secretary  Weinberger.  I  am  very  strong!}^  opposed  to  any  use  of 
the  general  fund  for  the  social  security  activities  that  are  now  financed 
by  the  trust  fund.  I  mentioned  in  my  statement  that  there  are  two  or 
three  reasons  for  that.  The  most  immediate  one  is  that  there  just 
simply  isn't  smy  general  fund.  The  other  is  that  you  destroy  the  con- 
tributory aspects  of  social  security. 

The  third  is  that  j^ou  completely  eliminate  any  trace  of  discipline 
of  the  system,  which  at  the  present  time,  at  least,  purports  to  require 
revenues  to  match  outgo. 

Mr.  Jones.  I  have  two  other  questions,  Mr.  Chairman. 

First  of  all,  as  to  the  earned  income  limitation,  does  the  administra- 
tion have  any  interest  in  raising  that  limitation? 

Secretary  Weinberger.  Yes,  some,  I  think.  That  is  one  of  the  pro- 
posals that  is  under  consideration.  Again,  the  total  effect  or  cost  of  it 
would  have  to  be  weighed  against  the  particular  times. 

Mr.  Jones.  W^ould  the  income? 

Secretary  Weinberger.  All  of  these  things  would  have  to  be  con- 
sidered. That  is  certainly  something  to  which  consideration  would  be 
given.  There  are  a  couple  of  others. 

Mr.  Jones.  Thank  you,  Mr.  Chairman. 

I  want  to  thank  the  Secretary  for  his  comments  on  page  3,  which 
say  that  there  are  no  general  revenues  available,  which  totally  supports 
the  position  I  have  had  in  the  field  of  general  revenue  sharing. 

Secretary  Weinberger.  We  have  some  other  recommendations  for 
reductions"^as  to  freeing  up  money  for  that  purpose,  if  3'ou  care  to  hear 
them. 

Mr.  Jones.  No. 

Mr.  Burke.  Mr.  Steiger  is  recognized. 

Mr.  Steiger.  Thank  you,  Mr.  Chairman. 

I  don't  know  that  there  are  any  questions  left  to  be  asked  of  the 
Secretary.  I  would  only  make  the  comment,  Mr.  Secretary,  that  it  is 
not  clear  that  3^ou  will  find  some  member  on  the  House  side  who  is 
willing  to  take  on  the  administration's  cap  proposal.  I  am  not  sure 
you  will,  but  I  wish  you  luck  in  your  2  or  3  months  search  for  that 
individual.  Given  that,  given  my  own  judgment  as  to  Uiat,  it  does 
seem  to  me  that  this  subcommittee  is  going  to  have  to  sit  down  with 
you  and  see  if  we  can't  work  out  some  system  to  take  care  of  the 
problem. 

Secretary  Weinberger.  We  would  be  very  glad  to  join  in  that 
process. 

Mr.  Steiger.  If  that  is  the  case,  let  me  go  one  step  further.  No.  1, 1 
agree  udth  you  completely  in  that  I  don't  think  it  makes  any  sense 
for  us  to  propose  cutting  taxes  on  the  one  hand  and  then  through  a 
subterranean  process  in  the  social  security  system,  raising  taxes  on  the 
other,  in  1975  and  1976.  We  can  do  that  in  1977  and  make  sense  out 
of  it. 
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■  Second,  if  we  sit  down  and  talk  about  financing  social  security,  are 
you  going  to  be  prepared  to  come  up  with  some  specific  reactions  to 
the  Advisory  Committee's  report  on  pthef  kinds  of  changes  beyond 
the  decouplmg  for  our  coDsideration? 

'  Secretary  Weinberger.  Decoupling  is  the  first  and  most  important 
one.  The  Advisor}^  Committee  made  some  suggestions  with  respect  to 
advancing  the  retirement  age  somewhere  iri  the  year  2020  or  2015, 
moving  it  to  68.  That  is  a  suggestion  that  would  have  a  "significant 
effect  on  the  long-range  problem,  reducing  the  projected  deficit  from 
anywhere  from  one-half  to  1  percent.  Since  we  are  talking  about  a 
5-percent  deficit,  that  would  be  significant.  The  decoupling  would 
reduce  it  bv  2}^  percent  so  that  the  two  proposals-  would  have  a 
significant  effect  together.  '-^C'    .-':       iwn  o:  oqruM  1^f<.'  .li^^v; 

I  am  not  saying  that  we  advocate  that,  bitt  that  is  something  tliat 
does  warrant  consideration,  particularly  in  view  of  the  medical  efforts 
that  are  being  made  by  other  elements  of  our  department  to  not  onl}'" 
increase  life,  but  to  make  life  in  the  later  years  much  more  en j 03^ able 
and  more  productive. 

Frankl}^,  I  have  alwa3"s  been  opposed  to  an}^  compulsory  retirement 
age.  I  think  that  we  ma}''  well  want  to  look  at  that  question  in  light 
of  the  demographic  patterns  that  the  actuaries  tell  us  we  will  face — a 
vastly  increased  retired  population  and  a  constantly  decreasing  labor 
force,  relative  to  the  retired.  These  are  the  kinds  of  things  that  in  the 
long  range  might  be  useful  to  consider,  but  it  is  important  to  note  that 
the  Advisory  Committee  suggested  that  this  particular  change  come 
into  efl'ect  someviherc  well  into  the  21st  century. 

Mr.  Steiger.  Are  you  going  to  be  prepared  to  give  us  some  reaction 
on  a  point  that  the  gentleman  from  Oklahoma  and  I  both  raised  a 
couple  of  times  on  retirement  tests? 

Secretar^T-  Weinberger.  Yes,  indeed,  I  am  ver}'  interested  in  that. 

Mr.  Steiger.  Taxation  of  those  over  65? 

Secretary  Weinberger.  That  bears  very  directly  on  this  other  prob- 
lem that  we  have  just  mentioned.  There  ought  to  be  some  inducements 
if  people  are  going  to  want  to  continue  working.  We  would  certainly 
want  to  consider  that.  I  am  not  giving  an}"  personal  or  administration 
position  on  that,  but  we  would  be  fully  ready  to  discuss  that  because 

1  think  that  is  an  important  factor.  1  think  one  of  the  decisive  facts 
that  is  always  argued  against  that,  is  that  the  cost  is  quite  a  lot  of 
mone}'^,  the  first  year. 

So,  the  year  in  which  you  do  that  ought  to  be  a  year  planned  for 

2  or  3  years  ahead  of  time  and  where  you  can  do  it  without  bad  effects. 
I  would  be  very  interested  in  discussing  that  and  working  with  the 
committee,  as  we  go  on  in  getting  some  good  solutions. 

I  think  the  gentleman's  proposal  or  suggestion  is  one  that  we  cer- 
tainly would  be  veiy  interested  in  discussing,  in  all  aspects. 

Mr.  Steiger.  Thank  you,  Mr.  Secretary. 

Thank  you,  Mr.  Chairman. 

Mr.  Burke.  Mr.  Secretary,  I  think  I  can  say  that  on  this  side  of 
the  aisle,  it  is  going  to  be  necessary  for  you  to  go  back  to  the  admin- 
istration and  ask  them  to  reappraise  their  position.  You  place  us  in 
rather  a  unique  position  here  of  trying  to  carry  the  ball  for  you,  and 
yet,  you  don't  want  to  throw  the  ball. 
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Secretary  Weinberger.  We  are  certainly  willing  to  work  -wath  yon, 
Mr.  Chairman.  We  have  IIh'owti  it  once,  and  many  more  incomplete 
passes  don't  have  much  appeal. 

Mr.  Burke.  I  can  see  the  advantages  of  a  1977  tax.  I  can  see  the 
advantages  of  an  increase  in  1977  tax,  rather  than  having  it  in  1975 
or  1976.  I  have  been  around  a  long  time.  I  am  in  that  age  category 
that  is  thinking  of  that  age — 68  retirement.  I  am  not  68  yet,  but  I 
will  be  there  in  a  few  years,  if  I  survdve. 

I  have  admired  ^'^ou,  Mr.  Secretary,  over  the  j^ears,  because  you 
have  shown  a  lot  of  courage  down  through  the  years.  In  fact,  I  am 
a  little  disappointed  today.  I  don't  think  you  went  far  enough. 

Secretary  Weinberger.  Sony,  Mr.  Chairman,  I  hate  to  disappoint 
you,  but  I  hope  to  make  it  up  bj^  offering  to  work  closely  with  you 
in  the  development  of  j'our  programs. 

Mr.  Burke.  I  ^dsh  you  would  go  back  to  the  administration  and 
tell  them  we  have  to  do  some  unpleasant  things  which  might  not  be 
too  popular.  I  tliink  the  main  point  to  remember  here  is  that  we  have 
to  make  sure  that  the  trust  fund  is  completely  stable. 

Secretary  Weinberger.  Right. 

Mr.  Burke.  That  the  people  in  j^ears  to.  eome  have  a  right  to  expect 
that  their  benefits  will  be  paid. 

Secretary  Weinberger.  I  agree  "wath  you,  absoluteh^ 

Mr.  Burke.  And  that  those  who  are  working  today  are  not  papng 
taxes  needlessly  for  a  fund  that  won't  be  there  when  they  reach 
retirement.  We  can't  do  that  by  postponing  the  inevitable. 

As  I  pointed  out,  a  $14  bilhon  deficit  in  1977,  this  is  something  we 
have  to  deal  with  nov\^ 

Secretaiy  Weinberger.  The  reserve  can  be  depleted  by  that  amount 
and  still  leave  a  substantial  reserve.  This  gives  us  ample  time  so  that 
the  measures  we  take  to  repair  that  will  not,  by  a  premature  effective 
date,  injure  the  economy.  But  we  will  certainly  discuss  these  things 
further. 

Your  advice  is  not  any  matter  that  we  have  lightly  disregarded 
and  I  certainl}^  wouldn't  this  time. 

Mr.  BuRKE.'^  What  do  you  think  would  happen  to  the  economy  if 
the  social  secuiity  trust  fund  collapsed? 

vSecr&tary  Weinberger.  That  is  wM^  we  would  never  allow  it  to 
collapse.  There  isn't  the  remotest  chance  of  that.  That  would  never  be 
allowed  to  happen  by  either  your  branch  or  ours. 

Mr.  Burke.  I  Avish  you  would  be  assured  of  that.  I  think  that  is 
what  bothers  most  of  us  who  are  looking  into  tliis.  I  know  that  we 
have  to  do  some  unpopular  and  unpleasant  things  and  we  have  to  do 
tliem  whether  we  hke  it  or  n(^t;  either  that,  or  we  are  saying  to  the 
people  out  there  that  we  are  not  concerned  about  the  trust  fund.  I 
don't  think  we  can  afford  to  say  that. 

Secretary  Weinberger.  I  was  wondering — your  endorsement  of 
unpopular  measures  would  lead  me  to  suspect  that  you  might  introduce 
our  5  percent. 

Mr.  Burke,  I  would  introduce  it  in  a  minute  if  I  were  the  initiator 
of  this  cost  of  living  rise.  T  wouldn't  mind  it  at  all.  But  it  was  done 
on  the  other  side  of  the  aisle.  You  don't  find  any  volunteers  over  here 
and  I  don't  blame  them.  If  you  get  one  fellow  on  this  side  to  file  the 
bill  you  will  more  likely  find  he  is  not  a  candidate  for  reelection. 
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Secretary  Weinberger.  It  is  introduced  in  the  Senate.  Majbc  you 
could  pick  it  up  when  it  comes  over  here. 

Mr.  Burke.  I  am  not  going  to  ask  who  introduced  it  in  the  Senate. 
I  assume  he  must  be  somebody  who  is  not  looking  for  a  future  in  public 
office. 

Mr.  Jones.  I  agree  Avith  the  trepidation  but  the  $50  rebate  in  the 
recent  tax  bill,  what  percentage  of  that  S-percent  increase  would  that 
represent? 

Secretary  Weinberger.  I  could  run  it  out. 

Mr.  Jones.  Would  it  drop  to  7  percent? 

Secretary  Weinberger.  You  will  have  to  do  it  on  an  average  be- 
cause for  those  at  the  lower  end  of  the  benefit  scale  it  is  a  much  higher 
percentage.  It  must  be  all  of  7  percent  for  some  of  the  very  minimum. 

Mr.  Cardwell.  It  is  less  than  a  third  of  the  8  percent.  It  is  about 
$1.7  billion  against  $8  billion. 

Mr.  Burke.  On  behalf  of  the  subcommittee,  Mr.  Secretary,  we  wish 
to  thank  you.  We  appreciate  your  appearance  and  also  that  of  the 
Commissioner. 

Secretary  Weinberger.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Burke.  The  committee  stands  adjourned  to  meet  at  10  a.m. 
tomorrow  in  the  Ways  and  Means  hearing  room  in  the  Longworth 
Building. 

[Whereupon,  at  12:17  p  m.  the  subcommittee  adjourned,  to  recon- 
vene at  10  a.m.  the  following  day,  Wednesday,  May  21,  1975.] 
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WEDNESDAY,  MAY  21,   1975 

House  of  Representatives, 
Subcommittee  on  Social  Security 
OF  THE  Committee  on  Ways  and  Means, 

Washington,  D.O. 

The  subcommittee  met  at  10:15  a.m.,  pursuant  to  notice  in  the  main 
committee  hearing  room,  Longworth  House  Office  Building,  Hon. 
James  A.  Burke  (chairman  of  the  subcommittee)  presiding. 

Mr,  Burke.  The  subcommittee  will  please  come  to  order. 

The  subject  matter  for  today's  hearing  relates  to  the  problenis 
that  have  arisen  in  relation  to  the  administration  of  the  social  security 
program. 

The  Social  Security  Administration  has  come  under  lire  in  the  past 
2  years  because  of  difficulties  which  never  seemed  to  exist  before. 
I  think  all  would  agree  that  the  Social  Security  Administration  has 
been  under  unusual  strains  during  this  period  of  time  in  implementing 
the  supplemental  security  income  program.  While  the  SSI  program 
comes  under. the  jurisdiction  of  the  Subcommittee  on  Public  Assist- 
ance, we  have  to  take  cognizance  of  the  effects  it  has  had  on  the 
getieral  operations"  of  the  Social  Security  Administration.  _ 

The  part  of  the  social  security  program  which  has  incurred  the 
most  difficulty  is  the  disability  insurance  program.  The  staff  of  the 
Ways  and  Cleans  Committee  reviewed  the  operation  of  the  disabihty 
insurance  program  and  issued  an  extensive  report  concerning  it  last 
year.  LTp  until  now,  there  has  been  very  httle.  apparent  reaction  from 
the  Social  Securitj^  xidministration  to  the  questions  that  were  raised 
in  that  report. 

I  would  expect,  therefore,  that  today's  hearing  will  concentrate 
very  largeb/  on  the  problems  existing  within  the  disability  insurance 
program,  /■ 

Today's  hearing  will  conclude  the  initial  stage  of  hearings  before 
the  subcommittee  which  have  general]}^  concentrated  on  the  financing 
of  the  social  security  program"^  General  public  hearings  will  be  con- 
ducted in  the  near  future  on  this  subject  matter,  and  particularly 
on  the  early-year  financing  problems. 

The  agenda  of  the  full  Committee  on  Ways  and  Means  and  its 
subcommittees  is  rather  full  for  the  next  several  weeks.  Therefore, 
the  scheduling  of  our  subcommittee's  pubhc  hearings  has  not  been 
decided  at  this  time.  We  hope  to  hold  these  hearings  as  soon  as  pos- 
sible, however,  and  an  announcement  concerning  them  will  be  made 
as  soon  as  they  are  scheduled. 
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Our  witnesses  today  will  be  Commissioner  Jam.es  B.  Cardwell,  who 
will  be  accompanied  by  Mr.  James  E.  Marquis,  Mr.  Samuel  Crouch, 
My.  Robert  L.  Trachtenberg,  and  Mr.  Stephen  Kurzman. 

STATEMENT  OF  JAMES  E.  CARDWELL,  COMMISSIONEE  CP  SOCIAL 
SECUEITY,  ACOOMPAHIED  EY  JAMES  E.  MAEQUIS,  ASSISTANT 
COMMISSIOi^EE,  EOE  PEOGSAM  EVALUATIOS^T  AITO  PLANKING; 
SAMUEL  E.  CEOTJCII,  ACTIIIG  DIEECTOE,  BUEEAU  OF  DISABILITY 
mSUEANCE;  EOBEET  L.  TEACHTENBEEG,  DIEECTOE,  EUEEATJ 
OF  IIEAEINGS  AND  APPEALS,  SOCIAL  SECUEITY  ADMIITISTEA- 
TION,  AND  MAEY  JANE  FISKE,  DEPUTY  ASSISTANT  SECEETAEY 
FOE  LEGISLATION  (WELFAEE),  DEPAETMENT  OF  HEALTH,  EDU- 
CATION, AND  V/ELFAEE 

Mr.  Cardwell.  Thank  3'ou  very  much,  Mr.  Chairman. 

I  appreciate  the  opportunity  to  come  back  again.  As  difficult  as  I 
think  this  subject  is  going  to  be,  in  a  way  I  am  rather  relieved  not  to 
have  to  talk  a  second  time  about  financing,  but  we  are  open  to  any 
subject  you  want  to  take  up. 

I  would  note  that  Mr.  Kurzman  is  not  here,  but  that  Miss  Mar}' 
Jane  Fiske  is  here  in  his  stead  and  will  assist  us  as  we  proceed. 

As  vou  have  indicated,  my  statement  todav  will  deal  with  admin- 
istration  and  management  of  the  several  programs  administered  by 
the  Social  Security  Administration.  I  will  also  try  to  touch  briefly 
on  some  matters  w^hich  are  now  before  the  courts  and/or  the  Congress 
and  which  may  have  impact  on  our  future  operations. 

I  will,  of  course,  be  happy  to  try  to  answer  any  questions  3^ou  may 
have  during  or  after  our  prepared  statement  is  presented  on  these 
or  other  matters. 

As  we  all  know,  public  interest  in  social  security  and  related  pro- 
grams has  increased  markedly  over  the  last  several  years.  Much  of 
the  increase  in  public  interest  is  a  natural  result  of  the  tremendous 
growth  in  the  scope  and  variety  of  the  programs  administered  by  the 
Social  Security  Administration — programs  that  now  touch,  in  one 
way  or  another,  practically  everj^one  in  the  country. 

If  I  might  depart  from  m}'^  prepared  testimony,  I  would  just  note 
that  5  to  6  years  ago  w^e  provided  services  directly  to  about  42  million 
people.  Today  our  programs  are  involving  about  60  million  people 
in  terms  of  the  service  side.  That  just  shows  you  how  things  have 
changed  and  how  quickly  they  have  changed. 

I  will  discuss  briefly  some  of  the  major  features  of  this  growth. 
But  first  I  must  acknowledge  that  far  too  much  of  the  publicit}''  that 
the  Social  Security  Administration  has  been  receiving  is  not  favorable. 
There  have  been  many  instances  where  public  expectations  have 
exceeded  our  capacitj^  Among  these,  I  am  sorry  to  sslj,  have  been 
too  many  instances  where  our  performance  has  fallen  short,  not  just 
of  what  the  public  has  the  right  to  expect,  but  of  what  we  expect 
of  ourselves.  These  are  the  instances  that  we  want  to  cover  in  our 
review  here  today. 

The  most  significant  influence  on  the  quality  of  SSA's  service  has, 
as  the  chairman  indicated,  been  the  supplemental  security  income  pro- 
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gram,  wliich  went  into  effect  in  January  1974.  The  impact  of  the  pro- 
gram has  been  significant  in  every  quarter  of  SSA  and  has  had  an 
effect  on  practically  every  employee  for  over  a  year  and  a  half. 

In  om"  original  planning  for  the  formative  period  of  the  SSI  program, 
we  assumed  that  the  SSI  claim  would  be  simpler  and  easier  to  process. 
Because  it  was  supposed  to  be  simpler  than  the  regular  social  securit}' 
claims  process,  we  and  the  Congress  both  assumed  that  it  would  be 
less  costly  in  terms  of  money  and  manpower.  Our  experience  has  been 
just  the  opposite. 

With  the  possible  exception  of  medicare,  this  new  program  has  been 
much  more  difficult  to  get  underway  than  an3'thing  SSA  has  under- 
taken in  the  past.  The  concurrent  passage  of  some  major  changes  in 
the  regular  cash  income  programs,  the  retirement,  survivors,  and 
disability  programs,  all  occurring  at  the  same  time,  plus  the  coverage 
of  disability  beneficiaries  under  medicare,  have  also  resulted  in  con- 
siderable strain  upon  SSA's  ability  to  provide  prompt  and  efficient 
service. 

I  am  sure  you  can  recall  some  of  the  problems  SSA  has  when  medi- 
care was  first  put  into  effect.  Several  years  passed  before  this  program 
was  completely  shaken  down  and  the  process  to  obtain  the  kind  of 
service  people  were  accustomed  to  obtain  from  social  security  came 
back  into  play. 

With  the  major  amendments  of  1972  and  1973,  we  are  incurring 
similar  shakedown  problems.  But  even  the  initial  impact  of  medicare 
had  less  effect  on  SSA's  own  staff  and  resources  than  SSL  In  the  case 
of  medicare,  much  of  the  initial  burden  was  carried  by  the  private 
sector,  the  carriers.  In  the  case  of  SSI,  it's  been  all  SSA — our  offices 
and  staff.  Our  offices  and  our  staff  have  carried  the  full  shock. 

If  we  look  at  conditions  program  by  program,  perhaps  the  critical 
-areas,  including  those  pertaining  to  SSI,  will  be  more  apparent. 

RETIREMENT    AND    SURVIVORS    INSURANCE 

Fii-st,  let's  look  at  retirement  and  survivors  insurance,  which  is  the 
basic  SSA  activit}^  In  1972,  benefits  were  revised  and  expanded  for  a 
number  of  categories  of  beneficiaries,  all  of  which  added  considerable 
work  for  the  local  offices  and  RSI  progi'am  centers.  These  changes 
varied  in  size  and  scope  but  the  cumulative  eft'ect  had  a  major  impact 
on  our  operations  in  this  area.  One  of  the  most  important  of  these 
changes  was  the  change  in  the  benefit  rate  for  widows  and  widowers, 
which  required  rate  changes  affecting  more  than  4.3  million  bene- 
ficiaries. 

Other  changes  involved  the  enactment  of  a  special  minimum  benefit 
based  on  the  number  of  3'ears  of  coverage  under  social  security,  a 
delayed  retirement  credit  provision  which  provides  for  increased 
benefits  for  those  dela3-ing  retirement  until  after  age  65,  an  extension 
of  benefits  to  dependent  and  survivor  grandchildren  under  certain 
circumstances,  as  well  as  a  number  of  other  changes  which  had  a 
more  limited  impact  on  SSA  operations.  These  changes  occurred 
in  1972. 

The  1972  amendments  also  provided  for  a  20-percent  increase  in 
benefits.  Then  in  Februarv  and  again  in  May  of  1974,  benefit  increases 
totaling  1 1  percent  were  processed  as  a  result  of  legislation  enacted 
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in  1973.  Each  of  these  increases  required  extensive  preparation.  In 
addition,  they  required  all  data  processing  systems  to  be  changed  to 
include  the  new  calculations.  Every  time  we  make  a  change  of  this 
sort  the  client  population  tends  to  come  into  our  offices  and  our 
contact  stations  with  questions.  These  things  take  time  and  energy. 

We  can  see  the  complexity  involved  in  the  benefit  increases  enacted 
in  1972  and  1973  when  we  look  at  an  example  of  a  claim  filed  in  June 
1974  Avith  1  full  year  retroacti\dty.  The  benefit  rates  applicable  to 
such  a  claim  would  include  three  different  rates,  each  of  wliich  would 
have  to  be  used  in  order  to  arrive  at  the  correct  first  check  amount 
for  the  beneficiary.  If  the  claim  also  included  medicare,  two  premium 
amounts  for  part  B  would  have  had  to  be  dealt  -with  because  the  annual 
premium  rate  changes  are  effective  in  June  of  each  year.  Thus,  the 
adjustments  in  benefit  rates  enacted  in  recent  years  have  had  a  large- 
scale  impact  upon  emploj^ee  training — as  we  add  complexity,  we  have 
to  better  prepare  emplo3'^ees — on  our  own  systems  developments, 
and  workload  volume. 

Along  Avith  regular  cash  benefits,  as  you  know,  we  also  administer 
provisions  for  special  payments  to  persons  aged  72  and  over  who  do 
not  qualify  for  the  regular  benefits.  While  these  provisions  are  not 
difficult  to  administer  and  are  not  subject  to  all  of  the  complications 
involved  in  the  payment  of  regular  benefits,  there  is  a  situation  arising 
which  may  cause  considerable  problems  mth  the  special  age-72 
payments. 

In  a  court  case  now  pending  appeal  in  the  Federal  Court,  Cintron  v. 
We jnberger,  the  provisions  of  law  whereby  the  special  age-72  payments 
are  restricted  to- the  50  States  and  the  District  of  Columbia  have  been 
challenged.  If  the  plaintiffs,  are  ultimately  successful,  as  the}^  have 
been  in  the  district  court,  residents  of  Puerto  Rico  would  also  be 
eligible  far  this  special  payment.  This  would,  of  course,  require^ 
great  deal  of  claims-taking  in  Puerto  Rico  and  a  great  deal  of  prepara- 
tion for  that  claiins-takmg.  We  are  p.ot  now  in  a  position  to  take  that 
kind  of  caseload. 

Administering  the  retirement  and  survivors  insurance  program,  in 
terms  of  size  and  the  number  of  people  affected,  is  the  largest  activity 
of  SSA.  Most  of  the  events  which  affect  it  also  affect  the  other  cash- 
benefit  programs.  We  are  not  doing  as  well  as  we  would  like  in  pro- 
viding speedy  service,  but  we  have  made  substantial  improvements 
over  the  past  several  years  even  though  there  have  been,  as  I  have  tried 
to  point  out  so  far,  some  temporarj^  setbacks  as  various  changes  came 
into  effect.  In  spite  of  the  fact  that  total  claims  received  during  the 
first  4  months  of  1975  were  almost  7  percent  higher  than  total  claims 
received  for  the  first  4  months  of  1974,  we  were  able  to  reduce  the 
pending  load  in  the  local  offices  and  program  centers  by  about  4 
percent  over  the  same  period.  This,  of  course,  reflects  decreased 
processing  time. 

As  we  go  through  each  of  these  programs  I  want  to  try  to  illustrate 
our  conclusion  as  of  this  moment  to  the  effect  that  we  are  gaining 
ground  on  all  of  our  basic  workloads  with  one  exception,  and  that  one 
exception  will  become  very  apparent  when  we  get  to  it  and  it  involves 
the  hearings  and  appeals  process. 

This  improvement  in  processing  time,  despite  an  increased  workload, 
is  a  result  of  a  number  of  things.  For  some  years  we  have  attempted  to 
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shift  the  final  action  on  new  claims  and  benefit  payment  changes  from 
the  six  SSA  program  centers  to  the  local  offices  closer  to  the  people 
in  order  to  speed  up  the  process.  Also,  we  recently  instituted  a  system 
whereb}^  sonae  of  the  less  complex  types  of  claims,  in  fact  over  half  of 
the  total  claims  filed,  are  certified  for  payments  by  our  local  district 
ofHces.  This  is  expected  to  substantially  reduce  the  average  processing 
time.  That  is  our  objective. 

In  addition,  during  the  past  year  and  a  half,  the  six  RSI  program 
centers  have  undergone  extensive  changes  in  procedures,  with  a  view 
toward  further  improving  processing  time.  Although  the  workload 
has  increased,  is  now  increasing,  and  will  contmue  to  increase,  the 
number  of  pending  cases  in  all  categories  of  work  at  the  program 
centers  has  dropped  about  7  percent  from  the  levels  pending  at  the 
beginning  of  the  changes  that  I  have  referred  to — from  973,800  in 
December  1973  to  905,400  in  April  1975.  These  changes  have  already 
made  it  easier  to  identify  and  process  cases  which  for  some  reason  or 
other  are  delayed  and  have  become  critical. 

In  summary,  despite  the  growth  in  v>^orkloads,  the  administration 
of  the  RSI  program  is  in  relatively  good  shape  and  we  have  every 
reason  to  beheve  that  it  will  steadily  improve  in  the  months  ahead. 

There  is  one  problem,  which  may  seriously  affect  the  administration 
of  this  program,  however.  I  refer  to  the  fact  that  there  are  a  number 
of  court  cases  dealing  with  due  process  of  law  novv-  pending,  and  the 
number  of  such  cases  is  growing.  These  cases  and  their  outcome  is 
what  could  substantially  increase  our  work. 

The  most  significant  case  is  Buffirigton-Biner  v.  Weinberger,  a  class 
action  which  challenges  the  constitutionality  of  our  procedures  for 
recouping  overpayments.  In  this  case  the  lower  court  ordered  that 
SSA  cease  recouping  overpayments.  In  other  words,  not  to  recoup  by 
reducing  benefits  until  we  offered  all  overpaid  beneficiaries  the  oppor- 
tunity for  an  oral  preadjustment  hearing.  Our  requests  for  a  stay  of 
this  order  were  denied  at  both  the  circuit  court  and  the  Supreme  Court 
level.  To  comply  with  the  court  order,  we  were  forced  to  impose  a 
moratorium  against  recouping  overpayments  by  adjusting  or  reducing 
monthh'  benefits.  We  have  appealed  the  substance  of  the  lower  court's 
decision  to  the  U.S.  Court  of  Appeals  for  the  Ninth  Circuit,  but  it 
may  be  several  months  before  a  decision  is  rendered  by  that  court. 
Meanwhile,  in  an  effort  to  lift  the  moratorium  against  the  recoupment 
of  overpayments,  we  have  decided  to  offer  an  opportunity  for  a 
personal  conference  prior  to  any  adjustment.  We  expect  that  we  will 
begin  to  offer  these  personal  conferences  at  three  test  sites,  beginning 
in  August.  This  will  tell  us  whether  or  not  we  are  right  in  our  predic- 
tions of  a  bottleneck. 

We  may  be  able  to  conduct  these  conferences  on  a  national  basis 
early  in  1976.  Hopefully,  the  court  will  approve  this  proposal  and 
permit  us  to  lift  the  moratorivun  on  the  recoupment  of  overpayments 
by  benefit  adjustment  or  reduction  by  the  latter  part  of  this  month. 
When  the  moratorium  is  lifted,  if  it  is  lifted,  action  must  be  taken  on 
approximately  one-half  million  overpayment  cases. 

Let  me  move  now  to  the  area  cited  by  the  chairman  as  being  the 
most  difficult,  the  disability  insurance  program.  Although  I  would 
have  a  difficult  time  concluding  that  this  area  is  more  troublesome  in 
terms  of  administration   and  management  than   the  hearings   and 
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appeals  process — at  least  as  of  this  point  in  time — I  am  quite  con- 
vinced that  the  chairman  is  right,  that  year  in  and  year  out  and  over 
the  long  term,  this  is  the  most  difficult  and  most  troublesome  assign- 
ment that  has  ever  been  given  to  SSA.  1  believe  that  the  processing 
difficulties  that  we  are  experiencing  in  this  area  have  root  causes 
that  are  much  more  substantive  than  they  are  administrative  or 
operational. 

Permit  me  to  summarize  some  of  these  root  causes: 

First,  the  definition  is  inherent^  difficult  to  adjudicate.  It  calls  for 
a  series  of  subjective  judgments,  concluded  by  an  ultimate  subjective 
judgment  concerning  a  persons'  basic  capacity  to  vv^ork.  Many  private 
insurance  disability  programs,  workmen's  compensation  laws,  and 
other  State,  local  and  Federal  Government  pension  systems  deffiie  a 
person  as  being  disabled  if  he  or  she  can  no  longer  engage  in  his  or  her 
regular  and  normal  occupation.  The  social  securit}"  definition  is  much 
stricter.  It  requires  that  the  person  be  so  disabled  as  to  be  unable  to 
engage  in  substantial  gainful  work  in  any  employment  in  the  general 
labor  market — not  just  emploA'^ment  suitable  to  his  own  skill  or 
specialty.  This  is  where  the  disability  processing  problem  really  starts. 
From  the  beginning,  this  has  been  a  difficult  and  time-consuming  task, 
and  I  believe  it  will  always  be  a  difficult  and  time-consuming  task. 

Next,  the  law  specifies  that  the  initial  determination  will  be  made 
b}^  a  second  party — usually  a  State  rehabilitation  agency  operating 
under  contract  with  the  Federal  Government.  This  requires  materials 
to  move  back  and  forth  between  the  Federal  level  and  the  State 
level.  But  it  does  not  stop  there.  Often,  the  process  also  requires  the 
involvement  of  third  parties  and  sometimes  even  fourth  or  fifth 
parties  before  the  foial  determination  can  be  made.  Some  sort  of 
medical  consultation  is  frequently  required,  involving  either  the  claim- 
ant's own  ph^^sician,  a  medical  consultant  designated  by  the  State 
agency,  or  both.  In  other  cases,  the  services  of  a  fourth  party,  func- 
tioning as  a  technician,  may  be  required.  Usuall}'^  the  third  and  fourth 
parties  are  busy  people  in  short  supply.  Thus,  the  requirement  to 
transfer  evidence  back  and  forth  between  them  is  necessarih^  time- 
consuming.  This  is  not  their  only  work. 

Finally,  as  if  the  process  itself  were  not  difficult  enough,  the  prob- 
lem is  compounded  at  the  moment  because  of  a  steadily  growing 
workload.  More  claims  are  received  each  A^ear.  This  impacted  work- 
load began  with  the  introduction  several  years  ago  of  the  black  lung 
program  and  was  accompanied  during  the  ensuing  period  by  a  steadj^ 
rise  in  title  II  disability  claims  themselves.  The  problem  has  been 
compounded  further,  and  this  we  must  appreciate,  by  the  introduction 
of  the  SSI  disability  program,  the  full  impact  of  which  is  yet  to  be  felt. 

Up  to  this  point  in  the  current  fiscal  yesLV,  there  have  been  over 
1.5  million  title  II  disability  claims  and  more  than  982,000  SSI 
claims  made  based  on  blindness  or  disability.  That  is  a  total  of  nearly 
2y2  million  claims  involving  disability  determinations.  At  the  same 
time  in  fiscal  year  1973,  there  had  been  onl}^  1.2  million  disability 
insurance  claims  re(^eived  bv  the  Agcncv.  Part  of  the  increase  mav  be 
attributed  to  the  growing  unemployment  rate — and  we  can  always 
expect  an  increase  in  the  number  of  disability  applications  when  the 
imemployment  rate  increases.  There  is  a  direct  relationship.  Part  of 
the  increase  is  of  course  also  attributable  to  the  generally  increased 
awareness  and  interest  in  social  security. 
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One  of  the  consequences  of  this  increased  activity  in  the  disabihty 
programs  is  an  increase  in  the  number  of  denials.  And  when  there  is 
a  large  number  of  denials,  it  follows  that  there  will  be  a  large  number 
of  appeals.  In  order  to  speed  up  the  process,  we  have  made  a  number 
of  changes  in  the  basic  claims  processing  system  itself.  For  example, 
we  have  streamlined  our  procedures  for  handling  critical  cases,  as- 
signed additional  responsibilities  to  the  local  offices,  moved  from  a 
preadjudicative  to  a  postadjudicative  review  of  State  agency  de- 
terminations, and  we  think  most  important  and  with  greatest  promise 
is  an  experiment  that  we  now  have  underway  to  test  what  happens 
if  we  require  face-to-face  redeterminations. 

As  a  result  of  these  procedural  changes  we  have  made  in.  the  initial 
determinations  process,  the  total  number  of  title  II  disability  claims 
pending — and  I  am  pleased  to  report  this  because  a  year  ago  I 
wouldn't  have  said  that  we  could — dropped  from  251,000  a  year 
ago  to  189,000  at  the  end  of  the  last  month. 

BLACK  LUNG  BENEFIT  PROGRAM 

Let  me  speak  further  about  the  black  lung  program  and  the  supple- 
mental security  disability  program,  which  are  the  source  of  some  of 
the  main  problems  we  still  face  in  the  disability  area.  When  the  Federal 
Coal  Mine  Health  and  Safety  Act  was  enacted  in  1969,  the  bill's 
sponsors  estimated  that  about  54,400  miners  would  be  eligible  for 
black  lung  benefit  payments.  And  it  v/as  assumed  that  that  would  be 
small  potatoes  in  the  wSocial  Security  Administration. 

In  the  5  years  since  the  act  was  passed,  SSA  has  received  ap- 
proximately 656,000  applications  for  black  lung  benefits.  About 
655,000  of  these  cases  have  been  fully  processed,  After  the  1972 
amendments  to  the  black  lung  law,  over  200,000  claims  which  were 
initially  denied  had  to  be  reworked.  The  law  said  go  back  and  look 
at  them  a  second  time. 

This  had  a  tremendous  impact  on  our  overall  operations,  frankly, 
we  have  yet  to  fully  recover  from  that  impact.  And  even  though  the 
responsibilit}-  for  making  initial  determinations  on  most  new  claims 
was  transferred  to  the  Department  of  Labor  in  Jul}^  1973,  the  Social 
Security  Administration  has,  through  its  local  offices,  continued  to 
take  and  develop  claims  for  the  Department  of  Labor. 

Furthermore,  despite  the  fact  that  all  of  the  claims  for  black  lung 
benefits  for  which  vSSA  was  responsible  prior  to  July  1973  have  been 
processed  through  to  initial  determinations,  we  still  have  the  job  of 
settling  many  of  the  appeals  of  those  initial  determinations. 

SUPPLEMENTAL     SECURITY    INCOME     FOR     THE     DISABLED 

Since  the  beginning  of  the  SSI  program,  SSA  has  taken  a  total  of 
2.8  million  SSI  applications  over  a  period  of  about  a  year  and  a  half. 
Of  these,  1.65  miUion  have  been  initial  claims  for  payments  based 
on  disability  or  blindness;  we  have  processed  1.44  million  of  these  to 
payment  or  denial.  But,  here  again,  the  denial  rate  has  been  high — 50 
percent.  And,  as  I  said  eariier,  a  high  denial  rate  leads  to  a  high  hearing 
rate.  It  naturally  follows. 

This  takes  us  then  to  what  has  been  so  far  the  most  stubborn  of 
our  workload  problems,  the  hearings  and  appeals  process. 
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HEARINGS    AND    APPEALS 


As  we  have  made  steady  progress  in  reducing  the  large  disability 
backlog  which  built  up  over  a  number  of  years  following  the  addition 
of  the  black  lung  benefits  program  and  the  supplemental  security 
income  program  to  SSA's  responsibilities,  the  most  critical  problem 
area  has  shifted  to  the  hearings  and  appeals  level.  There  are  now  over 
110,000  hearing  cases  awaiting  action.  This  may  not  sound  like  a 
high  figure  when  compared  to  the  2}^-million  SSI  claims  and  the 
several  million  sur^dvor  claims,  but  when  you  think  back  and  think 
of  v/hat  a  hearing  process  is  like  and  visualize  a  small  court  you  can  see 
that  a  tremendous  impact  has  resulted.  One  hundred  and  ten  thousand 
is  almost  unthinkable  in  terms  of  sheer  numbers  in  that  context. 

Of  the  110,000  cases  now  awaiting  action,  about  51,000  are  regular 
title  II  disability  cases;  27,000  are  black  lung  cases;  16,000  are  SSI 
only  cases;  and  narly  13,000  are  both  SSI  and  regular  DI  cases.  In 
other  words,  the  person  makes  his  claim  under  both  programs  or  we 
determine  that  the  claim  has  to  be  reviewed  under  both  programs. 

The  most  urgent  business  of  the  Social  Security  Administration 
at  this  time  is  to  bring  this  hearings  backlog  down  as  quickly  as 
possible.  But  with  this  kind  of  volume  it  is  going  to  take  considerable 
time  to  get  the  backlog  down  to  a  reasonable  level.  And  I  want  to  be 
sure  that  we  do  not  here  today  appear  in  any  way  to  overpromise, 
because  this  is  not  anything  that  we  are  going  to  be  able  to  do  very 
easily  or  very  quickly. 

We  are,  however,  taking  a  variet}^  of  steps  to  reduce  the  backlog 
and  to  improve  the  overall  hearings  and  appeals  process.  Nineteen 
newly-appointed  administrative  law  judges  and  27  newly-appointed 
SSI  hearing  examiners  began  hearing  cases  in  April,  and  50-60  addi- 
tional ALJ's  and  approximately  20  additional  HE's  will  begin  training 
in  June  and  July,  respectively.  We  should  have  the  benefit  of  then* 
services  by  fall.  The  necessary  clerical  staff  to  support  these  presiding 
officers  is  also  being  hired. 

Furthermore,  we  are  attempting  to  extricate  our  presiding  officers 
from  all  duties  that  they  have  been  assigned  that  prove  not  to  be 
relevant  to  the  hearing  and  deciding  of  cases.  For  example,  259 
additional  temporary  clerical  and  professional  support  positions 
have  been  authorized  to  assist  the  ALJ's  and  HE's  to  relieve  them 
of  everything  but  the  very  basic  decision  making  part  of  the  process. 
Of  these  authorized  jobs  182  have  been  filled.  In  addition,  we  are  in 
the  process  of  recruiting  and  hiring  up  to  400  attorneys  who  will 
serve  as  law  clerks  to  the  presiding  officers  in  an  effort  to  relieve 
them  of  their  nonhearmg  duties.  They  won't  be  ALJ's  or  hearing 
examiners  because  they  will  not  have  the  full  qualifications  as  such, 
but  we  hope  that  serving  as  law  clerks  and  assistants  to  the  presiding 
officers  and  hearmg  examiners  they  will  be  able  to  relieve  them  of 
even  further  activity. 

Finally,  we  are  exploring  a  variety  of  methods  to  resolve  claims 
at  an  earlier  stage  in  the  adjudicatory  process.  Trained  disability 
adjudicators  have  screened  thousands  of  pending  hearing  cases  to 
determine  whether  such  cases  can  be  remanded  to  State  disability 
agencies  for  new  decisions  or  additional  medical  development. 
This,  screening  activity  has  already  been  done  for  large  numbers 
of  black  lung  hearing  cases  and  we  think  it  will  pay  off. 
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An  experiment  will  be  started  next  month  requiring  an  informal 
remand  on  all  new  requests  for  hearing  when  the  claimant  alleges  a 
change  in  condition  or  new  evidence  or  other  facts  not  considered  in 
the  previous  decision.  This  should  result,  we  believe,  in  a  significant 
number  of  new  hearing  requests  being  resolved  without  the  need  for  an 
oral  hearing.  Also,  since  January,  SSA  has  been  engaged  in  two  major 
studies  which  we  hope  will  significantly  reduce  the  number  of  disability 
cases  that  presently  go  to  hearing. 

The  first  of  these,  the  reconsideration  interview  study,  RIS,  now 
going  on  in  17  States,  provides  claimants  with  a  face-to-face  interview 
conducted  b}'^  a  skilled  State  agency  disability  adjudicator.  The  idea 
is  that  this  adjudicator  is  able  to  observe  in  person  the  circumstances 
of  the  individual  affected  and  may  make  a  different  decision  and  one 
that  would  not  ultimatel}^  have  to  go  to  hearing. 

The  second,  a  due  process  stud}'^,  would  enable  an  individual  to 
have  a  due  process  hearing  with  a  State  examiner  before  disability 
benefits  are  ceased  because  of  medical  improvement. 

MEDICARE  PROGRAAI 

Let  me  comment  briefly  on  the  medicare  program.  In  fiscal  jqrv 
1974,  the  Social  Security  Administration  implemented,  under  Public 
Law  92-603,  the  first  major  expansion  of  the  medicare  program  since 
the  program  was  originally  enacted.  This  extension  cf  coverage — 
medicare  for  the  disabled — provided  medicare  protection  against  the 
cost  of  health  care  for  1.8  million  disabled  persons  in  1974.  About 
1.2  million  of  these  people  actuall}/^  received  services  which  were 
reimbursed  under  the  program  during  1974. 

In  the  total  medicare  operation,  it  is  estimated  that  bills  under 
part  A,  the  hospital  insurance  program,  -will  have  increased  from  just 
over  18.7  million  in  1973  to  about  25  milHon  in  fiscal  year  1975 — an 
increase  of  more  than  one-third  over  a  2-year  period. 

Under  part  B,  the  supplementary  medical  insurance  program,  it  is 
estimated  that  claims  Avill  have  increased  from  just  over  58  million  in 
1973  to  79.4  milUon  in  fiscal  year  1975 — an  increase  of  over  36  percent. 
Despite  this  increase  in  workload,  the  contractors,  the  carriers  and 
intermediaries  in  their  processing  time  for  part  B  claims  dropped  from 
19.4  days  in  1973  to  17.1  days  in  the  latest  quarter  for  which  we  have 
compiled  data,  the  one  which  ended  in  December  1974. 

In  part  A,  the  processing  time  increased  somewhat,  advancing  to 
11.3  daj^s  in  the  quarter  ending  in  December  1974,  about  1  day  more 
than  in  the  comparable  quarter  in  fiscal  year  1 973 . 

Public  Law  92-603  also  extended  medicare  protection  to  virtually 
all  persons  who  have  end-stage  renal  disease.  Currently  there  are 
approximately  21,000  patients  on  the  medicare  rolls  with  this  disease. 
Individuals  with  end-stage  renal  disease  require  either  renal  trans- 
plantation or  dial3^sis  to  sustain  life.  Such  forms  of  treatment  are 
among  the  most  expensive  in  medicine  today,  and  everything  in 
medicine  seems  to  be  expensive. 

In  implementing  this  new  coverage,  some  modificfttions  were 
necessary  in  the  methods  that  are  used  to  administer  other  portions 
of  the  medicare  program.  For  example,  since  medicare  covers  nearly 
all  medical  care  provided  for  this  condition,  under  these  new  amend- 
ments,  reimbursement   on   the   basis   of   customary   and   prevailing 
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charges  was  no  longer  appropriate  and  new  reimbursement  met/iods 
had  to  be  devised.  These  new  methods  have  been  generally  accepted 
although  there  was  resistance  at  first  among  the  medical  community, 
and  the  program,  after  a  difficult  start,  is  now  operating  quite  well. 

At  present  a  little  over  $6  million  per  week  is  being  paid  by  mxcdicare 
intermediaries  and  carriers  to  facilities,  pli3'sicians,  and  suppliers 
providing  medical  services  to  kidney  patients. 

I  woukl  like,  with  your  permission,  to  go  back  one  last  time  to  a 
general  discussion  of  the  supplemental  security  income  program  and 
the  impact  of  that  program  on  our  overall  performance.  I  would  ask 
this  even  though  I  realized  that  the  supplemental  security  income 
program  is  under  the  jurisdiction  of  another  subcommittee. 

I  want  to  summarixe  briefly  the  SSI  workload  situation  today  since 
it  has  impacted  so  heavily  on  our  other  work.  In  1973,  the  year  before 
the  SSI  program  became  effective,  we  took  approximately  5.6  million 
initial  claims  in  the  RSDHI  programs.  Additionally,  SSA  local 
offices  took  one-half  million  advance  claims  for  benefits  under  the 
supplemental  securit}^  income  program.  Even  though  the  program 
had  not  j^et  been  transferred  to  us  we  took  claims  in  acticipation  of  the 
transfer.  The  law,  of  course,  authorized  that. 

The  year  that  SSI  became  effective,  1974,  we  took  over  8  million 
initial  claims  for  all  of  our  activities.  Of  these,  2.3  million  were  claims 
for  SSI  benefits.  Thus,  while  we  were  receiving  these  SSI  claims,  we 
were  also  receiving  a  slightl}^  increased  number  of  initial  claims  for 
RSDHI  benefits  as  well.  Despite  the  increased  claims  receipts  during 
1974  we  have  been  able  to  reduce  the  number  of  claims  pending  in  our 
local  offices. 

A  year  ago  there  were  over  186,000  SSI  claims  pending  in  the  field 
offices;  the  figure  today  is  about  63,000 — a  reduction  of  about  66 
percent.  Also,  a  year  ago  at  the  end  of  April,  there  were  approximately 
241,000  RSI  and  125,000  DI  claims  pending  in  the  local  offices. 
The  figures  today  are  225,000  for  RSI  and  99,000  for  DI— reductions 
of  about  7  percent  and  21  percent  respectively.  I  reviewed  this  de- 
velopment earlier. 

vSince  the  local  offices  are,  so  to  speak,  at  the  front  of  the  claims 
pipeline,  I  feel  confident  that  these  figures  provide  an  indication 
of  continuing  improvement  in  the  overall  level  of  our  service  during 
the  coming  months,  and,  significant  to  me,  some  evidence  that  will 
sustain  that  improvement  in  the  months  ahead. 

The  levels  of  pending  work  are  still  higher  than  we  would  like 
them  to  be.  We  are  not  yet  down  to  the  level  of  2  years  ago,  before 
SSI.  However,  we  have  reached  the  point  where  we  are  able  to  keep 
pace  with  the  new  claims  workload,  and  at  the  same  time  bring  down 
the  number  of  cases  pending.  In  every  area  we  are  now  processing 
more  work  on  a  day-to-day  basis  than  we  are  now  receiving. 

On  the  other  hand,  w"e  still  do  not  have  all  of  our  problems  behind 
us  insofar  as  vSSI  is  concerned.  We  still  have  to  develop  automated 
post-entitlement  systems  for  many  SSI  situations,  and  we  still  have  a 
great  deal  of  work  to  do  on  our  billing  procedures  for  determining 
State  supplemental  payment  costs.  As  you  probably  know,  we  have  to 
identity  to  those  States  for  whom  we  administer  supplements  their 
fair  share  of  the  bill,  in  advance  of  each  month's  benefits.  Much  of  this 
work  is  still  being  done  in  an  improvised  fashion,  but  we  have  both  the 
know-how  and  concrete  plans  for  its  eventual  automation. 
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Before  leaving  SSI,  I  would  like  to  highlight  some  of  the  achieve- 
ments that  we  see  as  having  occurred  already  even  during  this  forma- 
tive period.  This  is  important  because  everybody,  ourselves  included, 
tends  to  emphasize  the  problems  and  the  negatives  rather  than  the 
progress  that  has  alread}^  occurred.  For  example,  since  January  1974, 
we  have  added  a  net  of  1.4  million  new  beneficiaries  to  the  number  of 
aged,  blind,  and  disabled  transferred  from  the  previous  State  assistance 
programs.  There  are  now  over  4  tnillion  beneiiciaries  receiving  a  total 
of  over  $476  miUion  monthly  in  Federal  and  State  supplemental 
securit}^  income  benefits. 

For  the  record,  during  the  first  year,  benefits  to  the  aged  poor  were 
over  $2  billion  liigher  than  in  the  last  year  of  the  old  program.  I  also 
note  for  the  record  that  this  $2  billion  was  borne  b}'  the  Treasur}^ 

We  see  the  above  as  true  progress.  The  Congress  now  has  under 
consideration  a  request  for  additional  staffing  to  be  assigned  to  the 
Social  Security  Administration  for  SSI  and  other  purposes.  It  is  our 
earnest  belief  that  with  these  additional  resources  and  with  the 
computer  facilities  and  hardware  already  on  hand,  we  will  indeed 
have  the  capacity  to  manage  the  SSI  program  effectively.  There  again, 
a  year  ago  I  am  not  certain  that  I  would  have  m.ade  that  statement. 

Let  me  turn  now  to  SSA's  role  in  the  Pension  Reform  Act.  I  don't 
think  the  Congress  is  aware  that  that  program  is  about  to  impact  on 
us.  too.  It  is  not  only  the  Departments  of  Labor  and  the  Treasury 
who  are  affected,  even  though  they  are  the  ones  that  the  law  points  to. 

The  Employee  Retirement  Income  Security  Act  of  1974  requires, 
among  other  things,  that  SSA  record  information  received  from  the 
Department  of  the  Treasury  concerning  deferred  vested  benefit  rights 
of  pension  plan  participants  who  terminate  employment  covered  by  a 
plan.  Beginning  January  1,  1978,  the  Social  Security  Administration 
will  report  this  information  to  plan  participants  upon  their  rec^uest, 
or  to  the  participant  or  his  dependents  or  survivors  automatically 
wdien  they  apply  for  social  security  benefits. 

Although  SSA's  responsibilities  under  the  nev/  law  require  us  to 
perform  substantial  systems  modifications  and  to  devote  additional 
manpower  to  the  task  of  maintaining  and  reporting  the  information  in 
the  vested  benefit  files,  w^e  do  not  anticipate  anj'  major  problems  in 
discharging  these  responsibilities.  In  other  words,  this  is  what  the  law 
says  we  are  required  to  do. 

We  want  to  mention  something  else  that  is  being  requested  of  us. 
Private  pension  systems  who  through  the  years  have  not  maintained 
their  own  records  are  now  turning  to  us  with  requests  to  re-create  for 
them  the  records  of  their  beneficiaries  using  oar  files.  This  is  a  work- 
load that  we  did  not  anticipate.  I  don't  think  the  si)onsors  of  the 
legislation  anticipated  it.  Yet,  if  we  fail  to  resjiond  to  these  requests  I 
doubt  very  much  that  the  system  can  w^ork  eftectively  according  to 
its  scheduled  dates,  particularly  the  January  1,  1978,  date. 

Let  me  close  by  making  a  quick  review  of  our  staffing  because 
staffing  is  at  the  heart  of  everything  that  we  have  been  talking  about 
so  far,  how  well  our  people  perform,  whether  there  are  enough  people, 
whether  they  are  in  the  right  places. 

SSA's  staffing  is  determined  through  the  budget  process — we  don't 
do  it  alone  or  b}^  ourselves — and  by  congressional  approval  of  specific 
employment  levels.  Over  the  past  several  years,  the  SSA  employment 


484 

levels  requested  in  the  appropriations  process  and  approved  by  the 
Congress  have  been  as  follows: 
[The  table  follows :] 

Positions 
President's  budget  request  Congressional  action 


Fiscal  year  Temporary  Temporary 

budget  Permanent"    and  part  time  Total        Permanent    and  part  time  Total 

1972 53,793  1,804  55,597  53,793  1,804  55,597 

1973 64,686  3,654  68,340  64,586  3,654  68,340 

1974- 70,742  6,020  76,762  70,742  6,020  76,762 

1975 73,378  3,500  76,878  73,378  3,500  76,878 

1975  with  supplemental..  79,372  7,276  86,648  O  (2)  (2) 

1976- 79,372  7,276  86,648  (2)  (2)  (2) 

1  Fiscal  1975  budget  (with  supplemental)  and  fiscal  year  1976  budget  includes  term  positions  for  employees  who  will  be 
on  board  for  mere  than  1  year  but  are  not  expected  to  become  permanent  additions  to  the  Federal  work  force 

2  Pending  in  Congress. 

Mr.  Cardwell.  As  I  have  alread}''  emphasized,  many  of  the 
administrative  problems  we  have  experienced  over  the  last  several 
years  are  directly  or  indirectly  attributable  to  the  difficulties  en- 
countered in  implementing  the  SSI  program.  In  looking  back  it  is 
clear  that  we  underestimated  the  administrative  impact  of  this 
program.  We  originally  assumed  that  processing  SSI  claims  would  be 
simpler,  and  therefore  less  costl}",  than  the  processing  of  regular  social 
security  claims.  However,  the  SSI  program  has  been  much  more 
complex  than  anticipated,  and  it  has  taken  more  manpower  than 
originally  planned.  As  a  result,  it  has  been  necessar}^  for  us  to  redeploy 
staff  v/hich  compromised  our  performance  across  the  board  in  all 
other  programs  as  well. 

One  way  to  look  at  it  is  that  4  million  beneficiaries  that  are  repre- 
sented by  SSI  account  for  about  15  percent  of  the  total  beneficiaries. 
A  year  ago  we  were  probably  apph^ng  somewhere  close  to  50  percent 
of  our  staffing  resources  to  that  15  percent  of  our  work.  You  see  what 
happened.  Something  had  to  give. 

Last  year  as  the  dimensions  of  the  administrative  problem  and  the 
inadequacy  of  then  existing  staffing  authorizations  became  clear,  we 
requested  that  the  President  authorize  and  request  of  the  Congress 
additional  employment  and  funding  for  administration  of  SSA  pro- 
grams. As  a  result,  the  President  authorized  a  supplemental  appropria- 
tion request  for  an  additional  10,000  nonpermanent  employees  in 
order  to  reestablish  SSA's  full  capacity  to  provide  quahty  service. 
That  was  the  basis  on  which  he  made  his  request.  He  asked  us  what 
would  it  take  to  meet  our  present  workload  and  to  work  off  our  back- 
logs and  this  is  what  the  request  was  intended  to  do. 

The  request  has  passed  the  House  and  the  Senate  committee  has 
reported  favorably  upon  it. 

We  were  also  authorized  in  the  meantime  to  recruit  this  staff  in 
anticipation  of  congressional  action  and  that  was  done  under  authority 
that  the  President  has  under  the  deficiency  apportionment  statute. 
We  are  at  this  moment  recruiting  that  staft'  and  are  well  underway 
toward  its  application  to  our  workload. 

In  conclusion,  let  me  again  express  our  agenc3^'s  commitment  to 
adequate  service  to  the  public  and  emphasize  that  we  are  making 
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every  effort  to  bring  about  improvements  in  our  operations.  We  will 
not  be  satisfied  until  we  are  again  giving  the  public  the  high  level  of 
service  that  it  has  come  to  expect  of  us.  I  believe  that  the  current 
prosnects  for  steady  progres.^  in  this  direction  are  ^rery  good. 

There  is  one  point  before  I  turn  myself  over  to  your  questions  that 
I  would  like  to  mention  that  is  not  in  the  prepared  statement.  It  is  a 
realization  that  must  face  us  all  fairly  soon.  That  is,  that  agencies 
such  as  SSA  are  headed  for  trouble  in  terms  of  their  capacity  to  main- 
tain quality  staff.  I  have  just  called  for  a  review  of  the  status  and  re- 
tirement plans  of  all  of  our  senior  officials  who  are  eligible  for  retire- 
ment. The  result  shows  that  of  our  top  20  executives  we  are  going  to 
lose  somewhere  between  6  and  10  in  the  next  2  months.  These  agencies 
cannot  live  long  and  fulfill  their  responsibility  if  we  allow  that  sort  of 
change  to  continue  to  take  place  year-in  and  3^ear-out.  It  will  hurt  and 
I  would  just  remind  us  all  of  that. 

Thank  you. 

Mr.  Burke.  Thank  you  very  much,  Commissioner,  for  your  fine 
statement.  You  have  covered  the  ground  very  well. 

In  visiting  your  headquarters  in  Baltimore  I  could  see  firsthand  the 
problems  there  which  are  tremendous.  I  have  several  questions  I 
would  hke  to  ask. 

The  Education  and  Labor  Committee  is  considering  further  changes 
in  the  black  lung  program.  What  is  the  extent  of  this  legislation  and 
what  will  its  effects  be? 

Mr.  Cardwell.  Well,  the  legislation  could  require  us  to  go  back  a 
second  time.  I  guess  I  could  characterize  it  as  a  third  time,  and  re- 
consider a  number  of  the  denied  black  lung  cases.  It  would  impact  a 
third  time  on  our  disability  claims  processing  system  and  would  also 
protract  the  matter  of  adjudicating,  in  the  appeals  process  the  black 
lung  cases. 

One  of  the  things  we  have  been  expecting  is  to  work  our  way  out  of 
the  black  lung  business  and  relieve  ourselves  of  that  part  of  our  hear- 
ings workload.  Under  the  existing  law  that  prospect  is  in  sight.  We 
could  probably  do  it  within  a  jeox.  If  this  new  proposal  were  to  become 
law  in  many  cases  we  would  have  to  start  all  over  again.  We  have  op- 
posed the  legislation  and  have  so  testified  before  the  House. 

Mr.  Burke.  I  think  you  said  that  you  expected  about  55,000 
applications? 

Mr.  Caedv/ell.  The  sponsors  of  the  original  black  lung  program 
estimated  in  their  descriptions  of  the  program  to  the  Congress  and  to 
us  that  the  law  at  the  time  of  its  original  enactment  would  produce 
about  55,000  claims.  The  point  we  tried  to  make  in  our  statement  was 
that  55,000  has  burgeoned  to  over  600,000  in  the  ensuing  period.  I 
think  Mr.  Crouch  and  others  might  be  more  familiar  with  the  details 
of  this  new  bill,  than  I.  We  can  discuss  the  details  if  you  like. 

Mr.  Burke.  Do  you  wish  to  add  something  to  that? 

Mr.  Crouch.  Basically,  the  new  bill  would  require  that  w^e  reopen 
all  the  previous  denials.  There  are  about  200,000  of  those.  It  would 
mean  the  rehandling  and  readjudication  of  approximatel}^  200,000 
claims  and  would  also  require  that  luider  certain  circumstances  new 
claims  in  the  future  could  be  filed  and  would  be  the  responsibility  of  the 
Social  Security  Administration  so  that  there  would  be  some  continuing 
workload  for  some  vears  in  the  future. 
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Mr.  Burke.  Thank  you. 

Commissioner,  you  mentioned  the  additional  personnel  that  you 
have  been  authorized.  Are  you  satisfied  with  this,  or  is  there  a  problem 
that  too  many  of  these  personnel  are  on  a  temporary  basis?  Do  you 
think  that  is  contributing  to  the  morale  problem? 

Mr.  Cardwell.  I  think  we  have  relied  too  much  in  the  past  on  the 
use  of  temporary  short-term  employees,  people  who  are  hired  off  of 
the  temporary  civil  service  registers  to  work  for  6  months  or  up  to  a 
3^ear.  There  has  been  a  tendency  on  the  part  of  not  just  our  agency 
but  the  Government  generally,  as  vve  have  tried  to  hold  down  the 
growth  of  Government  and  the  enlargement  of  the  Federal  work  force, 
to  tell  ourselves  that  these  additional  workloads  were  but  temporary. 
It  is  quite  clear  that  a  lot  of  our  temporar}^  em^ployees  had  to  be  con- 
verted to  permanent  employees  and  that  we  were  realh'  dealing  with 
permanent  workloads.  This  has  frustrated  our  staff  and  the  Givil 
Service  Commission.  It  has  also  frustrated  SSA  and  HEW 
management. 

That  is  not  the  case,  though,  with  respect  to  this  10,000  that  is  re- 
quested. The  10,000  requested  are  authorized  as  term  appointments 
not  to  exceed  2  j^ears.  However,  in  an  arrangement  with  the  Civil 
Service  Commission,  we  will  be  using  their  permanent  registers  for 
the  selection  of  these  people,  and  we  believe  that  most  of  them  will  be 
convertible  to  permanent  appointments  as  permanent  vacancies  occur. 

You  could  ask  why  even  2-year  permanent  appointments.  Pri- 
marily the  reason  is  that  we  ourselves  believe  that  these  backlogs  that 
we  have  talked  about  must  be  recognized  as  temporar^y.  If  we  allow 
them  to  become  galvanized  as  permanent  parts  of  our  work,  we  will 
have  just  crystallized  a  low^er  level  of  performance.  We  want  to 
actually  push  ourselves  to  treat  them  as  backlogs  and  to  work  them 
down.  I  feel  confident  that  the  agency  will  have  tin  opportunity  if  it 
later  turns  out  that  pcrnument  work  force  is  required  to  get  the  per- 
manent work  force. 

I  think  the  problem  that  you  point  to,  though,  is  largely  this  matter 
of  the  past  where  we  relied  very  excessively^  on  temporary,  short- 
term  appointments  when  in  reality  we  were  facing  work  that  had  some 
significant  duration  of  several  years  or  more. 

Mr.  Burke.  Considering  the  large  number  of  new  emplo3^ees  and 
new  procedures,  how  Vvcll  trained  are  these  employees? 

Mr.  Cardwell.  Well,  I  will  start  by  saying  none  of  us  is  trained 
well  enough.  The  Social  Security  Administration  has  had  a  great  deal 
of  experience  in  its  basic  workloads.  I  think  we  have  learned  in  the 
past  how  to  train  the  claims  representative.  It  was  quite  clear  that  we 
did  not  have  the  opportunity  to  train  our  people  on  SSI  sufficiently  in 
advance  of  that  transfer.  We  had  neither  the  time  nor  the  general 
opportunity. 

I  think  we  have  a  lot  of  training  time  to  make  up  in  that  particular 
area.  I  think  we  will  have  a  big  training  job  ahead  of  us  in  the  hearings 
and  appeals  process.  In  that  case,  we  will  have  to  do  some  retraining 
to  recondition  ovu-  hearing  examiners  and  ALJ's.  We  will  have  to 
teach  them  new  methods  because  we  are  quite  convinced  that  with  a 
limited  number  of  such  skills  available  to  us,  we  are  going  to  have  to 
make  greater  use  of  them  and  improve  their  productivity.  That  is 
going  to  call  for  additional  training. 
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In  simimar}^  the  rapidity  of  our  growth,  the  rapidit}^  with  which 
we  have  added  staff,  has  put  a  serious  demand  on  our  training  capac- 
ities, and  I  woukl  have  to  say  in  all  candor  that  I  don't  think  we  are 
up  to  par  on  training.  It  is  something  to  which  we  will  have  to  give  a 
lot  of  attention. 

Mr.  Burke.  My  time  is  up.  Thank  you,  Mr.  Commissioner. 
Mr.  Archer  is  recognized. 

Mr.  Archer.  Mr.  Cardwell,  we  appreciate  your  coming  back  before 
our  committee  and  giving  us  the  benefit  of  your  experiences  with  the 
program.  We  know  that  j^ou  have  been  under  a  great  deal  of  pressure 
in  the  last  couple  of  years,  and  I  hope  that  the  Congress  can  do  some- 
thing to  help  alleviate  that  in  the  years  ahead. 

When  3^ou  talk  about  the  disability  program,  it  shows  a  ver}-  sub- 
stantial increase  in  the  long-term  deficit  in  the  fund  from  0.4  percent 
of  payroll  to  1.44  percent  of  payroll.  That  still  seems  to  me  to  be  based 
on  rather  optimistic  assumptions.  You  assume,  for  instance,  that  the 
disa])ility  incidence  rate  Avill  increase  only  3  percent  a  year  for  the 
next  5  years,  which  I  frankl}^  believe  is  a  little  optimistic. 

Don't  your  statistics  show  that  the  disability  incidence  rates  have 
increased  in  the  neighborhood  of  6  percent  a  year  in  the  last  5  years? 
How  do  3^ou  estimate  that  it  will  be  only  3  percent  in  the  face  of  this 
experience  and  the  high  unemployment  rate?  I  can't  tie  these  two 
figures  together,  and  I  would  appreciate  your  comments  on  them. 

Mr.  Cardwell.  I  think  the  actuaries  themselves  whom  we  did  not 
bring  with  us  today  would  tell  us  that  this  is  one  of  the  most  difficult 
areas  to  project.  The  insurance  industr}^  has  had  exactl}^  the  same 
experience  in  the  same  line.  The}^  have  always  tended  to  understate 
the  disability  claims  demands  that  would  grow  out  of  their  own 
programs. 

The  record,  I  think,  shows  clearly  that  we  have  underestimated  it, 
3^ear  in  and  year  out.  This  year's  trustees'  report  actually  shows  a 
more  pessimistic,  more  conservative  approach  than  in  previous  years. 
I  think  your  question  is,  are  we  realW  right  in  our  basic  assumptions 
that  underhe  all  of  our  long-term  projections  having  to  do  with  un- 
emplovment,  employment,  the  size  and  shape  of  the  population,  and 
matters  having  to  do  with  the  cost  of  living,  prices,  wages,  and  pro- 
ductivity. These  things  were  tied  together  in  making  the  disability 
estimate. 

I  don't  want  to  get  at  cross-purposes  with  our  own  actuaries,  but  I 
would  have  to  take  somewhat  the  same  stand  you  take.  If  I  look  back 
at  historv  it  tells  me  that  we  have  understated  the  cost  of  disability. 
As  I  said  to  you,  I  think  the  last  time  you  and  I  talked  about  this 
subject,  we  were  both  afTected  b}'^  our  conditioning  that  has  taken 
place  in  the  past.  We  all  have  wanted  this  program  not  to  cost  so  much. 
I  think  that  is  what  accounts  for  the  very  strict  and  difficult  definition 
of  disabiUty.  I  think  it  is  what  accounts  for  the  past  underestimates 
of  current  costs.  I  think  it  is  what  accounts  for  our  hesitancy  to  show 
higher  and  higher  costs  in  the  future. 

I  personally  have  some  doubts  as  to  whether  that  is  good  policy. 
I  am  not  at  all  certain  but  what  we  are  not  again  understating  the 
possible  costs.  I  wouldn't  use  the  word  "probably,"  but  at  least  use 
word  "possibly." 
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Mr,  Archer.  Does  this  increase  of  6  percent  represent  a  change  in 
the  administration  of  the  program  by  loosening  up  the  application  of 
standards  and  qualifications? 

Mr.  Cardwell.  I  don't  think  so.  We  have  changed,  starting  back 
in  the  early  1970's,  the  way  in  which  the  original  decisions  are  reviewed 
at  the  Federal  level  was  modified.  There  used  to  be,  as  you  know, 
100-percent  review  at  the  Federal  level.  Review  is  now  done  on  a 
sample  basis.  I  think  our  own  analj^sis  of  that  experience  is  that  that 
in  itself  doesn't  make  any  difference.  It  might  create  the  appearance 
that  it  is  liberalizing  the  process  but  it  really  isn't,  in  our  judgment. 

It  is  true  that  we  no  longer  have  a  case-by-case  second  look  at  the 
Federal  level.  We  draw  off  a  sample  and  examine  that  sample.  The 
reversal  rates  when  you  get  to  the  hearing  process  have  not,  as  I 
understand  them  changed  during  the  recent  period. 

One  might  draw  his  own  conclusion  that  this  is  a  Uberalization,  but 
I  don't  think  it  is.  I  think  it  is  a  change  in  technique,  iind  a  justified 
change. 

Mr.  Archer.  If  this  percentage  of  increase  is  6  percent  rather  than 
3  percent  for  the  next  5  years  until  1980,  what  short-term  effect  will 
that  have  on  the  trust  fund? 

Mr.  Cardwell.  It  would  have  an  effect  on  both  short  and  long  term. 

Mr.  Archer.  That  was  my  next  question.  What  effect  would  it 
have  on  the  long  term? 

Mr.  Cardwell.  The  theory  is  that  the  present  rates  are  highly 
influenced  by  current  and  recent  economic  conditions.  Those  condi- 
tions will  not  prevail  but  the  effect  would  be  ver}^  significant.  There  is 
no  question  about  it.  I  really  would  like  to  have  the  actuaries  speak  to 
this,  if  that  could  be  arranged,  either  bj^  talking  about  this  later  in 
another  hearing  or  putting  some  information  in  the  record  on  this 
point.  I  personally  do  not  feel  that  I  am  prepared  to  talk  to  it. 

Mr.  Archer.  We  would  appreciate  it  if  that  could  be  submitted 
for  the  record. 

[The  information  follows :] 

Previous  disability  insurance  cost  estimates  have  been  based  on  future  dis- 
ability incidence  rates  that  remain  at  the  same  level,  i.e.,  no  allowance  has  been 
made  for  future  increases.  For  this  year's  report  it  was  felt  that  an  assumption 
of  some  increase  in  future  incidence  rates  could  be  justified.  A  constant  percentage 
increase  each  vear  in  the  future  ^\as  ruled  out,  because  this  would  imply  unrealistic 
disability  le\-ds  sometime  in  the  future.  For  example,  at  the  higher  ages  close  to 
100%  of  the  insured  population  would  be  drawing  benefits  within  a  few  decades 
if  the  incidence  rates  were  assumed  to  increase  6%  annually.  It  was,  therefore, 
decided  to  establish  an  ultimate  set  of  incidence  rates  at  a  level  16%  higher  than 
the  1974  experience.  This  was  done  with  the  expectation  that  within  the  next  few 
years  we  would  gain  a  better  imderstanding  of  the  causes  of  past  increases  and 
institute  the  changes  needed  to  stabilize  the  futvu-e  rates.  We  chose  to  approach 
the  16%  ultimate  level  by  assvnning  equal  increases  of  3%  in  each  of  the  next 
five  vears.  This  approach  could  be  modified  without  significantly  affecting  the 
long-range  cost  estimates,  for  example  we  could  have  assumed  the  ultimate  level 
would  be  attained  as  a  result  of  a  5%  increase  each  of  the  n3xt  three  years. 

If  the  disability  incidence  rate  were  increased  by  six  percent  per  year  for  each 
of  the  five  calendar  years  1975-79,  we  estimate  that  the  disability  insurance 
trust  fund  would  be  exhausted  in  1978.  In  the  1975  Trustees  Report,  bv  contrast, 
^ve  estimated  that  the  disability  insurance  trust  fund  would  be  exhausted  in  1980. 
The  average  long-range  cost  of  the  disability  insurance  program  would  be  in- 
creased from  2.97%  of  taxal^le  payroll  to  3.40%  of  taxable  payroll,  or  by  about 
14%  relatively. 
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Mr.  Archer.  As  you  know,  there  is  a  case  presently  pending  before 
the  Supreme  Court,  Weinberger  v.  Eldredge,  to  be  argued  in  "the  fall 
term. 

Mr.  Cardwell.  Yes,  sir. 

Mr.  Archer.  It  relates  to  the  requirement  of  predetermination 
hearings  for  disability  insurance  beneficiaries.  Could  j^ou  tell  us 
whether  the  State  disabiUty  determination  agencies,  the  SSA  and  the 
Bureau  of  Hearings  and  Appeals,  will  be  able  to  absorb  the  workload 
that  would  be  created  if  the  decision  in  this  case  is  favorable  to  the 
respondent? 

Second,  have  you  done  any  planning  with  respect  to  this 
contingency? 

Mr.  Cardwell.  We  have  done  a  lot  of  worrying  and  I  will  be  frank 
that  I  think  the  outlook  is  that  our  chances  are  not  very  good  of 
winning  that  case.  Our  general  counsel  at  least,  doesn't  think  thej  are. 

The  answer  to  your  basic  question  has  to  be  that  somehow  we  will 
have  to  do  it.  No  is  just  not  an  acceptable  answer.  It  is  going  to  send 
us  over  into  another  tailspin.  I  can  assure  you  of  that.  It  isn't  some- 
thing we  are  going  to  solve  very  easily  by  just  planning  or  by  just 
adding  numbers  of  people.  Let's  look  at  what  is  involved.  We  will 
have  to  take  more  time  on  each  claim  and  that  is  because  this  is  just 
going  to  increase  the  processing  time.  We  can  add  staff  at  the  State 
level  and  start  to  train  them.  In  that  regard  we  do  have  seven  States 
that  are  now  engaged  in  an  experiment  modeling  this  method  to  see 
how  it  works  and  what  the  real  requirements  would  be. 

Where  the  real  problem,  will  show  up,  is  that  this  is  going  to  very 
quickl}^  impact  further  on  the  hearings  and  appeals  process.  I  do  not 
think  that  the  arrangement  that  we  must  work  under,  under  the 
Administrative  Procedure  Act,  lends  itself  to  easy  solution  at  least  by 
just  adding  people.  There  are  not  enough  people  in  the  general  popu- 
lation who  can  qualify  as  administrative  law  judges  available  to  us  in 
the  numbers  that  we  now  need  to  do  our  basic  work,  the  work  we 
already  have. 

If  this  process  does  impact  on  the  hearings  and  appeals  process, 
as  I  think  it  ultimately  will,  it  is  just  going  to  compound  the  problem. 

In  summary;-,  we  are  doing  some  planning.  As  I  say,  we  have  the 
experiments  underway  in  seA^en  States  and  I  can  give  you  the  list 
of  States.  We  also  know  that  if  the  court  so  rules  we  will  have  to  figure 
out  a  waj^  to  do  it,  but  it  is  obviously  going  to  add  a  dimension  to 
our  already  impacted  workloads,  a  significant  dimension,  just  as  the 
Buffington-Biner  case  that  I  mentioned  will  and  as  all  the  other  cases 
that  are  now  beginning  to  build  in  the  courts  involving  due  process. 

Social  security  is  about  to  go  through  the  same  experience  that 
the  State  welfare  agencies  went  through  starting  a  decade  ago.  It  is 
interesting  that  this  concept  of  due  process  that  has  affected  the 
State  public  welfare  programs  is  realty  so  late  in  showing  up  at  the 
Federal  level  because  there  is  a  direct  similarity  and  relationship 
between  awarding  a  social  securit}^  benefit  or  any  other  kind  of  benefit. 

I  think  the  handwriting  is  all  on  the  wall.  We  are  going  to  be 
required  to  provide  opportunities  in  advance  for  some  kind  of  informal 
hearing  at  least  every  time  we  affect  the  claimant's  rights  or  a  bene- 
ficiary's rights.  If  we  made  an  error  and  overpaid  a  person,  say  a 
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lioriibie  error,  gave  somebody  obviously  too  much  money,  for  example, 
we  will  not  be  able  to  correct  that  error  imtil  we  have  given  that 
person  an  opportunit}'  to  prove  that  we  are  riglit  in  making  our 
decision. 

We  are  an  agency  that  has  through  the  years  developed  all  of  our 
work  processes  around  the  computer.  This  concept  of  due  process 
involves  face-to-face  encounters  with  people  and  computers  can't 
do  it  very  well.  We  give  out  notices  to  people  that  are  pretailored. 
They  are  canned  notices.  We  anticipate  certain  conditions  and 
program  the  computer  to  crank  out  a  notice  automatically,  "We 
have  just  reduced  3'our  check  because  we  overpaid  you  last  month." 

This  requii'ement  for  due  process  that  we  think  we  see  in  the  ofhng 
will  change  all  that.  We  won't  be  able  to  handle  it  so  easily  b}'  the 
computer.  I  think  the  prospects  are  that  we  are  going  to  face  a  larger 
and  larger  social  security  Vv^ork  force  whether  we  like  it  or  not. 

Mr,  Archer.  I  thank  you  very  much.  Commissioner. 

Mj^  time  has  expired. 

Mr.  Cardwell.  I  am  sorry.  I  used  too  much  of  it. 

Mr.  Cotter  [presidingl.  Mr.  Commissioner,  on  page  19  of  the 
trustees  report  it  shows  that  the  cost  of  administering  the  disabilitj' 
program  as  a  percentage  of  contribution  income  and  benefit  payments 
was  reduced  considerabl}"  from  4}^  to  2%  percent,  this  is  also  reflected 
on  page  20  which  shows  that  the  gross  administrative  expenses  for 
the  disability  insurance  program  varA*  from  $246  million  in  fiscal  1978 
to  $154  million  in  fiscal  1974. 

What  is  your  interpretation  of  these  figures? 

Mr.  Cardwell.  I  will  ask  Mr.  Crouch,  who  is  the  Acting  Director 
of  the  Bureau  of  Disability  Insurance  to  answer  that. 

Mr.  Crouch.  I  am  not  really  sure  I  fully  understood  the  question. 

Mr.  Cotter.  There  is  this  drastic  reduction  both  in  money  and  in 
percentage,  from  4)2  to  2J2  percent.  I  am  not  sure  whether  this  indicates 
more  efficient  administration  or  possibh  curtailment  in  the  activities 
in  administering  the  program. 

Mr.  Crouch.  With  respect  to  the  levels  of  staffing  that  are  devoted 
to  the  disability  program  it  certainlv  doesn't  reflect  any  significant 
change  in  that.  Tliere  has  been  some  reduction. 

Mr.  Cotter.  You  are  talking  about  $90  million  in  a  1-year  period 
and  a  reduction  percentagewise  of  2  points,  from  4}^  to  2}^  percent. 
Are  you  doing  less  work  in  this  area? 

Mr.  Crouch.  This  is  related  to  benefit  cost,  isn't  it?  This  is  a 
percentage  related  to  a  benefit  cost? 

Mr.  Cotter.  Right. 

Mr.  Crouch.  I  think  it  is  probably  more  related  to  some  change  in 
the  relationships  of  cost  to  benefits  rather  than  any  administrative 
change.  I  am  not  sure  that  I  am  aware  of  any  administrative  change 
that  would  account  for  that  kind  of  difference  in  relationship. 

There  has  been  some  reduction  over  time  in  the  amount  of  monc}". 
The  most  significant  thing  I  can  think  of  is  the  amount  of  money 
spent  for  medical  evidence  because  we  have  been  able  to  rely  more 
heavily  on  evidence  from  treatment  sources.  I  don't  think  it  would 
account  for  that  kind  of  difference. 

Mr.  Cotter.  Do  you  have  a  cop}^  of  the  trustees  report? 
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Mr.  Cardwell.  We  did  not  come  prepared  to  talk  to  the  trustees 
report  but  let  me  point  out  that  if  you  look  at  all  of  SSA's  adminis- 
trative costs  in  their  relationship  to  either  benefits  or  contributions 
the^^  have  all  dropped  slighth'  during  that  period,  regardless  of 
program . 

Mr.  Cotter.  But  you  look  in  1970  where  it  goes  in  benefit  payments 
from  5.3  percent  dovv^n  to  2.5  percent  in  1974  and  it  is  dropping  slightly 
each  year  and  then  you  have  a  big  drop  in  1974. 

Mr.  Cardwell.  Taking  the  other  programs  by  comparison,  in 
ratirement  and  survivors  insurance  there  was  no  change. 

Mr.  Cotter.  No  change? 

Mr.  Cardwell.  No  significant  change  in  that  one  area. 

Mr.  Cotter.  It  was  insignificant? 

Mr.  Cardwell.  Ver}^  insignificant.  That  is  the  only  one  that  shows 
the  drop.  I  would  just  have  to  look  into  that  and  1  am  sure  it  is  a 
result  of  an  analysis  made  b}^  the  actuaries  and  we  will  speak  to  this 
in  the  record.  That  is  all  I  can  do. 

Mr.  Cotter.  It  is  big  in  dollar  amount  and  in  percentage  drop  as 
well.  Are  a-ou  doing  less  work  in  the  particular  area? 

Mr.  Cardwell.  Definitely  not,  no.  There  has  been,  we  think,  some 
improvement  in  the  productivity  in  the  State  agencies  during  this 
period  but  it  couldn't  account  for  that  much  money. 

Mr.  Cotter.  Without  objection,  if  you  would  submit  it  for  the 
record  I  would  appreciate  it. 

Mr.  Cardwell.  Yes,  sir. 

[The  material  follows:] 

Explanation  of  the  Significant  Decrease  in  Year-to-Year  Administrative 
Expenditures  from  the  Disability  Insurance  Trust  Fund  as  Reflected 
in  the   1975  OASDI  Trustees'   Report 

To  understand  the  reasons  behind  the  decrease  in  disability  trust  fund  adminis- 
trative expenditures  as  reflected  in  the  197.1  OASDI  trustees'  report,  and  to 
view  properly  the  real  costs  of  disability  functions  performed  in  SSA  under 
title  II  of  the  Social  Security  Act,  it  is  necessary  to  make  a  distinction  between 
total  administrative  expenditures  for  disability  oi^crations  and  administrative 
expenditures  from  the  disability  insurance  trust  fund.  These  concepts,  which 
appear  to  be  the  same,  are  not.  Total  administrative  expenditures  for  disabilit}^ 
v/ork  involve  those  expenditures  related  to  processing  disability  claims  and  appeals 
of  SSA  decisions  on  those  claims,  paying  checks  to  program  recipients,  and 
otherwise  maintaining  the  roll  of  beneficiaries  vv'ho  have  established  entitlement 
to  disal)ility  insurance  benefits.  On  the  other  hand,  administrative  expenditures 
made  from  the  disability  insurance  trust  fund  in  a  given  year  are  influenced  by 
(1)  the  manner  in  which  funds  are  drawn  out  of  and  adjusted  among  the  four 
social  security  trust  funds  for  administrative  purposes,  and  (2)  the  cost  allocation 
(program  cost  accounting)  principles  used  in  charging  the  costs  of  disability 
operations  to  the  several  trust  funds.  The  following  explains:  (I)  the  real  growth 
in  disability  operations  costs  in  recent  years,  and  (II  and  III)  the  causes  for  the 
drop  in  cash  flow  from  the  disability  insurance  trust  fund  for  administrative 
expenses. 

I.  disability  operations  growth 


The  growth  of  title  II  disat:>ility  operations  and  obligations  for  administration 
in  SSA  in  recent  years  is  highlighted  in  Table  A.  The  table  shows  increases  that 
have  occurred  in  inajor  disability  workloads,  and  in  obligations  charged  to  SSA's 
salaries  and  expenses  appropriation  for  disability  operations  for  the  period  FY 
1970-1974. 
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TABLE  A.— SSA  TITLE  II  DISABILITY  OPERATIONS 


Major  disability  workloads  (thousands) 


Fiscal  year 


Initial 

Appellate 

Obligations 

claims 

claims 

Beneficiaries 

incurred  ' 

processed 

processed 

maintained 

(millions) 

1,135 

163 

2,562 

$187 

1,  396 

203 

2,733 

228 

1,  428 

229 

2,999 

273 

1,  469 

245 

3,314 

293 

1,  690 

271 

3,599 

338 

1970 
1971 
1972 
1973 
1974 


1  These  obligations  are  charged  to  the  disability  activity  included  in  limitation  on  salaries  and  expenses,  SSA. 

II.  MANNER  IN  WHICH  FUNDS  ARE  DRAWN  OUT  OF  AND  ADJUSTED  AMONG  THE  SOCIAL 

SECURITY  TRUST  FUNDS 

Because  many  of  the  functions  which  SSA  performs  in  administering  programs 
for  which  the  Congress  has  made  it  responsible  are  significant!}'  integrated,  the 
specific  costs  attributable  to  each  separate  program  are  not  clear-cut  or  easily 
identified.  For  example,  the  same  district  office  personnel  often  take  OASt, 
disability,  and  SSI  claims.  During  the  year,  administrative  expenses  are  drawn 
from  each  trust  fund  based  on  SSA's  best  estimate  of  the  allocation  of  such  costs 
among  the  trust  fund  programs.  Once  the  year  is  over,  and  after  analyzing  the 
work  actuallj-  performed  and  costs  actually  incurred,  on  the  basis  of  v.'ork  measure- 
ment systems,  SSA  detennines  the  final  allocation  of  administrative  expenses  bj'' 
trust  fund.  Based  on  this  determination,  an  adjustment  is  made  among  the  trust 
funds  to  assure  that  each  has  borne  its  proper  share  of  administrative  expenses. 
Thus,  each  year's  expenditures  from  a  trust  fund  for  administrative  costs  (as 
presented  in  the  annual  trustees'  reports  and  the  Federal  budget)  are  separated 
into  two  distinct  components: 

1.  The  preliminary  allocation  of  that  year's  administrative  expenditures, 

2.  An  adjustment  which  is  related  to  the  prior  year's  administrative  costs. 
Since  the  trustees'  report  shows  trust  fund  transactions  on  a  cash-flow  basis,  it 
does  not  identifj^  each  year's  final  allocation  of  administrative  expenses.  In  order 
to  convert  the  trust  fund's  net  administrative  expenses  in  each  year  (as  shown  in 
the  trustees'  report)  to  the  trust  fund's  final  allocation,  one  must  reflect  the 
adjustments  in  the  year  to  which  they  apply  rather  than  in  the  year  in  which 
they  are  charged  to  the  trust  funds.  Table  B  makes  this  conversion  for  adminis- 
trative expenses  of  the  OASI  and  DI  trust  funds : 

TABLE  B.— OASI  AND  DI  ADMINISTRATIVE  EXPENSES 
[In  millions  of  dollars] 


Fiscal  year 


Administrative 

expenses 

(outlays)  1 


Less 

adjustment 

for  prior  year 


Preliminary 
ellocation 


Plus 
adjustment  in 
following  year 


Final 
allocation 


OASI  trust  fund: 

1970 

1971 

1972.. 

1973 

1974 


474 

-13 

487 

C) 

486 

552 

(-) 

552 

-7 

545 

582 

-7 

589 

11 

600 

667 

11 

656 

12 

668 

723 

12 

711 

43 

754 

1  Shown  in  trustees'  reports. 

2  Less  than  $500,000. 


DI  TRUST  FUND 


Net  Plus 

administrative  Less  Pre-  adjustment 

expenses  adjustment  liminary  in  following                  Final 

(outlays)!  for  prior  year  allocation  year            allocation 


Fiscal  year: 
1970... 
1971... 
1972... 
1973... 
1974... 


149 

4 

145 

7 

152 

190 

7 

183 

4 

186 

212 

4 

208 

11 

219 

247 

11 

236 

-44 

191 

154 

-44 

198 

13 

212 

1  Shown  in  trustees'  reports. 
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Based  on  the  final  allocations  of  administrative  expenses  shown  above,  one 
can  see  that  for  the  disability  insurance  trust  fund  there  was  an  increase  of  $21 
million  from  the  1973  level  to  the  1974  level.  However,  the  table  docs  show  a 
year-to-3'ear  decrease  of  $28  million  from  1972  to  1973.  This  decrease  does  not 
indicate  a  curtailment  of  activities  in  administering  the  disability  program. 
Instead,  it  is  a  result  of  the  changes  in  cost  allocation  poUcy  which  are  discussed 
in  section  III,  to  follow. 

The  table  on  page  19  of  the  OASDI  trustees'  report,  which  displays  adminis- 
trative expenses  as  a  percentage  of  contribution  income  and  of  benefit  jjayments, 
also  is  based  on  net  administrative  expenditures  (i.e.,  cash  flow),  rather  than  the 
final  allocations  of  administrative  expenditures.  Table  C  compares  the  ratios 
shown  in  the  trustees'  report  with  those  which  would  result  from  using  the  final 
allocations  of  administrative  expenses  instead. 

TABLE  C— OASI  AND  Dl  ADMINISTRATIVE  EXPENSES  AS  A  PERCENTAGE  OF  CONTRIBUTION  INCOME  AND  OF 

BENEFIT  PAYMENTS 

OASI  TRUST  FUND 
[In  percent] 


Based  on  net  administrative 
expenses 


Contribution 
income 


Benefit 
payments ' 


Based  on  final  allocation 


Contribution 
income 


Benefit 
payments ' 


Fiscal  year: 
1970.... 
1971.... 
1972.... 
1973.... 
1974..., 


1.6 
1.7 
1.6 
1.6 
1.5 


1.8 
1.8 
1.7 
1.6 
1.5 


1.6 
1.7 
1.7 
1.6 
1.6 


1.9 
1.8 
1.7 
1.6 
1.6 


1  In  determining  the  percentage  shown,  payments  for  the  cost  of  vocational  rehabilitation  services  are  included  w/ith 
benefit  payments. 

Dl  TRUST  FUND 
[In  percent] 


Based  on  net  administrative 
expenses 


Based  on  final  allocation 


Contribution 
income 


Benefit 
payments  i 


Contribution 
income 


Benefit 
payments  i 


Fiscal  year: 

1970 - - 3.6 

1971 --  4.2 

1972 4.4 

1973 4.5 

1974 2.5 


5.3 
5.6 
5.2 
4.7 
2.5 


3.7 
4.1 
4.5 
3.5 
3.4 


5.4 
5.5 
5.4 
3.7 
3.4 


I  In  determining  the  percentage  shown,  payments  for  the  cost  of  vocational  rehabilitation  services  jare  .included  with 
benefit  payments. 

III.  COST  ALLOCATION  PRINCIPLES  USED  IN  CHARGING  DISABILITY  OPERATIONS 
COSTS  TO  THE  DISABILITY  INSURANCE  TRUST  FUND  AND  TO  OTHER  TRUST  FUNDS 
OR  PROGRAMS    , 

The  programs  SS.'V  administers  are  highly  integrated  both  in  terms  of  how 
operations  are  carried  out  and  in  terms  of  the  interrelationship  of  entitlement 
factors  legislated  in  various  amendments  to  the  Social  Securitj^  Act.  This  inter- 
relationship was  reflected  in  cost  sharing  principles  established  at  the  time  the 
disability  insurance  program  was  first  enacted  and  the  Dl  trust  fund  established. 
At  that  "time,  it  was  determined  that  a  part  of  the  costs  involved  in  operating 
the  new  disability  insurance  program  should  be  borne  by  the  OASI  trust  fund 
on  the  basis  that  the  process  bj^  which  a  person  became  entitled  to  disabilitj 
insurance  benefits  also  entitled  that  person  to  retirement  benefits  through  ar 
automatic  conversion  process  when  he  or  she  turned  age  65.  However,  under  th( 
principles  established  at  the  time,  only  costs  related  to  approved  disabilitj 
insurance  claims  were  shared  between  the  two  trust  funds.  Costs  related  to  denied 
claims  were  borne  solely  by  the  disabiUty  insurance  trust  fund. 


33-424 — 75- 


-32 
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Subsequent  to  the  enactment  of  the  disability  insurance  program,  other  pro- 
grams have  been  enacted  which  are  in  various  ways  integrated  and  related  to  it, 
and  which  have  added  considerable  complexit}^  to  cost  accounting  methods 
used  to  allocate  costs  to  each  program.  Chief  among  them  were  Medicare  for 
the  disabled,  and  the  Supplemental  Security  Income  programs,  both  of  which 
were  enacted  in  FY  1973  and  became  operational  in  FY  1974.  To  appreciate 
the  complexity  caused  by  thtse  added  programs,  the  following  illustration  is 
offered:  A  person  who  files  a  title  II  disability  insurance  claim  will  potentially 
be  entitled  to  1)  title  II  disability  insurance  benefits  if  the  claim  is  allowed, 
2)  Medicare  benefits  after  two  years  have  elapsed,  3)  retirement  insurance 
Kienefits  at  age  Go.  and  4)  supplemental  security  income  benefits  if  his  income 
and  re->ources  are  low  enough  to  c[ualify  him  for  same.  Each  of  these  entitlements 
are  dejjendent  wholly  or  in  i)art  on  the  one  disability  entitlement  determination. 
Therefore,  i)ro]:)er  ajiplication  of  cost  accounting  principles  requires  that  each 
of  the  programs  share  in  the  cost  of  the  entitlement  determination. 

When  Medicare  for  the  disai)led  and  the  Supplemental  Security  Income  pro- 
gram were  enacted,  a  re-evaluation  was  made  of  the  princiijles  and  procedures 
used  in  determining  how  costs  are  charged  to  SSA  programs.  As  a  result,  new 
principles  went  into  effect  for  FY  1973,  for  the  programs  then  in  operation. 
Reflected  in  these  principles  was  a  decision  to  allocate  the  cost  of  ])rocessing 
disability  insurance  claim  denials  among  all  of  tiie  programs  affected  bj-  disal>ility 
determinations,  rather  than  charging  the  denials  wholly  to  the  disability  insurance 
trust  fund.  This  decision  was  the  most  significant  factor  causing  the  $28  million 
decrease  from  FY  1972  to  FY  1973  in  the  final  allocation  of  administrative 
expenses  to  the  disability  insurance  trust  fund.  The  change  was  adopted  based 
on  the  principle  that  a  denial  of  disal^ility  insurance  benefits  is  also  a  denial  of 
future  Medicare  for  the  disabled  benefits,  and  a  denial  of  a  modified  benefit 
computation  taking  into  account  the  period  of  disability,  which  would  affect 
the  amount  of  future  monthly  retirement  or  survivor's  insurance  benefits.  The 
$28  million  drop  in  the  DI  trust  fund's  final  allocation  of  administrative  expenses 
that  this  change  produced  from  1972  to  1973  results  in  a  large  one-time  decrease 
in  the  ratios  of  disabilitj',  insurance  trust  fund  administrative  expenses  to  benefits 
and  to  contributions — as  demonstrated  in  tables  B  and  C. 

In  FY  1974,  the  application  of  cost  sharing  principles  to  the  new  Medicare 
for  the  disabled  and  Supplemental  Security  Income  programs  (which  were  not 
in  eft'ect  during  1973)  created  a  further  drop  in  the  ratios  of  administrative 
expenditures  to  benefits  and  to  contributions,  as  reflected  in  Table  C. 

Mr.  Cotter.  Thank  you  yen'-  much. 

Mr.  Steiger,  would  you  want  to  inquire? 

Mr.  Steicer.  Thank  you,  Mr.  Chairman. 

If  I  can.  Commissioner,  let  me  go  to  some  points  in  your  statement. 
No.  1,  on  page  6  you  talk  about  the  program  centers.  I  wonder  if 
you  wotdd  fill  me  in  a  little  bit  about  from  whence  sprung  that  con- 
cept and  how  do  they  work  and  why  did  you  establish  wliat  it  seems  to 
me  approaches  an  overlayer  on  top  of  an  overlayer  on  top  of  an  over- 
layer?  VvHiat  is  the  program  center  all  about? 

Mr.  Cardwell.  Well,  the  program  center  is  probably  one  of  the 
oldest  organizational  arrangements  in  the  social  securit}"  program. 
It  goes  back  almost  40  years. 

I  certainl,y  am  not  that  expert  on  its  origins  but  the  idea  is  that  the 
local  offices,  the  intake  points,  the  point  at  which  the  claimant  makes 
his  initial  contact  with  the  Government,  would  concentrate  on  taking 
the  claim,  obtaining  all  the  necessary  information  and  that  we  could 
more  efficiently  collect  and  concentrate  the  adjudication  of  <^hose 
claims  and  the  preparation  for  the  initial  payment  and  then  the  re- 
examination and  adjustment  of  those  claims  after  the  fact. 

There  are  six  such  centers  around  the  country.  They  employ  in  the 
aggregate  about  13,000  people.  The  basic  records  on  everybod}'^  in 
payment  status  on  the  program  are  maintained  in  those  six  centers 
and  not  at  headquarters  in  Baltimore  nor  in  the  1,300  individual  local 
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offices.  The  idea  is  having  regionalized,  really,  the  six  centralized 
regions  of  the  country  in  the  adjudicative  and  payment  processes.  In 
the  long  term,  the  prospects  of  being  able  to  use  computers  on  line 
suggests  that  maybe  someday  the  program  center  will  become  out- 
moded and  that  the  process  could  function  from  the  local  office  and 
through  the  centi'al  computer  in  Baltimore. 

We  are  just  now  putting  together  what  v/e  think  will  be  a  maximum 
elTort,  if  the  President  approves  it,  to  engage  in  about  a  5-  or  6-year 
project  of  overhauling  our  whole  process,  the  whole  business  of  how 
we  take  claims,  liow  we  adjudicate  them,  how  we  maintain  records 
and  how  we  execute  payments  because  we  are  reaching  the  conclusion 
that  the  present  methods  are  just  beginning  to  wear  clown. 

Just  as  30  years  ago  business  and  Government  came  to  realize  that 
you  couldn't  do  all  the  things  we  were  trying  to  do  on  paper  and  the 
computer  bailed  us  out,  we  are  now  realizing  that  the  traditional 
methods  of  processing — ^^hether  computer  or  manual — are  not  al^le 
to  provide  the  level  of  service  which  our  beneficiaries  deserve.  We 
need  to  move  to  methods  of  processing,  including  online  computer 
systems  and  things  of  that  sort,  which  allows  us  to  take  prompt  action 
on  all  cases,  including  the  more  difficult  ones. 

Mr.  Marquis,  who  has  been  with  the  agency  manj^  years  and  may  at 
one  time  have  even  worked  in  a  program  center,  can  answer  the  ques- 
tion if  my  ansvv  cr  doesn't  satisfy  you. 

Mr.  Steiger.  I  will  come  back  at  you.  Commissioner,  with  some 
specific  details  based  on  my  own  office's  experience.  That  is  mv  reason 
for  following  this  line  of  questioning. 

We  are  experiencing  at  this  point  a  relatively  significant  increase 
in  response  time  hj  the  Chicago  Pa3rment  Center,  and  the  Baltimore 
office,  not  just  for  disability  but  for  regular  status  reports  on  the 
particidar  individual  invoh'ed  and  his  or  her  account.  That  is  a  matter 
of  some  concern  to  me.  The  delay  even  in  initial  responses  from  the 
Baltimore  office  of  social  security  is  a  problem  which  over  the  last 
18  months  has  grown  tremendously. 

I  am  going  to  come  at  you  just  from  my  standpoint  with  some  spe- 
cifics on  the  elapsed  time  between  when  I  send  it  and  when  I  get  an 
initial  response  and  the  incredible  delaj^s  that  have  taken  place  in 
some  of  the  cases  before  any  kind  of  final  determination  is  made.  My 
only  reason  for  asking  at  this  point  is  that  it  seems  to  me  that  it  may 
have  been  understandable  at  one  point  to  go  into  the  regional  concept 
but  I  have  a  feeling  that  we  are  falling  through  the  cracks  at  this  point 
and  that  the  capability  of  the  local  office  in  the  vSixth  District  of  Wis- 
consin has  improved  dramatically.  They  are  doing  a  far  better  job 
and  the}^  are  having  worse  problems  than  I  am  haAang  in  tjying  to  get 
anybod}^  to  pa}"  attention  to  some  of  the  kinds  of  cases  that  they  are 
covering. 

I  will  come  back  at  you  with  some  specifics. 

Mr.  Cardwell.  May  I  make  three  quick  points?  You  are  experienc- 
ing what  literally  every  Member  of  Congress  is  experiencing  and  most 
of  3'ou  have  so  stated  in  sometimes  very  vigorous  letters.  I  think  three 
things  are  to  be  said. 

One,  I  think  you  are  reading  about  6  months  behind  the  times.  I 
really  do  think  the  record  shows  that  things  are  better.  I  don't  want 
to  suggest  that  they  are  that  much  better. 
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Second,  you  are  realizing  a  phenomenon  that  has  been  building 
for  a  long  time  and  you  are  just  now  realizing  it.  That  is  the  scale  of 
this  program.  If  we  operate  at  99.99-percent  pure  and  made  errors 
at  onlr  a  one-tenth  of  1  percent  rate,  you  would  be  dealing  with  about 
400,000  erroneous  cases  a  year.  We  are  not  that  good  and  are  never 
going  to  be  close  to  that.  So  it  tells  us  that  the  sheer  size  of  this  pro- 
gram now  is  affecting  every  Mem.ber  of  Congress.  We  are  the  biggest 
user  of  your  time,  your  casework  time.  There  is  no  other  program 
which  can  touch  us,  I  am  sure.  One  has  to  realize  that  out  of  30  million, 
40  million,  50  million  cases  there  are  going  to  be  a  number  of  horrible 
examples  at  anv  one  time. 

The  third  point  to  be  made  is  that  we  became  tremendously  im- 
pacted about  18  to  24  months  ago  and  we  are  still  impacted.  What  I 
have  tried  to  show  in  my  statement  and  I  think  we  can  fill  the  record 
with  data  which  will  show,  except  in  the  hearings  and  appeals  cases, 
that  we  are  gradually  improving.  It  is  the  same  kind  of  steady  improve- 
ment from  peak  workloads  which  occurred  about  a  year  to  a  year 
and  a  half  ago. 

So  that  those  three  points  I  would  underscore.  There  are  a  lot  of 
horrible  examples.  I  see  them,  I  am  sure,  more  than  you  do. 

Mr.  Steiger.  I  understand  very  well  the  complexity  and  magnitude 
of  the  problem. 

Mr.  Cardwell.  We  are  now  trying  to  plan  to  overhaul  our  system 
but  it  is  going  to  take  5  to  6  years  to  redo  them  completely.  There  is 
no  way  we  can  turn  this  thing  around  overnight.  It  is  going  to  take 
hundreds  of  millions  of  dollars. 

Mr.  Cotter.  The  gentleman's  time  has  expired.  Mr.  Jones  will 
inquire. 

Mr.  Jones.  Thank  you,  Mr.  Chairman. 

Mr.  Cardwell,  by  jonr  testimony,  you  certainl}^  pointed  out  that 
the  Social  Security  Administration's  into  a  number  of  areas  that  far 
exceeds  its  traditional  role,  such  as  black  lung,  pension  reform  and 
many  others.  It  seems  to  me  that  there  is  a  hmit  to  your  capacity  to 
administer  any  more  programs. 

Wliat  I  am"^asking  of  you  is,  what  can  Congress  do  legislatively  or 
othermse,  to  help  you  to  better  go  about  your  primary  social  security 

role? 

Mr.  Cardwell.  There  are  a  lot  of  ironies  that  I  think  are  present  in 
any  answer  to  that  question.  One  is  that  we  are  in  the  fix  vv^e  are  in 
today  partly  because  we  were  ver\-  good  in  the  past,  and  people 
continually  developed  confidence  in  us  and  didn't  hesitate  to  assign 
new  work  to  us.  I  think  one  of  the  strengths  of  our  system  of  govern- 
ment is  that  we  tend  to  approach  problems  as  if  we  can  solve  them  and 
the  fact  that  v/e  approach  them  that  way  in  the  final  analysis,  helps 
us  do  many  things  that  we  wouldn't  otherwise  do. 

I  don't  want  to  be  negative.  On  the  other  hand,  I  do  agree  with  you 
that  we  have  taken  on  too  many  things  during  one  fixed  j^ieriod  of 
time.  We  didn't  say,  don't  ask  us  to  do""  this  or  that.  Instead,  we  did 
what  most  dutiful  people  or  groups  of  people  do.  We  said,  "We'll 
try  to  do  more."  I  don't  want  to  depart  from  that  spirit  or  principle. 
W^e  will  continue  to  try  to  do  more.  If  I  were  sitting  on  the  other  side 
of  this  table,  and  I  were  thinking  about  the  future,  I  would  be  quite 
convinced  from  the  social  security  experience  that  we  need  to  allow 
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more  leadtime  when  we  install  new  activities.  Our  political  process 
doesn't  tend  to  want  to  wait  for  that.  It  is  afraid  that  seme  thing  will 
change,  if  you  allow  leadtime. 

All  the  'political  pressures  are  to  enact  something  and  make  it 
effective  immediately,  but  SSI,  which  theoretically  had  18  months 
of  leadtime,  did  not  provide  enough  leadtime  to  the  executive  branch 
and  even  with  the  leadtime  that  was  available  the  Congress  changed 
the  law  three  times  in  the  process.  In  fact,  one  of  the  changes  occurred 
in  the  first  m.onth  of  the  jDrogram.  It  was  a  retroactive  change  that  we 
couldn't  even  carry  out.  My  answer  to  your  question  is,  "Think  twice 
before  you  assign  a  nevv"  workload  and  even  then,  when  you  do  decide 
to  go  ahead  and  do  it  anyway,  provide  some  leadtime." 

Mr.  Jones.  You  indicate  in  your  testimon^r  that  the  processing 
time,  your  computer  operations  and  all,  for  SSI,  are  being  straightened 
out,  that  you  are  going  to  get  them  straightened  out.  When  are  they 
going  to  be  functioning  to  the  point  that  they  are  functioning  relatively 
smoothly? 

Mr.  Cardwell.  Well,  I  would  say  a  year-and-a-half. 

Mr.  Jones,  One  of  the  things  in'  our  district,  with  regard  to  SSI 
that  may  be  peculiar  to  our  district,  is  the  fact  that  you  don't  have 
assigned  cascMorkers  to  cases.  We  have  had  a  number  of  complaints 
where  people  come  into  the  offices  there,  and  their  files  can't  be  found 
and  the  person  they  talked  to  last  time  is  not  there  to  talk  to  them  this 
time  and  they  have  to  go  through  the  process  all  over  again. 

Is  this  a  kmd  of  national  problem? 

Mr.  Cardwell.  Yes. 

Mr.  Jones.  Is  this  something  that  3-ou  can  straighten  out? 

Mr.  Cardwell.  It  is  a  national  approach  to  the  way  the  program 
functions.  The  assignment  of  work  is  really  patterned  after  the  basic 
social  security  experience,  which  does  not  assign  a  block  of  cases  to  a 
claims  representative. 

The  income  maintenance  programs  administered  b}'"  the  States,  are 
usually  centered  on  caseworkers,  usually  social  workers  who  are  as- 
signed so  many  cases. 

^We  have  organized,  and  this  is  the  traditional  pattern  of  social 
security,  around  the  conce})t  of  a  generalist  who  would  deal  with  a 
medicare  claim,  an  SSI  claim,  a  retirement,  survivors  or  disability 
insurance  claim,  as  well  as  an  application  for  a  social  security  number. 
One  of  the  things  we  must  look  at  again  and  again  is  whether  that  is 
the  right  appro'ach.  Many  of  the  State  welfare  agencies  have  been 
critical  of  oiu'  approach  and  think  that  theirs  is  the  better  approach. 

Mr.  JoxEs.  You  could  still  have  your  people  as  generahsts  but  yet 
they  would  be  assigned  to  a  particular  precinct  and  handle  that  case 
and  all  the  ramifications  of  that  case. 

Mr.  Cardwell.  Well,  the  number  would  eventually  be  very,  very 
large  for  one  worker.  The  whole  system  requires  the  file  in  the  case  to 
be  maintained  some  other  place.  The  heart  of  the  case  almost  always 
leaves  the  local  office.  The  claims  representative  will  process  thousands 
of  cases  across  his  desk  in  a  year  and  there  is  hardly  any  way  that  he 
could  be  accountable  for  ail  those  cases.  That  doesn't  mean  to  say 
that  it's  impossible  to  organize  around  caseworkers  in  the  office.  I 
don't  want  to  say  we  couldn't. 

Mr.  Jones.  Are  you  going  to  be  studying  that? 
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Mr.  Cardwell.  Yes,  sir.  The  results  of  aiw  study  will  be  submitted 
to  the  subcommittee. 

Mr.  Jones.  You  could  give  us  a  report  on  that. 

Two  other  questions,  'Mr.  Chairman,  in  the  2  minutes  I  have 
remaining. 

Mr.  Cotter.  The  gentleman  will  continue. 

Mr.  Jones.  This  has  to  do  with  the  administrative  judges  and  the 
hearing  commissioners.  I  have  had  some  complaints  that  you  have 
some  law  judges  and  hearing  commissioners  with  not  much  to  do,  and 
this  is  in  the"  black  lung  area,  in  some  cases,  even  though  we  have 
many  pending  cases  and  that  tliere  ought  to  be  some  legislative 
changes  in  that  whole  concept  to  better  direct  the  load. 

Do  you  have  any  suggestions  in  that  regard? 

Mr.  Cardwell.  We  have  worked  a  great  deal  in  the  last  vear  on 
that  subject  and  can  still  do  som^e  more  work  on  it.  The  distribution 
of  cases  and  assignment  to  law  judges,  tlie  issue  of  moving  the  cases 
to  the  judge  or  the  judge  to  the  case  had  become  more  complicated 
than  it  seems  to  me  it  should  have. 

Part  of  it,  I  think,  has  to  do  with  the  way  we  organized  these  judges 
in  the  first  place  and  the  way  the  Administrative  Procedure  Act  has 
caused  some  of  them  to  believe  they  are  somewhat  autonomous  and 
independent  of  the  agency  of  which  they  are  a  part,  and  thus,  havp 
the  option  and  opportunity  and  the  right  to  set  their  own  paf*^ 

That,  I  think,  is  where'  this  problem  you  speak  to,  reall}^  starts. 
We  are  just  going  to  have  to  become  their  supervisors  even  at  the  risk 
or  appearing  to  interfere  with  their  decisions  which  we  certainly  will 
not  do.  They  must  be  supervised,  must  be  assigned  cases.  We  must 
have  some  means  of  gaging  their  work  and  must  have  some  additional 
organizational  arrangements  on  which  we  are  now  working. 

Mr.  Jones.  Would  this  necessitate  legislative  changes? 

Mr.  Cardwell.  I  don't  think  that  is  a  problem  that  requires 
legislative  changes.  The  legislative  change  issue  would  center  on  where 
anj^one  wants  to  modify  the  basic  skills  and  use  skills  other  than 
administrative  law  judge,  and  nw  answer  is  that  it  is  too  late  to  con- 
sider that.  If  I  could  start  all  oVer  again,  that  is  what  I  would  do, 
but  it  is  too  late. 

Mr.  Jones.  On  the  Buffivgton-B'mer  case  that  you  referred  to  on 
pages  7  and  8,  you  indicate  that  you  are  going  to  set  up  in  August, 
three  cites  for  these  personal  conferences. 

What  are  you  going  to  be  doing  in  the  interim,  while  this  case  is 
pending,  and'^you  are  requesting  a  moratorium?  What  are  you  going 
to  be  doing  in  that  interim  period  with  regard  to  recoupment  of 
overpavments? 

Mr.  Cardwell.  Well,  that  I  think  is  really  the  heart  of  our  problem. 
The  most  we  can  do  is  to  keep  a  running  record  of  the  overpayments 
and  be  sure  that  v/e  are  giving  the  individual  notice. 

In  the  new  cases,  as  they  occur,  we  are  going  to  have  to  start 
moving  toward  some  form  of  hearing  opportunitj'  and  we  are  just 
now  looking  at  ways  to  do  that.  Recognizing  that  these  local  offices 
are  already  heavily  impacted  and  that  is  where  it  has  to  occur,  it  is 
going  to  require  training  and  things  like  that  so  that  we  are  going  to 
be  working  on  plans  to  carry  it  out. 

Mr.  Jones.  You  are  developing  a  new  additional  backlog  of  work? 
Mr.  Cardwell.  Right. 
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Air.  Jones.  Thank  you,  Mr.  Chairman. 

Mr.  Cotter.  Thank  you. 

Mr.  Crane  will  in({iiire. 

Mr.  Crane.  Thank  you  Mr.  Chairman. 

Mr.  Commissioner,  I  would  like  to  make  a  couple  of  brief  observa- 
tions based  upon  the  experiences  we  have  had  in  my  office  and  I 
doubt  that  the}^  are  peculiar. 

First,  let  me^  pay  credit  to  the  cooperation,  the  assistance  and  the 
overall  general  efficiency  shown  in  dealino;  with  the  Social  Security 
Adminis'tration  in  Washington,  and  I  do  not  intend  to  register  criti- 
cism, either,  against  caseworkers.  But  down  at  the  district  office 
level  clerk  ineifeciency  has  been  a  chronic  problem  in  the  5  or  6  years 
I  have  been  down  here.  A  good  deal  of  it  seems  to  be  a  problem  of 
losing  records  with  incredible  consistency. 

Inaddition  to  tliat,  in  the  case  of  disability  payments,  often  times 
we  have  had  instances  where  a  person  has  had  to  go  back  to  the  same 
doctor  three  and  four  times  to  get  the  same  medical  reports.  I  am  not 
sure  whether  they  lose  the  first  three  and  the  man  has  to  get  a  fourth, 
but  even  the  physicians  get  a  little  exasperated.  I  understand  those 
clerks  are  about  a  G-5  level. 

Mr.  Cardwell.  Well,  the  claims  representatives  generally  are  college 
educated  people  who  start  out  at  grade  5  and  there  is  a  ladder  of 
development  that  they  can  track.  As  we  said  earlier,  they  are  trained 
to  become  generalists'^  and  become  expert  in  the  requirements  of  the 
basic  programs.  I  think  Mr.  Steiger's  point  is  the  point  to  consider. 
He  asked" whether  we  have  organized  the  work  properly  because  the 
fact  is  that  the  local  representative  is  not  charged  with  the  followup 
on  each  case.  The  worker  has  to  go  to  some  other  site  to  obtain  the 
file  or  information  about  the  file.  As  a  result,  he  refers  the  inquiry  to 
another  point.  That  is  part  of  the  problem  you  point  to. 

Therei  is  an  axiom  in  the  business  that  says  that  when  you  are  dealing 
with  se\eral  hundred  milfion  files,  once  a  file  gets  lost,  there  is  a  good 
chance  it  is  either  going  to  stay  lost  or  get  lost  again.  There  are  all 
kinds  of  case-control  regimens  that  have  been  designed  through  the 
years  to  prevent  this,  but  it  still  happens.  When  backlogs  build,  a 
snowballing  starts  to  take  place.  The  claimant  starts  to  complain  and 
comes  to  the  agency  about  his  case.  The  file  is  pulled  and  that  takes 
it  out  of  its  ordinary  rhythm  and  routine  and  some  element  or  risk 
begins  at  that  point. 

The  individual  goes  to  his  Congressman.  He  calls.  He  writes  a 
letter.  The  case  is  pulled.  ]Maybe  it  was  still  out  when  the  letter  came 
in.  If  he  doesn't  .^et  an  answer  to  his  letter,  he  vv^ites  again  and  before 
you  know  it,  you  start  the  snowball.  That  is  obviously  part  of  our 
problem. 

Mr.  Crane.   You  are  talking  about  w^ithin  the  SSI  part  of  the 

program? 

Mr.  Cardwell.  No,  I  am  talking  about  anywhere. 

Mr.  Crane.  You  have  a  backlog  across  the  board? 

Mr.  Cardwell.  W^e  have  had  backlogs  essentially  across  the  board. 
They  peaked,  we  think,  about  a  year  ago,  and  we  think  they  are 
steadily  coming  down,  but  they  still  exist  in  some  dimension  across 
the  board.  The  only  area  where  they  are  still  building  up  is  the  hearings 
and  appeals  process. 
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Mr.  Crane.  Let  me  throw  out  a  suggestion.  You  indicated  the  lowest 
level  of  these  clerks  that  you  employ  are  college  graduates.  Is  it  a 
requirement  that  they  have  a  college  education? 

Mr.  Cardwell.  Yes,  sir;  usuall}'. 

Mr.  Crane.  Is  it  not  conceivably  desirable  to  employ  high  school 
graduates  who  may  be  more  highly  motivated  at  that  level  of  work? 
Perhaps  you  have  overeducated  people? 

Mr.  Cardvv'bll.  If  a  high  school  graduate  can  qualify  for  the 
examination,  he  can  have  the  job.  Often  he  cannot  pass  the 
examination. 

Mr.  Crane.  Ma^^^be  vou  ought  to  reevaluate  the  examination. 
Going  back  to  World  War  II,  they  found  a  lower  accident  rate  in 
many  of  those  tasks  requiring  more  mundane,  routine  performance 
with  people  who  did  not  have  as  high  an  educational  level. 

Mr.  Cardwell.  I  don't  think  that  is  where  the  problem  lies.  I 
think  the  higher  the  general  educational  level,  the  more  sensitive 
these  peojile  are  to  the  myriad  problems  that  individuals  can  have. 
The  motivation  and  willingness  to  respond  at  the  local  level  is  very 
high.  In  fact,  that  is  where  our  best  performance  occurs. 

"Mr.  Crane,  That  is  not  our  experience. 

Mr.  Cardwell.  But,  you  are  identifying  it  with  the  worker.  You 
should  be  identifying  it  with  the  record  and  the  v/ay  the  work  is 
organized,  rather  than  with  the  individual.  I  think  you  are  faulting 
the  wrong  person  when  you  fault  the  local  claims  representative, 
because  he  can't  answer  your  question.  He  was  never  prepared  to 
answer  it  in  the  first  place. 

Mr.  Crane.  Let  me  ask  you  another  questiom 

What  is  3^our  turnover  rate  of  personnel?  How  docs  it  compare 
at  various  levels? 

Mr.  Cardwell.  It  is  roughly  better  than  Government  at  large. 
I  can't  give  it  to  you  off  thetop  of  my  head.  It  will  vary  from  place 
to  place,  according  to  the  kind  of  work  involved.  The  turnover  rate 
among  the  young  people  coming  in  new,  is  fairh*  high,  but  that  is 
true  in  industry,  as  well  as  the  rest  of  Government. 

Mr.  Crane.  1  may  have  caught  you  off  guard  here,  with  a  question 
that  you  don't  have  the  information  on,  but  could  you,  for  the  record, 
provide  a  breakdown  of  what  the  turnover  rate  is,  at  various  levels 
for  us? 

Mr.  Cardwell.  Right. 

Mr.  Crane.  Thank  you,  Mr.  Commissioner. 
I  yield  back  the  balance  of  my  time. 
[The  material  follows:] 
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RATES  OFSEPARATION  i  OF  EMPLOYEES  IN  THE  SOCIALSECURITY  ADMINISTRATION,  BY  GRADE,  FISCAL  YEAR  1974 


GS  grade 

1 -. 

2 

3 

4 

5 

6..._ 

7 

8 

9 

10.... 

11 _. 

12 

13 - 

14 

15 

16 

17 - 

18 

Total --  11.0  9.1  12.0  11.8 

1  Separations  include  quits,  transfers  of  SSA  employees  to  other  Government  agencies  and  to  other  DHEW  constituents, 
discharges,  retirements,  deaths,  and  separations  due  to  declined  relocation,  declined  assignments,  disability,  reduction 
in  force,  displacement,  expiration  of  appointment,  military,  lack  of  wori<,  and  lack  of  funds.  The  formula  for  the  calculation 
of  the  separation  rate  is  the  number  of  separations  Divided  by  average  employment  and  multiplied  by  100.  For  each  fiscal 
year,  average  employment  is  calculated  by  adding  the  employment  figures  for  periods  June  30  (end  of  previous  fiscal 
year)  Sept.  30,  Dec.  31.  Mar.  31,  and  June  30  of  hscal  year  concerned  and  dividing  by  5. 

2  The  high  separation  rate  for  GS-1  employees  is  the  result  of  the  claims  assistance  program  in  the  local  offices.  This 
was  a  special  program  necessitated  in  fiscal  year  1974  to  meet  SSI  claims  vifork  loads.  Employees  were  hired  for  temporary 
position's  at  the  GS-1  level  to  assist  SSI  claimants  in  local  offices,  and  were  separated  when  their  services  were  no  longer 
heeded. 

Mr.  Burke.  Mr.  Steiger. 

Mr.  Steiger.  Thank  you,  Mr.  Chairman. 

Could  I  go  to  a  pomt  made  \^dth  Mr.  Crane?  You  have  given  us  on 
page  13,  the  backlog  on  hearings  and  appeals.  You  have  indicated  that 
there  are  110,000  hearing  cases  awaiting  action. 

Do  you  have  an  estimate  at  tliis  point,  or  can  you  give  us  one  on 
what  the  time  delay  is  on  the  backlog  of  hearing  cases? 

Mr.  Cardvv  ELL.  I  want  to  turn  the  question  over  to  Mr.  Trachten- 
berg,  the  Director  of  the  Bureau  of  Hearings  and  Appeals.  I  would 
start  out  by  saying  one  thing,  that  if  we  didn't  receive  another  case 
for  1  whole  year,  we  would  still  have  a  case  level  at  the  end  of  the  year. 
Does  that  tell  you  something? 

Mr.  Trachtenberg.  Congressman,  the  goal  that  I  set  is  to  be 
out  of  the  crisis  situation,  in  terms  of  the  backlog  by  the  end  of  fiscal 
year  1977.  That  means  that  we  would  have  about  a  40,000  to  50,000 
case  backlog.  There  will  always  be  some  backlog,  because  not  every 
case  is  ready  for  hearing  at  a  given  moment.  The  case  needs  to  be 
developed,  and  a  variety  of  other  things  need  to  be  done.  The  median 
processing  time,  now,  on  the  average  is  over  200  daj's. 

Mr.  Steiger.  The  median  {processing  time  for  a  case  for  a  hearing? 

Mr.  Trachtenberg.  That  is  right.  That  is  from  the  date  of  the 
request  for  the  hearing  to  the  actual  decision. 

Mr.  Steiger.  200  days? 

Mr.  Trachtenberg.  More  than  that.  It  is  210  days. 
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Mr.  Steiger.  That  is  incredible,  I  must  say.  There  was  a  story  in 
the  newspaper  about  the  law  judges  going  to  Puerto  Rico.  What 
hap])ened  with  that  situation? 

Mr.  Trachtenberg.  Well,  I  think  that  tells  one  part  of  the  stor}'. 
It  is  true  that  the  administrative  law  judges  had  been  going  to  Puerto 
Rico  to  hear  cases.  They  heard  in  a  2-week  ])eriod  an  average  of  about 
40  cases.  Puerto  Rico,  which  is  part  of  region  II,  is  the  highest  back- 
logged  area  in  the  entire  region.  Therefore,  it  was  just  absolutely 
essential  to  get  people  down  there  to  hear  cases,  because  the  delays 
there  were  considerablv  higher — runnins;  close  to  240  days. 

It  was  clearly  the  highest,  as  I  said,  in  region  II.  I  instituted  some 
changes  in  this  area,  when  I  camie  aboard  in  January,  long  before  the 
GAO  stud}'  came  cut.  I  made  it  clear  that  onl}"  administrative  law 
judges  from  region  II  would  go  to  hear  cases  in  that  area,  because  it  was 
a  regional  ]:)rob]em.  We  made  sure  that  in  no  event  would  a  law  judge 
go  there,  if  the  backlog  in  his  office  was  anywhere  close  to  that  in 
Puerto  Rico.  The  problem  continues  to  be  the  need  to  send  additional 
judges  down  there.  One  of  our  problems  is  the  difficulty  in  getting 
individuals  who  are  interested  in  woi'king  full  time  in  Puerto  Rico  as 
administrative  law  judges. 

Mr.  Burke.  Would  the  gentleman  ^deld? 

Mr.  Steiger.  Yes,  of  course. 

Mr.  Burke.  I  might  make  the  observation,  Mr.  Steiger,  that  you 
are  a  member  of  the  Task  Force  on  Oversight.  It  might  be  necessary 
to  send  you  down  to  Puerto  Rico  next  winter  to  look  into  this  matter. 

Mr.  Steiger.  That  is  the  nicest  offer  I  have  had  in  a  long  time,  but 
that  doesn't  helj)  those  in  Waushara  County,  who  are  experiencing  a 
delay  longer  than  in  Puerto  Rico. 

Mr.  Trachtenberg.  I  doubt  that  that  is  true. 

Mr.  Burke.  Would  you  suggest  that  they  go  out  in  snowmobiles? 

Mr.  Steiger.  Yes;  the}^  have  a  snowmobile  festival  in  February 
each  year. 

Mr.  Cardwell.  Mr.  Steiger,  I  really  doubt  that  3^our  constituency 
has  a  greater  backlog  than  Puerto  Rico.  Puerto  Rico  has  a  veiy  large 
concentration  of  poor  people.  As  Representative  Patsy  Mink  once 
said  to  a  Member  of  this  body,  when  they  were  complaining  about 
somebod}"  taking  a  trij)  to  Hawaii,  it  is  all  part  of  the  United  States. 

I  don't  think  going  to  Puerto  Rico,  ])ersonally,  is  that  great  a  lark. 
The  issue  here  really  centered  on  an  assumption  that  in  the  past,  the 
Bureau  of  Hearings  and  Appeals  had  permitted  judges  from  other 
])arts  of  the  country-  to  go  to  Puerto  Rico,  during  the  warmer  months 
as  a  reward.  That  is  not  now  taking  place.  It  might  have  taken  place 
in  the  past.  I  don't  know.  If  so,  it  was  in  the  past.  Puerto  Rico  is  a 
territorv  that  we  are  responsible  for,  and  it  is  part  of  region  II.  It  has 
a  heavy  workload,  and  we  have  to  send  people  back  and  forth.  We 
have  no  choice. 

Mr.  Steiger.  I  understand  that.  I  raised  it  because  I  thought 
there  was  an  explanation,  and  I  am  delighted  that  3''ou  are  limiting 
it  to  region  II,  which  seems  to  me  to  be  the  most  simjile  way  to  do  it. 

Mr.  Cardwell.  We  had  not  seen  the  GAO  report  before  it  was 
pubUcized. 

Mr.  Steiger.  When  that  hit  the  papers,  it  created  sensitivity  from 
areas  that  do  not  have  quite  as  much  to  offer  as  Puerto  Rico  has  to 
offer,  sometimes. 
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May  I  go  to  another  question  on  the  disability  program?  The  law 
is  structured,  as  you  know,  and  3^ou  referred  to  it  specifically  on  page  9 
of  your  statement  with  the  State  rehabilitation  agency,  which  o])erates 
under  a  contract  with  3^our  office.  Is  that  system  working  well?  Are 
3^ou  satisfied  with  that  process,  through  which  these  claims  now  go? 

Mr.  Cardwell.  That  is  a  question  that  has  been  asked  so  many 
times  by  groups  and  interests  outside  of  the  agency.  It  has  been 
asked  steadily  by  the  agency.  As  of  this  moment,  we  in  the  agency 
feel  that  it  is  working  as  well  as  it  could  work,  and  we  wish  that  our 
part  of  the  process,  frankly,  were  in  as  good  a  shape  as  we  think  their 
process  to  be,  generally.  The  State  agencies  have  steadily  improved 
their  performance.  They  seem  to  be  carrying  out  their  work  fairl}^ 
efficiently,  all  things  considered.  All  things  considered,  the  first  ques- 
tion that  must  continue  to  puzzle  us  and  which  we  must,  I  think, 
continue  to  look  at  is  the  basic  difficulty  of  having  to  have  a  second 
party  carr}^  out  part  of  the  process  at  arm's  length,  for  fear  that  the 
first  party  might  not  be  as  objective  or  something,  vdiatever  leads  to 
that  origmal  conclusion. 

I  think  it  is  undeniable  that  the  business  of  trafficking  in  paper  back 
and  forth  has  to  prolong  the  basic  process.  I  don't  see  how  it  could  be 
any  other  way  although  not  everybod}^  agrees  with  me  on  that.  I 
start  out  with  that  general  feeling. 

Our  examination  of  their  performance  tells  us  that  our  problems 
in  the  last  year  or  1}^  years  in  disability  of  have  not  centered  there. 
The  problems  lie  in  our  own  internal  procedures,  the  matter  of  making 
pa3anents  once  the  claim  had  been  acljudicated,  interrupted  payments 
and  that  sort  of  thing. 

Most  of  the  horrible  examples  that  you  probabh"  experienced, 
really  center  on  those  latter  processes  more  often  than  not,  rather 
than  on  the  former  process  of  the  State  agencies'  delay. 

Mr.  Steiger.  Actually,  there  have  been  very  few  "experiences" 
which  interested  me.  That  is  one  reason  I  wanted  to  ask  j'ou  that 
question.  It  does,  I  would  judge,  have  to  have  some  impact  on  the 
delay  question  and  the  additional  paperwork  that  is  required.  But  I 
wanted  to  have  3^our  own  judgment  as  to  whether  that  system  by  and 
large,  given  the  complexity  of,  it,  is  working  well,  and  I  appreciate 
your  answer. 

Mr.  Cardwell.  In  our  opinion,  it  is,  and  we  keep  it,  frankh  ,  under 
constant  pressure,  because  our  reputations  follow  their  performance. 

Mr.  Steiger.  Mr.  Chairman,  thank  j^ou  very  much  for  giving  me  a 
little  extra  time.  I  would  want  the  Commissioner  to  know  that  I  am 
sure  every  member  has  had  experiences  Avith  the  Social  Security  Ad- 
ministration, and  it  is  an  incredibly  large  responsibilitA^  that  you  have. 
Not  onl}^  the  fact,  that  it  involves  exceedingly  complex  medical  ques- 
tions, when  3^ou  get  into  the  disabilitA^  area,  but  the  financial  question 
of  the  person  who  doesn't  get  the  check  on  time,  makes  3^our  job  that 
much  more  difficult. 

I  must  say  I  am  impressed  b3^  what  3^ou  and  your  staff  have  been 
able  to  do,  b^^  3'Our  candor  and  willingness  to  come  here.  I  would  hope 
the  establishment  of  the  Social  Security  Subcommittee  on  the  part 
of  the  Ways  and  Means  Committee  might  mean  that  we  will  do  a 
better  job  than,  frankl3%  I  think  the  the  House  has  done  in  trying  to 
help  you  and  us  to  do  that  job. 
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Mr.  Cardwell.  So  far,  so  good.  I  think  tliere  is  great  promise  that 
that  is  exactly  the  way  it  will  work. 

Mr.  Burke.  I  tliink  it  wall  v»^ork  out  very  well.  In  fact,  I  had  the  good 
experience  of  taking  a  trip  to  Baltimore,  and  I  am  suggesting  that  most 
of  the  members  of  the  committee  do  the  same. 

Mr.  Steiger.  I  think  we  should,  just  to  see  that  Pentagon  East. 

Mr.  Burke.  It  is  a  tremendous  operation.  It  requires  a  man  of 
ability,  and  the  Commissioner  seems  to  have  that  ability.  It  is  an 
awesome  responsibility.  Most  of  our  congressional  mail  is  on  social 
security. 

Mr.  "Cardwell.  Mr.  Chairman,  at  some  risk  to  m}^  reputation,  I 
would  remind  the  record  that  most  of  the  bad  things  seem  to  have 
started  to  happen  about  18  months  ago,  and  that  is  when  I  went  to 
SSA. 

Mr.  Steiger.  That  is  because  we  kept  changing  the  law. 

Mr.  Cardwell.  That  is  what  I  keep  telling  mvself. 

Mr.  Burke.  We  have  piled  a  lot  of  responsibility  on  to  you. 

Mr.  Steiger.  We  have  a  television  star  here,  toda^^,  with  the 
chairman  of  the  subcommittee  for  his  appearance  on  the  ''Todaj'Show," 
making  one  of  his  usual  nonpartisan  analyses  of  the  administration's 
position.  I  am  fascinated,  Mr.  Chairman,  by  your  view. 

Mr.  Burke.  It  might  result  in  bringing  us  together. 

I  want  to  commend  the  Commissioner  and  those  who  accompanied 
him  on  the  panel  here  this  morning.  You  have  made  a  good  presentation, 
and  you  have  given  the  committee  and  also  the  staff  something  to 
look  over  and  study  to  make  us  more  aware  of  what  the  problems  are. 

The  committee  now  stands  adjourned,  subject  to  the  call  of  the 
Chair. 

Mr.  Cardwell.  Thank  j^ou,  Mr.  Chairman. 

[Whereupon,  at  12  p.m.,  the  subcommittee  was  adjourned,  subject 
to  call  of  the  Chair.] 


FINANCING  THE  SOCIAL  SECURITY  SYSTEM 


TUESDAY,  JUNE   17,   1975 

House  of  Representatives, 
Subcommittee  on  Social  Security 
OF  THE  Committee  on  Ways  and  Means, 

Washington,  D.C. 

The  subcommittee  met  at  1:45  p.m.,  pursuant  to  notice  in  room 
H-208,  the  Capitol,  Hon.  James  A.  Burke  (chairman  of  the  sub- 
committee) presiding. 

Mr.  Burke.  The  subcommittee  wdU  come  to  order. 

The  hearings  beginning  todaj^  are  a  continuation  of  the  hearings 
on  the  financing  of  the  social  security  program  wliich  the  subcom- 
mittee held  last  month.  The  subcommittee's  earlier  hearings  were 
limited  to  Administration  witnesses  and  invited  panelists.  Today 
we  will  commence  general  public  hearings.  These  hearings  will  continue 
tomorrow  and  conclude,  according  to  our  present  schedule,  on 
Thursday. 

Without  objection,  I  will  have  inserted  at  the  conslusion  of  my 
statement,  the  subcommittee's  press  release  of  May  28,  1975,  announ- 
cing this  x^hase  of  its  hearings. 

The  subcommittee  hopes  to  elicit  at  these  hearings  recommenda- 
tions to  improve  the  financial  condition  of  the  social  security  trust 
funds.  We  have  requested  that  particular  emphasis  be  placed  on  the 
early-year  financing  of  the  program,  but  we  recognize  that  the  issues 
relating  to  long-range  financing  are  affected  hj  steps  that  might  be 
taken  on  short-range  financing.  To  that  degree  v/e  arc,  therefore, 
prepared  to  take  testimon}^  on  general  recommendations  affecting 
both  the  short-range  and  the  long-range. 

We  will  certainly  be  looking  for  the  administration's  full  coopera- 
tion, and  I  am  enough  of  an  optimist  to  hope  that  we  will  gain  their 
full  support  for  the  legislation  wliich — I  am  convinced — wall  have 
to  be  enacted  this  year  to  assure  the  financial  soundness  of  the  social 
security  program. 

[The  press  release  follows:] 

[Press  release  of  Wednesday,  May  28, 1975] 

Chairman  James  A.  Burke,  (D.  Mass.)  Subcommittee  on  Social  Security, 
Committee  on  Ways  and  Means,  Announces  Second  Stage  of  Public 
Hearings  on  Financing  the  Social  Security  System 

Chairman  James  A.  Burke  (D.  Mass.),  Subcommittee  on  Social  Security  of 
the  Committee  on  Waj^s  and  Means,  today  announced  that  on  Monday,  June  16, 
1975,  the  subcommittee  would  begin  holding  general  public  hearings  on  the  sub- 
ject matter  of  financing  the  social  security  program.  These  hearings  are  a  con- 
tinuation of  the  hearings  which  the  subcommittee  began  holding  on  May  7,  1975 
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but  which  thus  far  have  been  limited  to  Administration  witnesses  and  invited 
panelists. 

The  limited  subject  matter  of  these  hearings  should  be  carefully  noted.  The  purpose 
of  the  hearings  is  to  give  interested  parties  an  opportunity  to  exjjress  their  views 
concerning  the  fixancing  of  the  social  security  program,  with  particular  emphasis 
on  the  need  to  strengthen  the  short-range  financing  of  the  program  since  it  is  the 
intention  of  the  subcommittee  to  take  action  on  legislation  affecting  early- 
year  financing  (the  next  25  years)  before  considering  legislation  affecting  the  long- 
range  financing  (the  next  75  years)  of  the  social  securitj'  program.  As  indicated, 
these  hearings  are  limited  strictlj^  to  financing  issues  and  will  not  cover  other 
matters.  For  example,  expansion  of  benefits,  the  categories  of  beneficiaries, 
lowering  of  age  limits,  and  retirement  test,  etc.,  will  not  be  included. 

Under  the  subcommittee's  tentative  agenda,  the  hearings  will  commence 
at  1 :00  p.m.  in  the  IVIain  Hearing  Room  of  the  Committee  on  Ways  and  Means 
in  the  Longworth  House  Office  Building,  on  June  16,  1975  and  continue  at  the 
same  hour  each  day  duiing  that  week.  It  is  hoped  that  these  hearings  can  be 
completed  by  the  end  of  the  week  of  June  16th.  In  view  of  the  uncertain  schedule 
of  the  full  committee,  however,  it  ma.y  be  necessary  to  reschedule  some  of  these 
hearings  or  to  change  their  location  to  Rooin  H-208  in  the  Capitol  Building. 

Due  to  the  limited  time  available  for  this  hearing,  it  may  be  necessary  to 
allocate  the  amount  of  time  available  to  each  witness  for  the  presentation  of  his 
direct  oral  testimony.  If  so,  it  will  be  mandatorj^  that  all  witnesses  not  exceed 
the  time  allocated  for  this  purpose.  The  witnesses'  full  statements  will  be  included 
in  the  record  of  the  hearing. 

Cutoff  date  for  requests  to  be  heard. — Requests  to  be  heard  must  be  received  by 
the  Committee  no  later  than  the  close  of  business,  Thursday,  June  5,  1975.  Requests 
should  be  addressed  to  John  M.  Martin,  Jr.,  Chief  Counsel,  Committee  on  Ways 
and  Means,  U.S.  House  of  Representatives,  1102  Longworth  House  Office  Build- 
ing, Washington,  D.C.  20515,  telephone:  (202)  22,5-3625.  Notification  as  to  the 
witness'  scheduled  date  of  appearance  will  be  made  as  promptly  as  possible  after 
the  cutoff'  date.  Once  the  witness  has  been  advised  of  his  dale  of  appearance,  it  is  not 
possible  for  this  date  to  be  chomged.  If  a  witness  finds  that  he  cannot  appear  on  that 
da3^,  he  may  wish  to  either  substitute  another  spokesman  in  his  stead  or  file  a 
written  statement  for  the  record  of  the  hearing  in  lieu  of  a  personal  appearance, 
because  under  no  circumstance  will  the  date  of  an  appearance  be  changed. 

Reqtiesfs  to  be  htard  must  contain  the  follovnng  information: 

1.  The  name,  full  address  and  capacity  in  which  the  witness  will  appear. 

2.  A  list  of  persons  or  organizations  the  witness  represents  and  in  the  case  of 
associations  and  organizations,  their  address  or  addresses,  their  total  membership, 
and  where  possible  a  membership  list. 

3.  If  a  witness  wishes  to  make  a  statement  on  his  own  behalf,  he  must  still 
nevertheless  indicate  whether  he  has  any  specific  clients  who  have  an  interest  in 
the  subject,  or  in  the  alternative,  he  must  indicate  that  he  does  not  represent  any 
chents  having  an  interest  in  the  subject  he  will  be  discussing. 

4.  A  topical  outline  or  summarj^  of  the  comments  and  recommendations  vvhich 
the  witness  proposes  to  make. 

If  it  is  necessary  to  allocate  time  to  each  witness,  this  amount  of  time  will  be 
strictly  adhered  to.  Witnesses  are  urged  to  verbally  summarize  their  statements; 
the  complete  statements  submitted  to  the  Subcommittee  will  be  included  in  the 
printed  record  of  the  hearing  and  will  be  reviewed  and  fully  considered  hj  the 
members  of  the  Subcommittee. 

It  is  requested  that  persons  scheduled  to  appear  before  the  Subcommittee  to 
testify  at  this  hearing  sul)mit  30  copies  of  their  prepared  statements  to  the  Com- 
mittee office.  Room  1102  Longworth  House  Office  Building,  no  later  than  48  hours 
prior  to  their  scheduled  appearance.  An  additional  30  copies  may  be  furnished  on 
the  date  of  appearance,  for  distril)ution  to  the  ]«-ess  and  the  interested  public. 
For  the  quick  reference  of  the  Members  of  the  Subcommittee  and  its  staff,  the 
prepared  statement  should  be  accompanied  by  a  brief  summary  of  the  points 
covered  in  the  full  statement. 

Any  interested  person  or  organization  may,  in  lieu  of  a  personal  appearance, 
file  a  written  statement  for  inclusion  in  the  printed  record  of  the  hearing.  For  this 
purpose,  statements  should  be  submitted  in  triplicate  bv  the  close  of  Inisiness, 
Monday,  June  30,  1975.  Additional  copies  may  be  furnished  for  distribution  to 
the  press  and  the  interested  public  if  submitted  daring  the  course  of  the  public 
hearing. 

Pursuant  to  the  Committee  rules,  for  those  organizations  and  individuals  who 
are  scheduled  to  appear  and  testify,  a  transcript  of  their  remarks  will  be  available 
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for  correction  on  the  dav  following  their  appearance  (usually  bj'  noon)  in  the 
staff  office,  Room  1102  Longworth  House  Office  Building.  The  record  will  be 
available  for  such  correction  for  several  days  after  the  appearance,  as  well.  If  the 
witness  is  unable  to  be  present  or  designate  someone  to  review  his  remarks,  the 
testimony  will  be  printed  as  transcribed  by  the  official  committee  reporter. 

Mr.  Burke.  Our  first  witnesses  today  are  Mr.  James  B.  Halle tt  and 
Mr.  William  R.  Brown  from  the  Coimcil  of  State  Chambers  of 
Commerce. 

Gentlemen,  you  are  recognized. 

STATEMENT  OF  JAMES  B.  HALLETT,  SECOIJD  VICE  PRESIDENT,  THE 
TRAVELERS  INSURANCE  CO.,  AND  MEMBER,  SOCIAL  LEGISLA- 
TION COMMITTEE  COUNCIL  OF  STATE  CHAMBERS  OF  COMMERCE, 
ACCOMPANIED  BY  WILLIAM  R.  BROWN,  ASSOCIATE  RESEARCH 
DIRECTOR,  COUNCIL  OF  STATE  CHAMBERS  OF  COMMERCE 

Mr.  Hallett.  I  am  James  B.  Hallett  of  Hartford,  Conn.,  where 
I  am  second  vice  president  of  the  Travelers  Insurance  Co.  I  appear 
today  as  a  member  of  the  Social  Legislation  Committee  of  the  Council 
of  the  State  Chambers  of  Commerce.  Accompanying  me  is  Williani 
R.  Brown,  associate  research  director  for  the  Council  of  State  Cham- 
bers of  Commerce.  The  council  consists  of  32  State  chambers  of 
commerce.  Our  statement  is  based  on  policies  generally  endorsed 
and    passed   in    the    ])ast. 

With  your  permission,  Mr.  Chairman,  I  would  like  to  file  our 
eight-page  statement  and  summarize  our  views  orally  in  under 
5  minutes. 

Mr.  Burke.  Without  objection,  the  entire  statement  will  appear 

in  the  record. 

Mr.  Hallett.  We  want  to  present  our  view  on  short-run  25-vear 
financing  of  the  social  security  program.  We  submit  three  points 
to  you: 

One,  among  the  causes  for  the  impeding  deficit  are  the  automatic 
escalation  of  "benefits  tied  in  with  the  Consumer  Price  Index  and 
taxable  wage  base  escalators.  In  1969  we  thought  and  we  still  think 
it  is  impossible  to  design  workable  automatic  formulas.  There  is  no 
substitute  for  periodic  reviev/  by  the  Congress  of  both  benefits  and 
financing. 

However,  point  two,  if  you  do  not  find  it  feasible  to  end  the  escala- 
tor provisions  then  we  feel  that  the  noncontroversial  so-called  de- 
coupling approach  recommended  by  the  advisory  council  will  bring 
results  more  stable  and  consistant  in  relation  to  wages. 

Point  three,  we  do  not  believe  that  you  should  use  general  revenues 
to  make  up  any  deficits  either  short  range  or  long  range.  Nor  do  we 
beheve  that  you  should  increase  taxable  wage  base  to  accomphsh 
the  making  up  of  deficits. 

On  the  contrarv  we  believe  the  deficit  should  be  met  by  a  tax  rate 
increase  effective'not  now,  but  in  1977.  Experts  who  testified  before 
you  last  month  testified  that  a  1-percent  increase,  VA  percent  each 
on  employer,  and  on  employee,  will  meet  this  deficit  for  the  next 
decade  or  so.  We  think  this' is  a  straightforward,  realistic  approach 
and  follows  the  precedent  set  by  this  committee  since  the  enactment 
of  the  social  security  program  itself  40  years  ago. 
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Thank  3-011  for  your  courtesy,  Mr.  Chaii-man.  I  promised  to  be 
brief. 

[The  prepared  statement  follows :] 

Statement  of   James   B.   Hallett   on   Behalf   of  the  Council   op    State 

Chambers  op  Commerce 

summary 

Automatic  Escalation. — This  Subcommittee  should  carefully  review  and  see 
what  lessons  can  be  learned  from  the  causes  of  the  current  deficit.  Adoption  of  the 
automatic  benefit  and  taxable  wage  base  escalators  greatly  contributed  to  the 
problem.  Logically,  the  way  to  solve  this  problem  would  be  to  repeal  the  auto- 
matic benefit  and  wage  base  formulas  and  return  to  the  practice  previously 
followed  of  periodic  review  and  decisioji  bj^  Congress,  not  automatic  formulas, 
on  benefits  and  financing  of  these  benefits  at  the  same  time.  It  is  recognized, 
however,  that  what  is  "logical"  may  not  be  "politically  feasible." 

Preference  for  a  Rate  Increase. — Continuation  of  the  automatic  formulas  will 
mean  that  the  wage  base  will  continue  to  escalate  automatically.  Therefore, 
the  deficit  should  be  primarily  met  by  a  tax  rate  increase,  effective  in  1977.  Above 
all,  general  revenue  financing  should  not  be  used. 

Reasons  for  Not  Increasing  Base  in  Addition  to  Automatic  Escalation. — (1)  In- 
hibition on  corporate  savings  and  investment;  (2)  hinderance  to  job-providing 
capital  formation;  (.3)  increased  cost  for  hardpressed  middle  income  wage  earners; 
and  (4)  increased  inequity. 

Support  for  Joint  Contributory  System. — Dangers  in  General  Revenue  Financing: 
(1)  Undermines  basis  for  public  confidence;  (2)  violates  earned-right  and  wage- 
related  principles;  and  (3)  would  lead  to  a  needs-tested  welfare-type  program. 

statement 

My  name  is  James  B.  Hallett.  I  am  second  vice  president  of  The  Travelers 
Insurance  Company,  Hartford,  Connecticut.  I  appear  today  as  a  member  of  the 
Social  Legislation  Committee  of  the  Council  of  the  State  Chambers  of  Commerce. 
Accompanying  me  is  William  R.  Brown,  Associate  Research  Director  for  the 
Council  of  State  Chambers  of  Commerce.  Normallj'-,  we  append  a  list  of  State 
Chambers  of  Commerce  who  have  specifically  endorsed  this  particular  testimony. 
Time  did  not  permit  us  to  follow  our  normal  procedure.  However,  this  statement 
is  based  on  policies  that  the  Council's  member  State  Chambers  of  Commerce 
have  generally  endorsed  in  the  past. 

automatic  escalation  as  a  cause  of  financing  problems 

Before  making  specific  recommendations  for  alleviating  the  Social  Security 
financing  deficit,  it  is  appropriate  to  briefly  consider  the  causes  of  the  current 
problem.  Social  Security  Commissioner  James  B.  Cardwell  succinctly  summarized 
the  problem  at  a  May  5  press  briefing  as  follows: 

(1)  Since  social  securitj''  Ijenefits  are,  by  law,  tied  to  the  Consumer  Price  Index, 
higher  than  previously  anticipated  levels  of  inflation  in  the  present  econom;/  mean 
higher  than  previously  anticipated  expenditures  for  social  security  benefits    .  .  . 

(2)  Todaj-'s  decreased  levels  of  employment  mean  less  income  to  the  program 
through  the  payroll  tax. 

The  impact  of  the  recession  and  resulting  loss  of  payroll  tax  revenue  from 
unemplo3fment  is  obvious,  but  hopefully  the  tax  cut  stimulus  plus  the  appearance 
of  some  encouraging  economic  indicators  will  accelerate  employment  and  increase 
payroll  tax  revenues. 

However,  even  prior  to  the  economic  downturn  and  the  drastic  increases  in 
unemployment,  the  excessive  drain  on  Social  Security  funds  resulting  from  link- 
ing benefit  levels  to  the  Consumer  Price  Index  could  be  anticipated — and  was 
anticipated. 

The  testimony  on  Maj?-  14  before  tliis  Subcommittee  by  J.  W.  Van  Gorkom, 
Chairman  of  the  Social  Security  Advisory  Council  Subcommittee  on  Financing, 
provided  an  excellent  explanation  of  how  the  automatic  benefit  and  taxable 
wage  base  escalators  contributed  to  the  current  problem. 

Mr.  Van  Gorkom  made  the  point  that  the  automatic  benefit  and  wage  formulas 
were  based  on  the  assumption  that  wages  would  continue  to  rise  about  twice  as 
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fast  as  prices,  but  it  is  now  estimated  that  over  the  next  75  years  wages  will  rise 
at  a  compounded  rate  of  6%  wlule  prices  will  increase  at  a  4%  rate,  resulting 
in  a  deficit  of  1.25%  for  the  next  25  years. 

In  this  connection  it  seems  pertinent  to  recall  the  testimony  in  opposition 
to  the  automatic  escalator  proposal  made  by  Paul  L.  Henkel,  Chairman  of  the 
Social  Security  Committee  of  the  Council  of  State  Chambers  of  Commerce, 
during  his  appearance  before  the  House  Ways  and  Means  Committee  November  5, 

1969: 

".  .  .  The  possible  dissimilar  operation  of  the  two  different  factors  (cost 
of  living  and  quarterly  taxable  wages)  could  distort  both  the  benefit  formula 
and  the  benefit-wage  relationship  as  well  as  the  program  financing.  The 
distortion  would  not  necessarily  be  equitable  to  either  beneficiaries  or  tax- 
payers, and  undoubtedly  would  require  the  continued  program  review  and 
adjustment    by    the    Congress." 

"The  proposal  would  eliminate  from  consideration  tne  underlying  cover- 
age, demographic  and  economic  factors  necessary  to  determine  the  actual 
soundness  of  the  program.  It  would  also  eliminate  from  consideration  the 
general  economic  climate  of  the  nation  as  well  as  the  overall  burden  on  our 
taxpayers." 

"We  do  not  think  it  possible  to  design  an  automatic  formula  to  meet 
our  objections  or  avoid  the  pitfalls  mentioned  above.  We  feel  that  there  is 
no  substitute  for  periodic  Congressional  review  of  benefits  and  financing  at  the 
same  time." 
This  has  turned  out  to  be  a  pretty  prophetic  warning.  Although  we  endorse 
the  so-caUed  "decoupling"  proposal  to  improve  the  operation  of  the  automatic 
Ijcnefit  escalator,  we  still  do  not  think  that  it  is  ]:)ossible  to  design  an  automatic 
formula  that  will  work  satisfactory— there  continues  to  l)e  no  substitute  for  peri- 
odic Congressional  review  of  benefits  and  financing  at  the  same  time. 

Ideally  the  best  answer  would  be  to  repeal  the  automatic  benefit  and  tax- 
able bas'e  escalators  and  go  back  to  the  old  system  whereby  when  Congress  in- 
creases benefits,  it  at  the  same  time  makes  provisions  for  financing  those  benefits. 
It  is  recognized,  however,  that  politically  this  will  be  very  difficult  to  do. 

PREFERENCE  FOR  TAX  RATE  INCREASE 

Assuming  that  the  Subcommittee's  decision  is  to  continue  to  let  the  taxable: 
wage  base  increase  automaticallj'-,  first  consideration  should  be  given  to  a  tax 
rate  increase  to  finance  the  current  deficit  rather  than  a  base  increase  over  and 
beyond  the  automatic  escalation  or  resort  to  general  revenues.  We  note  that  two 
of  "the  Advisory  Council  members,  J.  W.  Van  Gorkom  and  J.  Henry  Smith,  told 
this  Subcommittee  on  May  14  that  a  rate  increase  in  the  neighborhood  of  1% 
(one-half  of  one  percent,  applying  both  to  the  employer  and  the  emploj^ee)  should 
suffice  for  meeting  the  deficit'for  the  next  decade  or  so. 

We  also  support  the  position  taken  by  HEW  Secretary  Weinberger  in  testi- 
mony to  this  Subcommittee  on  May  20  on  behalf  of  the  Administration  that  the 
effective  date  of  any  tax  increase  to  finance  the  curernt  deficit  should  not  be 
before  1977.  Already  scheduled  payroll  tax  increases  will  be  enough  drag  on  the 
economic  recovery  without  adding  to  them. 

J.  Henry  Smith,  in  his  statement  to  the  Subcommittee  on  May  14,  did  an 
excellent  job  of  listing  four  reasons  why  increasing  the  maximum  taxable  earnings 
base  more  than  already  provided  for  tlirough  the  automatic  provisions  would 
be  very  unsatisfactory.  We  would  like  to  briefly  rephase  these  reasons  with  our 
own  emphasis: 

1.  Basic  layer  of  protection. — Perhaps  the  most  important  principle  involved 
in  maintaining  the  soundness  of  the  system  is  adherence  to  Social  Security  as  a 
basic  layer  of  protection.  Government  policies  should  be  aimed  towards  providing 
incentives  for  private  savings  and  pension  plans  to  supplement  the  basic  layer  of 
protection  provided  by  Social  Security.  Pi,aising  the  raxable  wage  higher  than 
provided  for  under  the  automatic  formula,  which  it  is  estimated  will  produce  a 
$19,000  base  by  1979,  will  inhibit  private  savings  and  investment. 

S.  Reduce  job-providing  capital  formation. — Both  Mr.  Smith  and  Mr.  Van 
Gorkom,  in  their  statements  to  this  Subcommittee,  emphasized  the  hindrance 
to  capital  formation  from  wage  base  increases.  Base  increases,  by  eroding  private 
savingsjand  investment,  would  be  a  serious  deterrent  to  badly  needed  job-creating 
capital  formation. 

3.  Increased  costs  concentrated  on  a  small  group. — Relying  on  wage  base  m- 
creases  places  the  burden  on  a  relatively  small  group  of  middle-income  wage 
earners  fe  many    of    whom    are    already    hardpressed. 
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4.  Increased  inequity. — Since  the  benefit  schedule  is  weighted  in  favor  of  the- 
low-income  beneficiary,  an  increase  in  the  wage  base  does  not  provide  a  pro- 
portional benefit  increase  and  so  aggravates  what  many  consider  the  inequity 
of  the  present  system.  It  invites  further  questions  from  middle-income  groups, 
especially  j-ounger  middle-income  workers,  as  to  whether  or  not  thej^  could  get 
more  for  their  money  by  purchasing  their  own  protection. 

SUPPORT  FOR  THE  JOINT  CONTRIBUTORY  TAX  SYSTEM 

The  greater  public  confidence  in  the  Social  Security  system  is  based,  we  be- 
heve,  on  the  joint  contributory  tax  system  and  the  wage-related  nature  of  the- 
benefits.  A  basic  objective  of  the  Congress  is,  of  course,  to  protect  the  public 
confidence  in  the  Social  Security  system.  Therefore,  great  care  should  be  taken  so 
as  not  to  take  "further"  action  which  will  undermine  that  public  confidence.  We 
say  "Ifurther"  action  because  to  the  extent  that  Congressional  action,  such  as- 
adoption  of  automatic  benefit  and  wage  formulas,  contributed  to  the  current 
deficit  the  public  confidence  in  the  soundness  of  the  system  had  to  some  extent 
been  shaken.  This  Subcommittee  is  properly  attempting  to  reassure  the  public 
at  this  time.  For  these  reasons  we  concur  in  the  testimonj--  that  has  been  given  to 
you  by  Secretary  Weinberger,  Commissioner  Cardwell,  members  of  the  Advisory 
Council  and  others  that  general  revenues  should  not  be  used  to  meet  the  deficit 
or  be  relied  upon  to  finance  the  system. 

Use  of  general  revenues  would  undermine  the  earned-right  and  wage-related 
principles  that  are  an  essential  part  of  the  basic  Social  Security  program.  Exten- 
sive use  of  general  revenues  would  very  likely  lead  to  converting  Social  Security" 
into  a  "needs-tested-welfare"  program. 

Mr.  Chairman,  at  this  point  we  would  like  to  enter  into  the  record  a  compila- 
tion of  brief  quotes  by  former  Social  Security  Commissioners  in  support  of  con- 
tibutory  wage-related  tax  and  benefit  system  and  in  opposition  to  general  revenue- 
financing. 

Opposition   of   Social    Security    Commissioners    to     General   Personal 

Financing 

President  Roosevelt's  opposition  to  general  revenue  financing  and  his  specific 
rejection  of  the  recommendation  for  use  of  general  funds  about  1965  have  been 
recorded  by  the  first  Social  Security  Commissioner,  Arthur  J.  Altmeyer,  who 
played  a  major  role  in  the  drafting  of  the  Social  Security  Act.  Mr.  Altmeyer  in 
his  1966  book  on  The  Forviative  Years  of  Social  Security  (University  of  Wisconsin 
Press)  gives  the  following  account: 

".  .  .  the  President  emphasized  in  his  June  8,  1934  message  to  the  Congress 
that  he  favored  financing  any  long-range  program  through  a  contributory 
social  insurance  system  rather  than  by  an  increase  in  general  taxation.  At 
a  meeting  during  the  early  days  of  the  committee,  he  told  Miss  Perkins,  Dr. 
Witte,  and  me  that  he  was  opposed  to  the  Townsend  plan  or  any  other  plan 
supported  by  general  taxation.  However,  he  recognized  the  necessity  of  using 
general  revenues  to  finance  assistance  to  people  already  old  and  without 
means. 

"The  President's  desire  to  place  chief  reliance  on  a  system  of  contributory 
social  insurance  was  due  as  much  to  his  belief  that  it  was  a  financially  safe 
system  as  to  his  belief  that  it  provided  protection  as  a  matter  of  earned  right. 
He  felt  that  requiring  the  benefits  to  be  financed  by  contributions  furnished 
a  built-in  safeguard.  (Altmej^er,  page  1 1) 

*  *  *  *  * 

"On  the  afternoon  of  January  16,  after  the  President  had  already  notified 
Congress  that  on  the  following  day  he  would  present  a  special  message  on 
economic  security,  he  sent  for  Miss  Perkins.  He  said  there  must  be  some  mis- 
take in  a  table  which  appeared  in  the  report  since  he  had  not  understood  that 
a  large  deficit  to  be  met  out  of  general  revenues  would  develop  in  the  old  age 
insurance  system  beginning  in  1965.  It  is  probable  his  attention  had  been 
called  to  this  by  the  Secretary  of  the  Treasury.  When  informed  that  the  table 
was  correct,  the  President  said  the  report  must  be  changed  at  least  to  the 
extent  of  indicating  this  plan  was  only  one  of  several  that  Congress  might 
consider.  He  also  directed  that  the  committee  proceed  to  develop,  as  soon, 
as  possible,  a  completely  self-sustaining  old  age  insurance  system  .  .  ." 
(Altmeyer,  page  29) 
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jNIr.  Altmej^er  then  goes  on  to  record  that  the  Secretary  of  the  Treasury,  Henry 
Morgenthau,  Jr.,  appeared  as  the  last  Administration  witness  before  the  House 
Ways  and  Means  Committee  considering  the  original  Social  Security  Bill  ".  .  .  to 
present  the  Administration's  proposal  for  a  completely  self-sustaining  old  age 
insurance  system  which  had  been  agreed  upon  by  the  Committee  on  Economic 
Security  and  approved  by  the  President  .  .  ."  (Altmej^er,  page  33)  The  Economic 
Securit}^  Committee  actuaries  estimated  that  the  tax  schedules  in  this  admend- 
ment  would  make  the  program  self-financing  at  least  until  1980.  (Witte,  Edwin  E., 
The  Development  of  the  Social  Security  Act,   Madison,    1962,   pages    147-151) 

Other  former  Social  Security  Commissioners  have  also  published  books  after 
retiring  from  this  office  and  have  endorsed  the  contributory  system.  Thus,  Charles 
I.  Schottland  wrote: 

"contributory  and  without  government  subsidy 
******* 

It  is  interesting  that  this  principle  of  joint  contributions  by  employer 
and  employee  was  accepted  in  the  original  Social  Security  Act  almost  without 
debate.  .  .  .  the  importance  of  the  principle  is  that  it  encourages  a  responsible 
attitude  on  the  part  of  those  covered  by  the  system.  The  taxpayer  knows 
that  the  benefits  for  himself  and  his  family  are  made  possible  bj'  the  payment 
of  social  security  taxes,  and  his  knowledge  gives  him  a  personal  interest 
and  stake  in  the  soundness  of  the  program.  He  realizes  also  that  there  is  a 
relationship  between  the  benefits  received  and  the  taxes  that  have  been 
paid;  he  knows  that  increased  benefits  generally  require  increased  taxes." 
(Charles  Schottland,  The  Social  Security  Program  in  the  United  States,  Apple- 
ton-Cennturj^-Crofts,  1963,  page  58) 
Similarly,  former  Social  Securitj^  Commissioner  William  Lloyd  commented  as 
follows : 

"The  system  should  be  financed  by  contributions,  preferably  with  those 
who  are  protected  and  their  employers  jointly  paying  the  bill.  Financial  in- 
tegrity is  of  great  importance  in  a  social  insurance  system.  Any  public 
benefit  scheme  must  have  build-in  protections  against  the  demands  of  the 
irresponsible,  the  charlatan,  the  demagogue,  and  the  do-gooder.  This  is 
accomplished  by  consistently  relating  benefits  to  costs  and  by  making  those 
protected  pay  the  costs  of  their  own  protection.  Some  countries  have  learned 
this  bitter  lesson  through  painful  experience.  Succumbing  to  demands  for 
higher  benefits  with  inadequate  financing  may  have  disastrous  consequences." 
(William  Lloyd  MitcheU,  Social  Security  in  America,  Robert  B.  Luce,  Inc., 
1964) 

conclusion 

In  conclusion,  we  believe  that  this  Subcommittee  should  carefully  review  and 
see  what  lessons  can  be  learned  from  the  causes  of  the  current  deficit.  We  believe 
that  adoption  of  the  automatic  benefit  and  taxable  wage  base  escalators  greatly 
contributed  to  the  problem.  Logically,  the  way  to  solve  this  problem  would  be 
to  repeal  the  automatic  benefit  and  wage  base  formulas  and  return  to  the  practice 
previously  followed  of  periodic  review  and  decision  by  Congress,  not  automatic 
formulas,  on  benefits  and  financing  of  these  benefits  at  the  same  time.  We  recog- 
nize, however,  that  what  is  "logical"  may  not  be  "politically  feasible." 

Continuation  of  the  automatic  formulas  will  mean  that  the  wage  base  will 
continue  to  escalate  automatically.  Therefore,  the  deficit  should  not  be  met  by 
a  base  increase,  but  by  a  tax  rate  increase,  effective  in  1977.  Above  all,  general 
revenue  financing  should  not  be  used. 

Mr.  BuKKE.  Does  the  other  gentleman  wish  to  say  something? 

Mr.  Brown.  No;  I  am  simply  here  in  case  you  want  to  interrogate. 
I  will  be  glad  to  assist  in  responses. 

Mr.  Burke.  Are  there  any  questions?  Mr.  Archer. 

Mr.  Archer.  I  think  you  succinctly  stated  j^our  comments  and 
recommendations.  I  don't  believe  I  have  any  questions  with  respect 
to  it, 

Mr.  CoNABLE.  You  gentlemen  are  aware  one  of  the  reasons  the 
escalation  was  added,  are  you  not — there  is  some  feeling  that  Congress 
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was  going  far  beyond — because  of  the  political  attractiveness  of 
increasing  benefits — going  far  beyond  the  increase  in  the  cost  of 
living. 

There  was  some  feeling  therefore  by  man}^  people  concerned  about 
the  direction  of  social  security  that  the  existence  of  such  an  escalator 
would  take  pressure  off  the  political  attractiveness  of  an  increase 
frequently  repeated  by  Congress  largely  in  manj^  cases  without  con- 
sideration as  a  result  of  nongermane  amendments  put  on  b}^  the 
Senate. 

I  realize  that  this  came  on  top  of  some  benefit  increases  which  were 
difficult  to  justif}^  from  an  actuarial  viewpoint  and  therefore  further 
exacerbated  the  problem,  but  I  want  3'^ou  to  understand  the  historical 
reasons  for  our  having  gone  to  escalation  rather  than  continuing  on 
an  annual  basis  to  given  benefit  increases  in  excess  of  the  cost  of 
Jiving. 

Do  you  think  that  SSI  is  a  potential  device  for  ta,king  pressure 
off  this  constant  pumping  up  of  the  social  securit}^  system  and  have 
you  considered  the  options  that  that  particular  device  makes  avail- 
able to  us  to  get  monej^  to  the  really  poor  among  the  elderl}?-  rather 
than  having  to  put,  let's  sa}^,  $6  billion  into  the  S3^stem  to  get  $1 
billion    to    those    who    are    really    poor? 

Mr.  Hallett.  I  think,  sir,  that  I  have  got  to  go  back  to  the  classic 
fundamentals  in  which  I  was  raised  in  first  listening  to  appearances 
before  this  committee  in  June  of  1948.  This  is  my  27th  3'ear  sitting 
in  the  background.  Now,  I  have  a  chance  to  talk. 

Congress  has  to  decide  which  is  the  welfare  needs  approach  and 
which  is  the  basic  wage-related  program.  We  have  consistently 
argued,  keep  wage  related  what  is  wage  related  and  keep  welfare 
and  general  revenues  what  is  welfare.  I  believe  that  as  long  as  that 
balance   is   maintained    that    the    thing    can    proceed. 

You  have  to  pay  taxes  to  get  the  benefits.  I  am  impressed  by  the 
fact  that  my  generation,  I  am  told,  is  the  last  generation  to  have  a 
chance — if  I  live  out  my  life  expectancy — of  profiting  from  the  social 
security  benefit  system.  I  v/ill  be  the  onl}^  one — my  generation  mil 
be  the  last  to  get  out  more  than  we  put  in  if  we  live  out  our  expectancy. 

My  son  who  is  31  can  never  get  it  back.  I  think  this  balance  is  very 
important.  Remember,  I  am  not  neither  actuary  or  economist  and  I 
could  not  explain  to  you  decoupling.  I  would  have  to  refer  you  to 
page  139  of  the  Advisory  Council  report,  but  our  theory  is  to  keep  intact 
for  public  confidence  and  for  the  basic  theories  of  the  s^^stem  the 
wage-related  aspects. 

Now,  I  admit  that  medicare  was  never  wage  related.  Someday  in 
the  distant  future  if  we  get  a  proper  competitive  national  health 
insurance  bill,  perhaps  medicare  will  be  taken  away  from  the  wage- 
related  aspects.  Perhaps  this  will  be  a  combination  of  private  enter- 
prise and  general  revenues.  We  do  not  advocate  that  at  this  time. 

Mr.  Burke.  Mr.  Mikva. 
^  Mr.  MiKVA.  Neither  was  the  minimum  rate  a  wage-related  thing 
either.  We  did  that  a  long  time  ago.  You  were  probably  sitting  in 
the  room  when  that  happened.  Do  you  really  think  that  is  the  touch- 
stone of  what  is  \vrong  with  the  system — that  people  are  not  going 
to  get  back  as  much  as  they  put  in — that  the  wage-related  theory, 
which  had  lots  of  opponents  at  the  time  it  was  first  adopted,  no 
longer  flies? 
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Mr.  Hallett.  No;  I  think  it  is  very  viable  and  should  be  kept 
fljdng.  You  have  to  have  minimums,  otherwise  you  are  going  to  have 
to  take  care  of  people  through  public  assistance  on  the  basis  of  how 
much  people  willing  to  work  are  willing  to  pay  for  those  who  won't 
and  can't.  The  social  security  system  has  been  set  up  to  take  that  over 
as  a  base,  as  you  know,  on  which  private  enterprise — the  company 
for  which  I  work  and  others — can  provide  pensions  on  top  with  the 
public  assistance  program  on  the  other  side  on  the  basis  of  need. 

Mr.  MiKVA.  Let  me  pursue  this  further.  I  think  I  understand  our 
agreements  and  our  disagreements  but  you  touch  on  the  root  of  many 
things  that  we  are  going  to  have  to  think  about  and  do,  and  it  troubles 
me  that  there  is  almost  an  oversimplistic  statement  about  what  is 
wrong  with  the  system,  that  is  that  there  is  no  longer  this  direct 
immediate  relationship  between  wages  and  between  taxes  paid 
and  benefits  at  the  end.  I  think  the  problems  of  the  system  are  far 
more  complicated  than  that  and  that  maybe  is  not  even  a  problem. 

For  example,  how  would  you  react  to  a  tax  base  which  said  that 
all  earned  income  should  be  taxed  at  a  much  lower  rate? 

Mr.  Hallett.  For  social  security  purposes  or  income? 

Mr.  MiKVA.  Social  security  purposes. 

Ml".  Hallett.  A  very  broad  tax  base,  lower  rate.  I  think  the  basic 
theor}^  was  that  you  try  to  keep  that  as  near  to  the  average  manu- 
facturing or  nonmanufacturing  wage  in  the  country  which  is  now 
between  8  and  9  and  now  we  are  up  to  $14,100  on  the  taxable  wage 
base  and  someone  told  me  by  1980  it  is  expected  to  go  to  $19,000. 

Mr.  MiKVA.  We  already  passed  that  theoretical  thing  some  years 
ago  so  maybe  that  would  be  a  good  solution  to  our  financing  problem. 

Mr.  Hallett.  It  might  be.  I  would  have  no  thoughts  until  I  go 
back  to  my  people. 

Mr.  MiKVA.  But  it  ought  not  be  something  we  should  reject  out 
of  hand  because  it  does  not  relate  to  the  benefit. 

Air.  Hallett.  I  agree. 

Mr.  Brown.  If  I  might  just  add,  Mr.  Mikva,  I  think  probably 
our  committee  would  have  considerable  problem  with  going  to  the 
full  wage. 

Mr.  Mikva.  I  think  you  would,  too. 

Mr.  Brown.  When  you  get  to  the  corporate  payroll  tax  people 
that  make  up  our  committee  this  would  be  something  that  I  think 
they  v/ould  take  strong  exception  to  and  probabl}" — I  better  get  it 
into  the  record — that  very  likely  would  be  the  case. 

Mr.  Mikva.  Let  me  assure  jou  I  am  a  lav/yer  and  my  profession 
would  have  strong  comments. 

!\Ir.  Brown.  If  I  might  get  back  to  the  other  point  you  were 
making,  we  were  not  tiying  to  place  the  blame  for  the  present  deficit 
problems  on  the  lack  of  related  benefits  to  wages.  That  came  about 
because  of  Mr.  Conable's  very  excellent  ciuestion  that  you  can  take 
some  of  the  pressure  off  the  program  by  going  to  welfare  programs 
to  handle  welfare  programs  and  social  security  to  handle  wage-related 
programs.  We  agree  with  that  position. 

Actually  the  main  point  that  we  point  to  that  was  a  cause  of  the 
problem  was  the  reliance  on  the  automatic  escalators  which  did  not 
work  out  as  projected.  Wages  and  the  cost  of  living  didn't  increase 
in  the  proportions  it  was  projected. 

Mr.  Mikva.  Except  Mr.  Conable  explained  the  purpose  for  doing 
that  was  then  salutary  and  still  is. 
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Mr.  Brown.  This  shows  the  bipartisan  nature  of  our  position, 
you  see,  because  it  was  a  Republican  administration  proposing  that. 
We  did  not  accept  it  at  the  time.  We  recognize  it  is  a  valid  argument. 
But  we  did  not  think  it  would  actually  work  out  that  way. 
-  Mr.  MiKVA.  On  the  other  hand,  you  have  no  idea  what  kind  of 
increase  might  have  been  voted  by  this  Democratic  Congress,  for 
example,  but  for  that  escalator  clause. 

Mr.  Brown.  You  did  vote  increases  without  letting  the  escalator 
go  into  effect,  you  see. 

Mr.  Hallett.  Mr.  Chairman,  may  I  mention  another  thing  that 
impressed  me  ver}^  much  in  the  report  of  the  advisory  council  on 
social  security.  A  figure  that  has  probably  been  brought  to  your 
attention  many  times. 

Right  now  there  are  100  people  working  to  take  care  of  30  people 
on  OASDI  and  very,  very  soon  there  will  only  be  two  to  one  and  there 
is  even  a  recommendation  in  there  that  you  increase  the  retirement 
age  for  that  purpose  up  to  67,  68. 

Mr.  MiKVA.  You  notice  there  was  a  rush  of  sponsors  for  that  bill. 

Mr.  Burke.  I  would  just  like  to  ask  you  one  question  on  this 
recommendation  of  yours  to  finance  the  short  term  deficit  through, 
an  increase  of  the  1 -percent  tax — half  a  percent  on  the  employer, 
half  a  percent  on  the  employee.  That  will  raise  approximately  $6 
biUion  in  1977.  The  information  I  have,  is  that  they  expect  a  $15 
billion  deficit  between  now  and  the  time  of  enactment.  So  if  you  only 
raise  $6  biUion  what  do  you  want  to  do  about  that  $9  billion  deficit 
for  1977? 

Mr.  Hallett.  I  can't  answer  you,  Mr.  Chairman,  other  than  to 
say  one  of  my  oracles  and  prophets  is  Mr.  J.  Henry  Smith  who  was  on 
the  advisory  committee  and  testified  before  3^ou  on  May  14  and  it 
was  his  computation  that  this  was  the  way  to  handle  this  particular 
problem,  a  1 -percent  increase  to  offset  expected  deficits  over  the 
next  10  to  15  years  and  to  replenish  the  social  security  trust  fund 
to  some  extent.  But  I  will  try  to  get  back  to  you  if  you  want  an 
answer  to  your  question. 

[Additional  material  follows:] 

With  respect  to  short  run  (25  year)  financing  of  the  social  security  program, 
we  urged  that  the  prospective  deficit  be  met  by  so-called  "dccouplmg"  as  recom- 
mended by  the  1975  Advisory  Council  Reports  (pp.  129-135)  plus  a  1%  rate 
increase  (1/2  on  employer;  1/2  on  employee)  effective  in  1977. 

You  stated  that  this  would  raise  approximately  $6  billion  in  1977;  but  that 

'.  .  .  they  expect  a  $15  billion  deficit  and  also  a  loss  of  about  $2  billion  m  mterest 

between  now  and  the  time  of  enactment  which  would  make  that  $17  billion, 

so  if  vou  only  raise  $6  billion,  what  do  you  want  to  do  about  that  $9  billion  deficit 

for  1977?    .    .    ." 

The  Trustee's  1975  Annual  Report  (Table  1.5,  parje  47)  estimated  OASDI  deficits 

{in  rjiilliotis)  as  follows 

^^^^"'  «9    077 

]975_  $2,  9/7 

1976 -'^11^ 

1977 ^.  '76 

Total 14,o42 

Our  answer  to  the  question  is  the  same  as  that  given  by  Secretary  Weinberger 
in  behalf  of  the  Administration— that  is  until  the  tax  increase  becomes  effective 
in  1977,  it  would  be  necessary  to  draw  on  the  reserve  fund.  As  Secretary 
Weinberger  indicated,  the  basic  purpose  of  the  reserve  fund  is  to  meet  this 
type  of  emergcncj^  situation. 
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Mr.  Burke.  You  don't  have  to  refer  to  Mr.  Smith.  Just  refer  to 
jour  own  commonsense.  The  loss  of  $9  billion — it  does  not  seem  to  me 
"to  be  a  very  prudent  thmg  to  be  doing-. 

Mr.  Brown.  Mr.  Chairman,  if  I  might  just  add  there,  we  are  not 
jiecessarily  wedded  to  the  precise  figure.  That  may  not  be  the  correct 
figure.  It  may  take  more  than  that.  We  believe  that  would  be  the 
•correct  approach  assuming  that  you  are  gomg  to  continue  to  let  the 
base  escalate.  Then  you  ought  tolook  to  the  rate  to  make  up  the  defi- 
cit that  the  base  is  not  taking  care  of.  Of  course,  if  you  are  not  going 
to  let  the  base  escalate  then  it  is  logical  to  have  a  rate  and  a  base 
increase  as  you  have  done  in  the  past. 

Mr.  Burke.  I  thmk  our  problem  is  a  lot  more  serious  than  what 
has  been  spelled  out  here.  Your  testimony  is  almost  the  same  as 
Secretary  Weinberger  and  I  expressed  deep  concern  about  this.  We 
keep  postponing  the  inevitable  until  after  November  1976,  and  I 
don't  have  to  tell  you  what  takes  place  in  that  month. 

Mr.  Brown.  We  are  not  suggesting  you  should  wait  until  then  to 
,d€&ide  what  vou  want  to  do. 

Mr.  Burke.  I  have  been  trying  to  tally  up  all  the  problems  that 
this  Government  is  going  to  face  in  January  of  1977.  And  I  imagine 
vour  organization  is  concerned  about  this.  If  we  have  a  $15  billion 
deficit  here  and  if  thev  have  a  bill  out  there  on  the  floor  to  increase 
the  debt  ceiling  by  aiaother  $69  billion,  I  can  see  a  new  President 
•coming  in  in  January  of  1977  having  to  recommend  an  additional 
tax  of  $100  billion. 

Mr.  Jacobs.  Technical  inquiry,  Mr.  Chairman. 

You  say  there  will  be  a  new  President.  A  lot  of  my  friends  have 
been  wondering  about  that. 

Mr.  Burke.  The  President  who  takes  his  oath  of  office  in  January. 
I  don't  want  to  make  any  predictions. 

I  am  wondermg  whether  or  not  we  can  continue  to  postpone  what 
is  so  clear  in  front  of  us. 

There  is  an  expression  around  here,  "bite  the  bullet"  and  they 
won't  even  bite  a  marshmallow.  I  am  a  little  surprised  at  your  orga- 
nization and  a  little  disappointed  that  you  have  not  come  in  here 
with  some  stronger  recommendation. 

Mr.  Steiger.  "There  are  pretty  strong  recommendations  I  thought 
An  opposition  to  your  bill. 

Mr.  Burke.  What  bill? 

Mr.  Steiger.  The  one  that  provides  one-third  funny  money  out  of 
the  general  fund  and  one-third  out  of  the  taxes  and  one-third  out  of 
some  other  area. 

Mr.  Burke.  That  bill  is  not  being  heard  here. 

Mr.  Steiger.  I  am  sorry. 

Mr.  Burke.  Until  I  get  219  signatures  on  it  I  don't  thmk  we  should 
get  into  any  serious  discussion  of  it.  What  we  are  involved  here  with 
is  new  financing.  That  is  what  we  are  trying  to  deal  w-ith. 

Air.  CoNABLE.  I  would  like  to  thank  the  chairman  for  his  modesty. 
Don't  you  think  we  should  pass  it  before  we  have  any  serious  discus- 
sion of  it?  You  are  saying  only  until  you  get  211  signatures.  Until 
vou  get  that  you  are  not  going  to  have  any  serious  discussion  of  it. 
I  wonder  if  it  would  not  by  extension  be  even  a  better  democratic 
process  to  pass  it  first  and  then  discuss  it. 
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Mr.  Burke.  If  you  are  going  to  sidetrack  a  problem  liere,  we  can 
get  into  a  political  discussion  if  you  want  to.  But  I  am  trying  to 
find  some  answers  here  to  this  deficit  that  we  face  in  1977  and  find 
somebody  around  with  a  little  bit  of  courage,  just  a  little  bit,  some- 
body with  a  little  bit  of  courage  to  come  in  here  and  make  a  little 
bit  of  a  recommendation. 

The  recommendation  of  this  organization  will  raise  $6  billion  and 
leave  a  $9  billion  deficit  for  1977,  and  I  don't  think  that  that  is  a  very 
sound  recommendation. 

Mr.  Archer.  I  think  the  time  for  j'-ou  to  pose  that  problem  was  to 
Mr.  Smith  when  he  was  here  making  that  recommendation.  If  I 
recall,  that  was  not  posed  at  that  time. 

Mr.  Burke,  More  than  likely  I  should  have  but  I  thought  I  would 
take  it  up  with  this  gentleman  because  he  seems  so  well  informed. 

Mr.  Hallett.  I  will  get  back  to  you  on  the  figures. 

Mr.  Burke.  If  you  can  supplement  your  statement  here  today 
and  give  us  an  additional  recommendation. 

Mr.  MiKVA.  If  the  chairman  would  yield,  with  all  deference  to 
my  friend,  Mr.  Archer,  they  did  say  they  concurred  in  that  position 
as  I  understand  the  statement.  And  that  is  why  I  think  it  is  relevant 
and  why  I  think  the  chairman's  question  is  relevant. 

Mr.  Archer.  Was  the  gentleman  from  Illinois  here  when  Mr.  Smith 
presented  his  testimony? 

Mr.  MiKVA.  No,  but  I  read  it  and  I  heard  about  it. 

Mr.  Archer.  There  was  no  refutation  at  that  time  that  their  pro- 
posal for  solving  the  short-range  problem  was  not  adequate  to  meet 
the  amount  of  money  that  is  required. 

Mr.  MiKVA.  I  understand  that.  All  I  am  saying  is  I  think  the  chair- 
man's questions  here  are  relevant  because  the  witness  has  stated  they 
concur  in  that  position. 

Mr.  Burke.  We  should  call  Mr.  Smith  in  to  tell  us  what  he  wants 
to  do  about  the  $9  billion  deficit. 

Mr.  Brown.  Mr.  Chairman,  if  I  might  add,  I  think  the  position  of 
our  committee  basically  would  be  we  would  support  a  rate  increase 
that  is  adequate  to  make  up  the  deficit.  We  would  be  concerned,  as 
the  administration  is,  about  making  it  effective  immediately  because 
of  the  effect  on  economic  recovery.  Pa3'^roll  taxes  are  going  to  be  going 
up  greatly  anyhow,  not  only  in  the  social  security  area  because  of  the 
escalating  base  but  the  payroll  taxes  for  unemployment  compensation 
will  be  jumping  greatly  as  a  result  of  State  experience  rating  systems. 
This  is  a  cost  that  can  deter  employers  from  employing  people,  giving 
them  jobs  and  creating  income. 

We  are  in  a  period  of  needing  to  work  toward  economic  recover}^ 
so  we  are  concerned  about  the  timing — we  are  ready  to  support  a  rate 
increase  that  would  be  adequate  to  take  care  of  the  deficit. 

Mr.  Hallett.  Our  hopes  are  that  the  general  revenue  approach  not 
be  used  to  make  up  the  deficit. 

Mr.  Burke.  I  can  appreciate  your  feeling  on  that. 

Mr.  Waggonner.  Mr.  Chairman,  just  one  question.  Wlien  you  say 
you  will  support  a  rate  increase  to  satisfy  the  deficit,  did  you  purposely 
exclude  a  tax  base  increase? 

Mr.  Hallett.  We  would  prefer  to,  since  the  tax  base  is  going  up 
anyway  automaticall3^  Until  such  time  as  we  get  control  of  inflation 
we  would  prefer  that  the  tax  base  not  be  raised  for  that  purpose. 
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Mr,  Waggonner.  A  follow-on  question.  On  the  same  basis  that  the 
taxabie  base  is  scheduled  over  a  period  of  time  to  increase,  there  is  a 
corresponding  rate  increase  too? 

Mr.  Hallett.  Yes,  sir. 

Mr.  Waggonner.  So  the  only  point  I  am  making  is  you  specifically 
mean  a  tax-rate  increase  and  not  a  base  increase? 

Mr.  Brown,  That  is  right,  on  the  assumption  the  base  will  continue 
to  automatically  escalate.  If  you  move  away  from  that  then  we  would 
see  a  combination  of  two  as  being  reasonable. 

Mr.  Waggonner.  That  is  all  I  have. 

Mr.  Burke.  Are  there  any  further  questions? 

Mr.  Jacobs.  Sir,  you  asserted  your  opposition  to  the  removing 
qualification  of  the  wage  base,  but  I  don't  believe  you  said  exactly 
why.  That  is  to  say  what  is  your  specific  objection? 

Mr.  Hallett.  I  am  not  sure  I  understand  your  question.  Objection 
to  general  use  of  revenues? 

Mr.  Jacobs.  I  didn't  say  that.  As  I  understand  it  you  believe  in 
•orderly  annexation  of  additional  wage  base  rate. 

Mr.  Hallett.  As  close  to  the  national  levels  as  is  possible. 

Mr.  Jacobs.  Wliat  is  your  objection  to  appl3dng  either  a  flat  or 
progressive  rate  specifically  for  a  social  security  trust  on  all  income. 

Mr.  Hallett.  On  unearned  income? 

Mr.  Jacobs.  Well,  say  all  earned  income. 

Mr.  Hallett.  All  earned  income.  You  mean  the  other  gentleman's 
question  of  go  clear  to  the  top? 

Mr.  Jacobs.  Yes.  I  know  your  opposition,  but  I  did  not  hear  your 
rationale. 

Mr.  Hallett.  That  does  not  bother  me  a  bit  except  it  violates  the 
40-year-old  concept  of  keeping  it  as  near  the  national  level  as  is 
possible.  But  theoretically  otherwise  if  you  have  to  get  so  much  money 
up  you  may  have  to  go  to  that. 

Mr.  Brown.  I  tliink  you  have  a  problem  of  being  careful  not  to 
undermine  our  basic  social  insurance  concepts  that  are  involved  here. 
The  wage  related  concept  is  the  basic  concept, 

Mt.  Jacobs,  Why  do  we  have  a  problem  of  not  undermining  our 
basic  social  insurance  concept?  Why  is  that  a  problem? 

Mr.  Brown,  The  great  pubHc  confidence  in  the  social  security 
sj^stem  is  based  on  their  belief  that  tliis  is  a  wage  related  program. 

Mr,  Jacobs.  Do  you  think  anybody  is  stupid  enough  to  believe  now 
what  the}''  are  paying  into  goes  into  an  annuity  account? 

Mr.  Brown.  No.  Put  quotes  around  the  "social"  of  social  insurance. 
Social  insurance  is  something  entirely  different  than  the  type  of  in- 
surance that  Mr.  Hallett's  company  sells, 

Mr,  Jacobs,  You  tliink  most  of  the  people  don't  understand  that 
difference  and  they  are  still  fooled  a  little  by  calling  it  some  kind  of 
insurance.  Is  that  it?  They  are  inspired  by  the  use  of  the  term;  is  that 

it? 

ISIr.  Brown.  I  think  the  fact  that  the  employee  is  paying  in  during 
his  lifetime — he  knows  the  benefits  he  is  going  to  receive  are  related  in 
some  manner,  admittedly  not  perfectly  but  in  some  manner  to  the 
amount  he  pays  in. 

Now,  if  you  are  going  to  make  it  the  entire  taxable  payroll,  are  you 
going  to  give  the  chairman  of  the  board  benefits  in  proportion^to 
the 
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Mr.  Jacobs.  That  is  a  verj'^  interesting  thing.  As  I  understand  it  in 
most  of  the  western  industriahzed  democracies  it  is  done  precisely 
thus;  is  it  not? 

Mr.  Brown.  I  don't  know. 

Mr.  Jacobs.  Let  me  be  the  first  to  tell  you  I  have  read  from  a  number 
of  sources  that  it  is. 

Mr.  Brown.  I  think  the  social  security  actuaries  could  have  some 
problem  with  that  type  of  thing.  I  think  the  public  would  have  some 
problems  with  that  because  it  would  be  such  a  drastic  change  from 
what  they  have  come  to  accept  as  our  social  insurance  system. 

Mr.  Jacobs.  Point  No.  2.  The  aspect  of  the  insurance  of  social 
security  can  possibly  be  considered,  can  it  not,  as  the  insurance- 
against  bad  luck  in  old  age.  I,  who  happen  to  be  blessed  with  some 
property,  I  think  I  am  secure  without  social  security  or  even  without 
a  retirement  program  but  something  could  go  wrong  with  that  along 
the  line  and  maybe  I  don't  object  to  paying  my  taxes  toward  the 
social  security  program  because  if  bad  luck  befalls  me  and  m}^  invest- 
ments go  sour  I  would  not  have  to  die.  Wouldn't  I  feel  as  though  I  had 
participated  in  the  insurance  against  that  unfortunate  investment  if 
I  made  my  contribution? 

Mr.  Brown.  Maybe  the  chairman  of  the  board  could  look  at  it  that 
way  but  I  don't  think  Congress  wants  to  design  the  social  security 
system  from  that  viewpoint.  I  think  you  all  want  to  design  it  from  the 
viewpoint  of  the  average  worker.  I  think  from  that  viewpoint,  the 
concept  that  is  most  important  is  a  basic  layer  of  protection  that  he 
starts  with  and  then  builds  on  it  with  any  private  sources  or  invest- 
ments that  he  may  have — that  is  a  proper  concept. 

Mr.  Jacobs.  Mr.  Chairman,  for  longer  than  I  can  remember  I  have 
paid  for  health  insurance.  I  believe  it  is  correct  to  say  that  I  have 
never  collected  a  penny  in  benefits  from  that  health  insurance.  I 
believe  that  is  correct  to  say  so  far.  I  am  lucky.  I  lost  all  my  premiums 
and  I  am  still  lucky  and  that  is  my  very  point.  That  if  everybody  m 
this  country  contributed  to  the  social  security  program,  they  would 
be  lucky  if  they  never  collected. 

Mr.  Brown,  I  see  your  point.  I  just  don't  think  it  jibes  with  the, 
common  public  perception  of  social  security. 

Mr.  Jacobs.  Putting  it  another  simpler  way.  I  am  a  single  person. 
However,  I  am  paying  taxes  for  Ab  Mikva's  children.  Is  this  fair?  Of 
course  it  is  fair. 

Mr.  MiKVA.  For  my  children,  sure  it  is  fair. 

Mr.  Jacobs.  After  all,  when  they  have  a  handicap  of  Mikva  as  a. 
father,  they  need  all  the  help  the^^  can  get. 

Mr.  Mikva.  If  my  colleague  would  yield  I  think  we  are  engaging  in, 
whether  j^ou  like  it  or  not,  what  is  going  to  be  a  bottom  of  a  lot  of 
argunient  in  this  subcommittee,  but  I  think  3^ou  are  wrong  on  one 
prernise  and  I  think  we  are  going  to  have  to  figure  our  some  way  of 
finding  out  just  what  is  the  American  conception  of  social  security. 

I  think  the  average  American  worker  is  shocked  to  know  that  he 
pays  a  higher  percentage  of  his  mcome  as  social  security  tax  than  does 
somebody  in  the  higher  brackets.  I  think  he  is  shocked  to  know  that. 
Most  of  them  don't  know.  When  I  found  that  dichotoni}- — I  forget  the 
numbers — but  for  a  while  last  year  somebody  earning  $14,000  a  year 
paid  a  higher  percentage  of  his  income  overall  as  taxes  than  somebodv 
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earning  $19,000  a  year — when  I  tried  that  on  some  of  my  middle  in- 
come audiences  who  were  earning  $14,000  they  were  ready  to  march 
on  Washington. 

Mr.  Hallett.  To  get  away  from  that,  Congressman,  that  analogy, 
voii  are  going  to  put  private  pensions  out  of  business  if  you  go  the 
whole  hog  of  the  other  route  taxing  right  up  to  the  full  earned  income 
or  even  unearned  income  and  try  to  put  it  through  the  pension  system. 

Mr.  MiKVA.  No,  because  unhke  m}^  colleague  from  Indiana,  I  would 
still  have  a  ceiling  on  how  much  they  would  get. 

Mr.  Brown.  You  would  get  away  from  the  wage  related  aspect 
then.  That  was  the  question  I  was  raising. 

Mr.  MiKVA.  As  you  agreed  at  the  beginning  of  that  question  that 
I  asked,  we  left  the  wage  related  concept  a  long  time  ago.  The  only 
question  is  now  how  much  further  away  from  it  will  we  get  or  do  we 
still  want  to  think  about  it  or  is  this  fiction  somehow  important  to 
maintain.  You  say  it  is  important  to  maintain  because  the  American 
people  believe  it.  I  am  saying  the  American  people  do  not  understand 
any  where,  near,  what  .the  impact  of  it  is.  They  do  not  know  that  thejy 
are  paying  a  higher  percentage  of  their  income  to  support  the  social 
security  system  than  somebody  who  is  luckier. 

Mr.  Waggonner.  They  are  getting  a  higher  percentage  of  return  in 
relation  to  the  higher  income  people. 

Mr.  MiKVA.  Because  they  are  not  as  luck}'. 

Mr.  Waggonner.  They  are  more  fortunate  in  that  instance.  Their 
benefits  are  relatively  higher. 

Mr.  Mikva.  But  they  need  it  more. 

Mr.  Waggonner.  Page  3.  The  last  paragraph:  Ideally  the  best 
answer  would  be  to  repeal  the  automatic  benefits  and  tax  base  escalator 
and  go  back  to  the  old  system.  What  if  Congress  increased  benefits 
at  the  same  time  and  makes  provision  for  financing  those  benefits? 
Now,  have  you  done  anything  in  the  way  of  study  or  computer  models 
that  you  can  tell  us  about  that  would  reflect  the  situation  with  regard 
to  social  security  stabihty  if  we  had  maintained  control  over  the 
Congress  and  not  had  an  automatic  benefit,  or  one  of  the  other  bases? 
I  take  the  position — and  maybe  I  am  wTong — but  it  seems  to  me  Con- 
gress had  aggravated  what  maybe  could  have  worked.  At  least  the 
automatic  benefit  increase  is  more  preferable  than  pohtical  action  on 
the  part  of  Congress  because  I  thinli  there  is  at  least  some  rhyme  or 
reason  to  Consumer  Price  Index  increase  although  I  think  we  aggravated 
it  by  not  letting  it  go  into  eftect  and  providing  far  in  excess,  over  a 
period  of  some  transition  years,  benefits  far  in  excess  of  what  Consumer 
Price  Indexes  were. 

Have  you  done  any  studies  which  would  reflect  that? 

Mr.  Hallett.  We  have  not.  We  will  search. 

Mr.  Waggonner.  Let  me  ask  you  another  question.  You  take  the 
position  that  the  automatic  benefits  can't  really  be  made  to  work.  That 
is  what  people  are  saying  about  times  of  inflation.  Your  payouts  are 
out  of  proportion.  But  is  it  possible  to  provide,  along  mth  cost  of 
living  increases  based  upon  the  CPI,  that  automatically  there  be  a 
financing  provision  as  well  that  goes  hand  in  hand  with  it? 

Mr.  Hallett.  Basically  we  think  it  can't  be  devised. 

Mr.  Brown.  We  will  agree,  Mr.  Waggonner,  you  need  to  deal  with 
the  two  things  together.  The  benefits  and  financing  need  to  be  con- 
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sidered  together.  You  can't  let  the  benefits  go  up  and  then  find  out 
you  don't  have  the  financing  to  take  care  of  it. 

Mr.  Waggonner.  The  problem  is  simplj^  this:  We  are  providing 
benefits  now,  as  we  have  in  the  past  which  are  not  financed.  We  will 
cpntinue  to  do  so,  unless  we  make  some  changes  in  the  future  to 
finance  whatever  we  do  provide  in  the  way  of  benefits.  Therefore,  the 
problem  becomes  one  of  finding  a  way,  if  we  are  going  to  have  auto- 
matic increases,  to  have  automatic  financing  provisions  pay  the  cost 
of  those  increased  benefits. 

Now,  that  is  what  we  need  to  find  a  way  to  do.  Am  I  right  or  wrong? 

Mr.  Hallett.  I  think  you  are  dead  right.  It  has  to  be  paid  for  some 
time.  This  is  supposed  to  be  a  pay-1  in  and  pay-1  out  system.  _ 

Mr.  Waggonner.  Could  I  ask  you,  the  company  you  are  with,  to 
see  if  you  could  produce  something  that  might  be  workable  for  us 
just  to  look  at. 

Mr.  Hallett.  Yes,  sir,  I  will  do  my  best,  Mr.  Chairman. 

Mr.  Burke.  Thank  you,  Mr.  Hallett  and  Mr.  Brown  for  your 
contribution  here. 

Our  next  witness  is  Mr.  Isaac  Fine,  American  Association  of 
Retired  Persons  and  National  Retired  Teachers  Associations. 

STATEMENT  OP  ISAAC  FINE,  AMEHICAN  ASSOCIATION  OF  EETIRED 
PEKSONS  AND  NATIONAL  EETIRED  TEACHERS  ASSOCIATIONS, 
ACCOMPANIED  BY  PETE  HUGHES,  ASSISTANT  LEGISLATIVE 
COUNSEL,  AND  JAMES  M.  HACKING,  LEGISLATIVE  STAFF,  WASH- 
INGTON NATIONAL  OFFICE 

Mr.  Fine.  Congressman  Burke  and  members  of  the  committee, 
I  am  chairman  of  the  Massachusetts  NRTA  and  ART  State  Legisla- 
tive Committee.  I  am  here  today  representing  our  national  organiza- 
tion with  well  over  8  million  members. 

On  my  right  is  Peter  Hughes,  the  assistant  legislative  counsel  and 
on  my  left  is  James  M.  Hacking,  a  member  of  tlie  legislative  staff  at 
our  national  office  here  in  Washington. 

I  have  had  firsthand  contact  with  many  retired  persons  that  have 
traveled  the  State  of  Massachusetts  and  I  can  tell  you  that  there  is 
actual  distress  among  them  because  of  the  scare  articles  which  appear 
in  magazines,  otherwise  reputable  magazines,  speaking  as  if  the  entire 
system  is  about  to  collapse.  They  have  learned  that  for  the  first  time 
in  the  history  of  this  system  we  are  experiencing,  we  are  going  to 
experience  a  $3  bilHon  deficit  in  the  recession  in  1975. 

Incidentally,  I  will  read  part  of  this  presentation  and  speak  orally 
on  other  parts. 

Mr.  Burke.  Without  objection,  your  entire  statement  will  appear 
in  the  record. 

You  may  proceed. 

Mr.  Fine.  We  also  have  a  summary.  To  allay  the  anxiety  of  the 
elderly  we  urge  this  subcommittee  and  Congress  to  enact  legislation 
this  year  to  deal  with  the  short-term  deficit.  Now,  we  believe  that 
the  short-term  deficit  is  a  result  of  an  unhappy  conjunction  of  an 
intolerable  high  rate  of  inflation  and  a  high  rate  of  unemployment 
and  an  energy  crisis.  I  think  that  in  our  entire  historj^  we  have  not  had 
such  a  combination  of  unfortunate  economic  conditions.  The  modest 
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reduction  in  the  inflation  rate  which  we  are  now  witnessing  through 
the  use  of  restricted  monetary  and  fiscal  poHcy  has  come  at  an  unem- 
ployment rate  in  the  last  output  cost  that  is  simply  staggering. 

We  hope  that  this  subcommittee  considering  the  appropriateness 
and  desirabilitj^  of  various  remedies  will  weigh  heavily  the  probable 
economic  consequences  of  those  remedies  and  not  be  diverted  from 
doing  so  by  arguments  that  the  sj^stem  has  historicall}^  been  "self- 
financed"  and  ''contributory"  and  that  remedies  which  do  not  conform 
with  traditional  principles  should  not  therefore  be  considered. 

In  other  words,  we  are  saying  that  we  are  confronted  by  an  un- 
precedented set  of  circumstances,  an  unprecedented  situation,  and 
we  should  think  in  terms  of  unprecedented  remedies. 

Now,  the  character  of  this  inflation  is  unemployment.  In  last  year's 
record  inflation  was  largely  the  result  of  the  surging  energy  prices 
and  the  power  possessed  by  some  concentrated  industries  to  command 
excessive  price  increases  even  while  the  demand  for  their  products 
and  services  were  falling. 

To  rely  as  the  administration  did  on  monetary  and  fiscal  policy  to 
break  inflationary  pricing  practices  in  these  m.arkets  is  necessary  to 
di'ive  unemployment  to  extraordinarily  and  politically  unacceptable 
levels. 

The  modest  reduction  in  the  rate  of  inflation  has  occurred  at  a 
substantial  cost.  The  longer  we  refuse  to  develop  any  effective 
poHcy  to  deal  with  administrative  pricing  practices  and  permit 
concentrated  industries  large  and  continuing  profits  which  are  unjusti- 
fied on  the  basis  of  production  cost  fair  rates  of  return,  the  longer 
will  the  social  security  system  and  its  beneficiaries  be  victimized. 

In  other  words,  we  are  talking  about  administered  prices  in  a  time 
of  high  unemployment,  liigh  administrative  prices.  Now,  we  would 
like  to  consider  five  options.  We  are  against  to  a  large  extent  the  first 
four  and  our  emphasis  is  on  the  fifth  option  which  I  will  refer  to. 

The  first  option  is  the  arbitrary  limitation  on  benefit  adjustments 
under  the  escalator.  You  all  heard  the  expression  that  inflation  is 
the  crudest  tax  of  all.  The  elderly  are  particularlj^  vulnerable  to  this 
cruel  tax.  Because  with  their  limited  income  they  spend  a  dispropor- 
tionate amount  of  their  income  on  food,  homes,  and  on  medical  care. 
And  these  items  which  have  risen  precipitiously  more  rapidly  than 
the  average  cost  of  living  has  risen.  So  the  inflation  has  borne 
particularly  severely  on  the  elderly. 

Incidentally,  with  regard  to  health  care  it  is  estimated  the  elderly 
spend  twice  as  much  in  out-of-pocket  expenditures  as  do  other  seg- 
ments of  the  population  and  while  comprismg  10  percent  of  the 
population  they  account  for  25  percent  of  prescription  drugs.  This 
because  the  younger  people  are  subject  to  acute  illnesses  which  they 
get  over  rapidly  but  the  aged  are  subject  to  chronic  illnesses  which 
stay  with  them  for  the  rest  of  their  lives  and  which  are  very  expensive. 

I  would  also  like  to  point  out  with  regard  to  the  cost-of-living 
adjustment,  as  it  is  presently  constituted,  there  \vill  be  actuall}^  a 
27-month  gap  from  the  time  that  the  process  starts  to  the  time  that 
it  finishes.  There  is  a  15-month  gap  to  cover  the  12  months  during 
which  inflation  rose  and  then  there  is  a  quarter  which  lapses  prior 
to  the  adjustment  starting  and  the  adjustment  goes  over  a  12-month 
period  so  it  takes  27  months  from  the  beginning  of  the  inflationary 
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period  to  the  time  that  the  adjustment  is  made.  In  the  meantime 
mflation  is  still  continuing  rampant. 

I  might  point  out  that  under  the  Federal  program  both  active  and 
retired  employees  get  a  cost-of-living  adjustment  whenever  the  cost 
of  living  rises  3  percent  for  a  period  of  3  months  or  more  and  a  1 
percent  in  addition  to  make  up  for  the  lag.  And  this  might  happen 
several  times  in  the  year  in  contrast  to  our  mechanism  which  will 
involve  a  27-month  lag. 

The  employed  people  have  various  alternatives  to  cope  with 
inflation.  For  instance,  an  employed  person  if  he  belongs  to  an  organi- 
zation can  engage  in  collective  bargaining.  He  can  seek  upward 
mobility  through  raising  his  skills,  through  sharpening  his  skills.  All 
this  is  denied  to  the  older  person.  The  onlv  thing  the  older  person  can 
do  is  rely  now  on  his  social  security  because  it  is  virtuall}'  impossible 
in  today's  labor  market  for  an  older  person  to  obtain  employment. 
So  he  has  no  alternative  but  to  look  for  social  security  for  his  neces- 
sities of  life. 

We  are  very  happ\^  with  the  fact  that  Congress  has  shown  a  very 
strong  opposition  to  the  suggestion  from  the  administration  that  the 
cost-of-living  adjustment  be  capped. 

Now,  the  second  option  is  an  increase  in  the  payroll  and  self- 
emplo3^ment  tax  rates.  We  are  against  an-  increase  in  the  payroll  tax 
because  to  begin  with  it  is  a  regressive  tax.  As  a  matter  of  fact,  so 
far  as  most  of  the  older  people  are  concerned  it  is  actually  an  oppressive 
tax. 

Furthermore,  students  of  this  subject  are  generally  agreed  that  the 
incidence  of  the  employer's  part  of  the  tax  falls  on  the  worker  as  a 
wage  earner,  or  as  a  consumer.  The  employer  simply  transmits  the 
dollars  and  cents  but  the  incidence  of  the  tax  is  on  the  worker. 

We  would  not,  however,  oppose  an  increase  in  the  self-emplo3'ment 
tax.  We  believe  that  it  should  be  75  percent  of  the  tax  on  the  employee 
and  that  would  raise  their  tax  from  7  percent  to  7.425.  We  believe 
if  the  tax  were  raised  that  it  would  further  impair  real  disposable 
income  which  declined  by  3  percent  last  3'ear. 

The  third  option  is  legislative  increases  in  the  social  securit}^ 
contribution  benefit  base.  Now,  we  recognize  that  the  increase  in 
the  base  would  make  the  social  securit}'  tax  structure  less  regressive 
but  we  do  not  believe  that  this  method  should  be  relied  upon  as  a 
sole  method  of  eliminating  the  deficit.  We  would  go  along — we  believe 
in  gradualism — we  would  go  along  to  an  increase  somewhat  beyond 
the  increase  which  is  automatic,  I  think  which  will  bring  it  to  16.4. 
We  would  go  along  with  an  increase  to  that. 

The  advisory  committee  considered  an  increase  in  the  base  to 
$24,000  but  rejected  it  on  the  grounds  that  raising  a  limit  would  cause 
social  security  to  interfere  with  private  savings  and  capital  foi-mation. 

The  next  option  is  the  advisory  council's  proposal  to  use  central 
revenues  to  finance  the  hospital  insurance  program.  Now,  here  we 
do  not  support  the  advisory  council's  recommendation  that  medicare 
should  ultimately  be  financed  solely  from  general  revenues.  Our 
association  supports  the  use  of  general  revenues  for  an  expanded  and 
consolidated  medicare  and  medicaid  program  and  to  this  end  we  have 
developed  a  competitive  Medical  Reform  Act,  Senate  1456,  which 
was  introduced  by  Senator  Ribicoff. 
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Now,  we  finally  come  to  the  fifth  option  and  this  is  the  one  which 
we  emphasize  which  we  wholeheartedly  support  and  that  is  for  the 
'limited  use  of  general  revenue  in  the  cash  benefit  program. 

In  other  words,  we  endorse  in  principle  the  use  of  general  revenue 
funds  to  finance  the  short-term  deficit  which  is  being  experienced  by 
social  security — this  is  a  positive  position — in  contrast  to  the  other 
four  options  which  I  stated. 

We  urge  upon  this  subcommittee  our  proposal  to  finance  cost-of- 
living  cash  benefit  adjustments  to  the  extent  that  they  exceed  3 
percent  per  year  out  of  general  revenues  beginning  in  1976. 

Now,  why  do  we  support  this?  Inflation,  of  course,  is  a  highly 

•  complex  and  controversial  subject.  It  is  international.  We  feel  the 
responsibility  can  be  placed  somewhere.  If  party  A  injures  party  B, 
should  party  B  be  responsible  for  paj^ing  the  price  or  should  it  be 
party  A? 

We  lay  the  inflation  at  the  door  of  the  administration  and  we  there- 
'for  feel  that  instead  of  the  elderly,  as  Congressman  Burke  said,  biting 
the  bullet  rather  than  chewing  on  marshmallows,  we  feel  that  the 
administration  has  a  responsibility  to  meet  the  cost  of  inflation  above 
3  percent.  It  is  their  responsibility  and  they  should  pay.  I  daresay 
ithe  social  securit}^  system  per  se  is  not  inflationary.  It  is  based  on  a 
current  cost  method. 

If  anything,  the  social  security  system  over  the  years  has  stabilized 
prices.  Witness  the  $45  biUion  recession  that  has  been  built  up  so  you 
-cannot  lay  inflation  at  the  doorstep  of  the  social  security  system. 
-Just  the  opposite.  There  is  only  one  place  you  can  put  it  and  that  is  the 
-<:loor  of  the  Government  which  has  failed  to  control  those  who  ad- 
minister prices. 

We  would  be  willing  to  support  legislation  that  combines  our  pro- 
posal with  a  modest  legislative  increase  in  the  contribution  benefit 
base  effective  in  1977  to  provide  the  additional  revenue  needed  to 
eliminate  the  short-term  deficit. 

W^e  contend  that  if  the  cost-of-living  adjustment  is  either  capped  or 
;reduced  what  will  happen  then  is  that  large  numbers  of  the  elderly  will 
actuall}^  be  driven  to  seek  means,  tested  public  assistance. 

This  concludes  my  remarks.  Congressman  Burke,  and  if  there  are 
•any  questions  we  would  be  pleased  to  try  to  answer  them. 

[The  prepared  statement  follows :] 

•  Statement    of   the    National    Retired    Teachers    Association    and    the 

Amterican  Association  of  Retired  Persons 

Mr.  Chairman,  I  am  Isaac  Fine,  Chairman  of  the  Massachusetts  Joint  State 
Legislative  Committee  of  the  National  Retired  Teachers  Association  and  the 
American  Association  of  Retired  Persons.  These  affiliated  organizations  have  a 
■  combined  membership  in  excess  of  8  million  older  Americans. 

With  me  this  afternoon  are  Cyril  F.  Brickfield,  Counsel  to  the  Associations, 
Peter  W.  Hughes,  Assistant  Legislative  Counsel,  and  James  M.  Hacking,  a  member 
■of  the  legislative  staff. 

The  overwhelming  majority  of  our  members  are  beneficiaries  of  the  OASDHI 
programs  that  constitute  the  social  security  system.  Having  such  a  major  interest 
in  its  continued  soundness,  they  are  increasingly  concerned  over  the  long-term  and 
.especiallj^  the  short-term  financial  imbalances  recentlj^  disclosed  in  the  1975  reports 
of  the  Advisor}^  Council  and  the  OASDI  Trustees. 

In  view  of  the  degree  to  which  so  many  millions  of  our  members  are  dependent 
upon  the  system  for  income  support  and  health  care  protection,  thej'-  cannot  but 
be  anxious  over  the  continuation  of  benefit  payments  by  the  system  when  they 
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hear  that  benefit  expenditures  will,  for  the  first  time,  exceed  revenues  by  $3 
biUion  in  1975  and  that,  in  the  absence  of  additional  financing,  the  cash  benefit 
trust  fund  reserves  will  be  exhausted  shortly  after  1980.  To  allay  their  anxiety,  we 
are  here  to  urge  upon  this  Subcommittee  and  upon  the  Congress  the  enactment  of 
legislation  this  year  to  deal  with  the  short-term  deficit  even  though  the  effective 
dates  of  the  remedies  contained  therein  may  be  postponed  for  economic  reasons. 

Since  the  Subcommittee  intends  to  act  thi-ough  separate  legislation  at  a  later 
date  upon  the  related  problems  of  future  benefit  computation  and  long-term 
financing,  we  shall  confine  our  remarks  largely  to  the  short-term  problem.  Since 
our  members  are  retirees,  it  is  this  problem  which  is  of  primary  importance  to 
them. 

Let  it  be  understood  at  the  outset — the  short-term  deficit  is  the  direct  result 
of  the  conjunction  of  the  intolerably  high  rates  of  inflation  and  unemployment 
that  began  last  year  and  is  expected  to  continue  for  the  foreseeable  future. i 

The  modest  reduction  in  the  inflation  rate  that  has  been  achieved  (from  12% 
last  year  to  6-8%  this  year)  through  the  use  of  constructive  monetary  and  fiscal 
policy,  has  come  at  an  unemployment  and  lost-output  cost  that  is  simply  stag- 
gering. 

Since  inflation  and  unemployment  factors  have  had  and  will  continue  to  have  a 
decisive  impact  on  the  financial  soundness  of  social  security,  the  system  must  be 
considered  in  the  context  of  the  economy  in  which  it  exists.  We  hope  that  this 
Subcommittee,  in  considering  the  appropriateness  and  desirability  of  the  various 
remedies  (or  combinations  thereof)  for  the  short-term  deficit,  will  weigh  heavily 
the  probable  economic  consequences  of  those  remedies  and  not  be  diverted  from 
doing  so  by  arguments  that  the  system  has  historically  been  "self-financed"  and 
"contributory"  and  that  remedies  which  do  not  conform  with  traditional  princi- 
ples should  not  therefore  be  considered. 

The  system  is  not  cost-indexed  and  is  sensitive  to  inflation  and  unemployment. 
We  just  had  a  record  inflation.  Workers  suffered  a  serious  decline  in  purchasing 
power.  Nine  million  people  are  out  of  work.  Circumstances  have  changed  and  all 
the  rhetoric  in  the  world  about  adherence  to  traditional  principles  cannot  change 
that. 

I.  FROM  THE  1973  TO  THE  1975  REPORTS  OF  THE  OASDI  TRUSTEES 

The  1973  OASDI  Trustees'  Report,  issued  subsequent  to  the  enactment  of  the 
preceding  year's  automatic  cost-of-living  adjustment  amendments,  projected  an 
imbalance  of  only  .5  percent  of  taxable  payroll  over  the  '75  period  for  which  esti- 
mates are  customarily  made.  This  was  a  relatively  minor  imbalance  and  was  not 
considered  a  cause  for  concern. 

The  1974  report  projected  a  long-range  actuarial  imbalance  of  2.98  percent  of 
taxable  payroU  as  a  consequence  of  lower  birth  rate  projections.  The  report  also 
contained  a  sensitivity  test  ^  in  the  appendix  which  foreshadowed  a  possible  ag- 
gravation of  the  long-term  problem  because  of  the  manner  in  which  the  cash 
benefit  programs  were  indexed.  A  1  percent  increase  in  the  long-range  annual  rate 
of  inflation  (from  3  to  4  percent)  could  increase  the  average  cost  of  the  system  by 
47  percent. 

Using  demographic  and  economic  projections  slightly  more  pessimistic  than 
those  used  by  the  1974  OASDI  Trustees,  a  subsequent  report  by  an  independent 
panel  ^  found  a  long-term  deficit  of  6  percent  of  taxable  payroll. 

The  Social  Security  Advisory  Council,  which  filed  its  report'*  in  March,  con- 
firmed the  long-range  problem  and,  on  the  basis  of  new  data,  identified  a  short- 
term  financing  problem  as  weU.  The  short-term  deficit  was  found  to  be  the  result 
of  unexpectedly  high  inflation  and  unemployment  rates;  the  long-term  deficit  was 
found  to  be  the  result  of  a  combination  of  low  fertUity  rates  and  the  manner  in 
which  the  system  is  cost-indexed  under  present  law. 

While  suggesting  that  a  long-term  problem  could  be  lessened,  if  not  ehminated, 
by  decoupling  the  indexing  of  future  retirees'  wage  records  from  the  indexing  of 
benefit  amounts  for  those  already  retired,  the  Council  acknowledged  that  the 
short-term  deficit  requires  immediate  additional  financing. 

The  1975  Report  of  the  OASDI  Trustees «  reaffirmed  the  Advisory  Council's 
findings  of  both  the  short  and  long-term  deficit  problems  of  the  cash  benefit  pro- 

>  See  Table  I  in  the  Appendix  A,  p.  20. 

2  See  Table  11  in  the  Appendix  A,  pg.  21. 

'  Panel  on  Social  Security  Financing,  Report  to  the  Committee  on  Finance,  94th  Cong.,  1st  Sess. 
(February,  1975). 

*  Advisory  Council  on  Social  Security,  Quadrennial  Report,  H.  Doc.  No.  75, 94th  Cong.,  1st  Sess.  (1975) 
(hereinafter  referred  to  as  Advisory  Council  Kept.). 

'  Board  of  Trustees  of  the  Federal  Old  Age  and  Siurvivors  Insurance  and  DisabiUty  Insurance  Trust 
Funds,  1975  Annual  Report  (May  1975). 
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grams.  Based  on  its  revised  assumptions,^  the  Trustees  indicated  that  expendi- 
tures will  exceed  revenues  in  each  fiscal  year  during  the  period  1976  through  1979 
because  of  the  combination  of  unexpectedly  high  inflation  and  unemployment. 
They  concluded  that  unless  additional  revenue  were  provided  for  the  system,  the 
trust  funds  would  be  exhausted  shortly  after  1980. 

Having  adopted  demographic  and  economic  assumptions  similar  to  those  used 
by  the  special  panel  (6  percent  per  annum  in  average  covered  wages  and  4  percent 
per  annum  in  the  CPI)  for  the  purpose  of  projecting  expenditures  and  revenues 
over  the  customary  75-year  period  (1974  to  2048),  the  Trustees  found  the  OASDI 
system  to  be  substantiallj'^  imder-finauced.  They  concluded  that  over  the  remainder 
of  this  century,  the  OASDI  system  will  need  additional  financing  equivalent  to  1.3 
percent  of  taxable  payroll  and  significantly  higher  additional  financing  after  the 
year  2000.  However,  the  additional  financing  needs  after  the  turn  of  the  century 
are  largely  the  result  of  the  automatic  adjustment  provisions  of  present  law  and 
could  be  reduced  or  eliminated  by  adopting  the  Advisory  Council's  recommenda- 
tion for  a  decoupled  system. 

II.    THE  CHARACTER  OF  RECENT  INFLATION 

That  the  OASDI  cash  benefit  programs  require  immediate  additional  financing 
is  solely  the  result  of  inflation  and  unemployment  rates  higher  than  anticipated. 
Persons  who  are  unemployed  are  not  paying  social  security  taxes.  High  rates  of 
inflation  trigger  automatic  benefit  increases  which,  in  turn,  must  be  financed  from 
a  diminished  number  of  active  workers.  This  situation  is  unlikely  to  change  very 
soon.  The  OASDI  Trustees  are  predicting  an  increase  in  the  CiPI  this  year  of  9 
percent  and  an  average  unemployment  rate  of  8.8  percent.  Worse  still,  they  pro- 
ject that  this  situation  will  only  gradually  improve  and  that  even  as  late  as  1980 
Ave  can  expect  a  CPI  increase  of  4  percent  and  an  average  unemployment  rate 
of  4.8  percent. 

In  view  of  these  dismal  projections,  it  would  be  well  to  discuss  briefly  our  As- 
sociations' view  of  the  type  of  inflation  expei-ienced  last  year  (and  likely  to  be 
experienced  in  the  near  future).  Despite  the  Administration's  claims  to  the  con- 
trary, we  state  emphaticaUy,  that  it  was  not  the  type  that  results  from  excess 
government  and  consumer  spending  ("demand-pull"  inflation),  the  appropriate 
remedies  for  which  would  be  restrictive  monetary  and  fiscal  policy.  When  real 
disposable  income  (the  broadest  measure  of  purchasing  power)  declines  3  percent,^ 
when  the  automobile  industry  has  its  worst  sales  record  for  any  model  year  in  a 
decade  but  raises  its  prices  faster  than  ever,*  and  when,  for  the  first  time,  energy 
consumption  falls,  there  is  no  way  we  can  believe  that  recent  inflation  Avas  the 
result  of  excess  demand.  While  we  have  had  that  type  before  and  could  have  it 
again  if  the  economy  is  overly  stimulated,  it  is  not  what  we  have  had  and  are 
having. 

Last  year's  record  12  percent  inflation  was  largely  the  result  of  the  power  pos- 
sessed by  some  basic  and  concentrated  industries  (oil,  gas,  steel,  automobiles, 
chemicals,  etc.)  to  command  excessive  price  increases  even  while  demand  for  their 
products  and  services  was  falling.  In  competitive  markets,  when  demand  faUs, 
prices  fall. 

To  rely,  as  the  Administration  did,  on  monetary  and  fiscal  policy  to  break 
inflationary  pricing  practices  in  non-competitive  markets  which  are  relatively 
insulated  from  the  effect  of  such  policies,  it  is  necessary  to  engineer  a  prolonged 
recession,  driving  unemployment  to  extraordinary  levels  to  reduce  demand.  Yet, 
driving  up  unemployment  to  break  the  pricing  power  of  non-competitive  indus- 
tries is,  as  we  are  learning,  politically  unfeasible. 

The  longer  the  current  recession  is  allowed  to  continue,  the  longer  workers  will 
remain  unemployed  and  not  contributing  to  social  security.  The  longer  we  re- 
fuse to  develop  an  effective  micropolicy  to  deal  with  administered  pricing  practices 
in  non-competitive  markets,  and  permit  concentrated  industries  large  and  con- 
tinuing profits  wholly  unjustified  on  the  basis  of  production  costs  and  fair  rates 
of  return,  the  longer  will  the  social  security  system  and  its  beneficiaries  be  vic- 
timized. WhUe  a  short-term  deficit  already  exists,  there  can  be  no  doubt  that  by 
controlling  inflation  and  putting  people  back  to  work,  the  deficit  will  not  grow 
worse  and  may  be  improved. 

•  See  Table  III  in  the  Appendix  A,  pg.  22  for  comparison  of  the  short-term  rates  used  by  the  Trustees  in 
their  1974  and  1975  reports  for  average  covered  wages,  the  CPI  and  imemployment. 

'  Staff  of  the  Joint  Economic  Committee,  "Inflation  and  the  Consumer  in  1974,"  3  (February,  1975) 
(hereinafter  referred  to  as  Joint  Eco.  Com.  Staff  Study). 

8  Joint  Economic  Committee,  "Achieving  Price  Stability  Through  Economic  Growth,"  H.  Kept.  No. 
104,  93d  Cong.,  2d  Sess.  30  (Dec.  23,  1974)  (hereinafter  referred  to  as  Joint  Eco.  Com.  Kept.). 

53-424—75 34 


526 

We  recognize,  that  with  both  Congress  and  the  Executive  Branch  demon- 
strating Uttle  interest  in  creating  an  effective  micro-poUcy  to  deal  with  adminis- 
tered price  inflation  and  with  a  prolonged  recession  apparently  planned  by  the 
Administration,  prospects  for  rapid  improvement  in  the  economic  factors  which 
affect  the  social  security  system  are  not  good.  Moreover,  with  an  imminent 
threat  of  substantially  higher  world  oil  prices  *  (which  will,  in  turn,  produce 
higher  domestic  energy  prices  because,  to  the  extent  they  are  not  under  price 
controls,  they  are  pegged  to  the  world  price  and  are  just  as  artificial)  and  with 
the  Administration  pressing  for  decontrol  of  "old"  domestic  oil  and  "new" 
interstate  gas  (prices  for  which  would  then  rise  the  OPEC  level),  the  upturn  in 
the  economy  that  has  occurred  in  the  last  few  months  could  be  reversed.  The 
Subcommittee  must  therefore  take  into  account  economic  conditions  in  the 
foreseeable  future  in  determining  upon  the  appropriate  remedies  to  be  adopted 
to  eliminate  the  short-term  social  security  deficit. 

III.   THE  POLICY  OPTIONS  AVAILABLE  TO   DEAL  WITH  THE  SHORT-TERM  DEFICIT 

A.  Arbitrary  Limitations  on  Benefit  Adjustments  under  the  Escalator 

The  first  alternative  available  to  prevent  an  aggravation  of  the  deficit  which 
has  arisen  is  an  arbitrary  limitation  on  future  social  security  cost-of-living  adjust- 
ments such  as  those  proposed  by  the  Administration  (5  percent  effective  for 
June  1975)  and  the  House  Budget  Committee  (7  percent  effective  for  fiscal  year 
1976). 

Our  Associations  welcomed  the  cost-indexing  of  social  security  benefits  in  1972 
as  a  means  of  preserving  the  purchasing  power  of  social  security  benefit  levels. 
We  are  therefore  adamantl}^  opposed  to  any  arbitrary  limit  on  cost-of-living 
adjustments. 

Although  we  can  appreciate  the  Administration's  concern  over  the  rate  of 
growth  in  income  security  programs,  we  also  detect  an  attitude  that  the  aged, 
who  have  been  chief  beneficiaries  of  this  increased  spending,  have  gotten  enough, 
perhaps  even  too  much.  We  would  point  out,  however,  that  in  1966,  nearh'  H  of 
the  aged  were  living  below  the  poverty  level. i"  Even  as  recently  as  1973,  over 
16  percent  of  the  aged  were  still  in  poverty  ''  (compared  with  the  11  percent  for 
the  total  population)  and  45.3  percent  had  total  money  income  below  $4,000. '^ 
Despite  benefit  increases,  the  trend  toward  a  concentration  of  older  family  units 
in  the  lower  extreme  of  the  national  income  distribution  continues. '^ 

It  must  be  kept  in  mind  that,  Avith  less  purchasing  power  to  begin  with,  the 
poor  and  fixed-income  aged  suffered  the  most  from  the  combination  of  inflation 
and  recession  in  1974.  While  the  magnitude  of  their  dollar  income  decline  may 
not  have  been  as  great  as  that  of  other  groups,  the  decline  was  from  a  level  that 
was,  at  best,  marginally  adequate. 

The  impact  of  the  recession  and  its  attendant  unemployment  has  rendered  even 
more  difficult,  if  not  impossible,  any  moderation  of  the  impact  of  inflation  through 
increased  income  from  active  employment.  Even  in  the  best  of  times,  the  aged 
encounter  a  formidable  combination  of  barriers  to  the  labor  force.  With  an  in- 
creasing number  of  workers  competing  for  diminishing  numbers  of  jobs,  the 
employment  alternative  as  a  means  of  sustaining  purchasing  power,  is  for  most 
of  the  aged,  out  of  the  question. 

Less  able  to  offset  the  impact  of  inflation  through  increased  income  from  other 
sources,  the  aged  are  dependent  on  automatic  social  security  increases  under  the 
escalator  to  maintain  the  purchasing  power  of  the  "real"  benefit  increases  enacted 
in  the  last  few  years.  If  an  arbitrary  ceiling  were  imposed  and  the  inflation  rate 
exceeded  the  ceiling,  the  number  of  aged  in  the  subpoverty  group  would  once 
again  begin  to  rise — therebj^  reversing  the  progress  that  has  been  made. 

•  According  to  the  Joint  Economic  Committee,  soaring  energy  prices  in  1974  resulted  in  a  $30  billion  direct 
redistribution  of  income  from  domestic  consumers  to  domestic  and  foreign  energy  producers.  Over  one  lialf 
of  this  enormous  sum  is  estimated  to  have  gone  to  domestic  producers  and  an  additional  amount  has  been 
paid  to  U.S.  companies  for  imports  of  foreign  oil  or  oil  products.  Its  report  concluded  that,  as  a  result  of 
this  transfer,  about  one  fourth  to  one  third  of  the  12  percent,  1974  increase  in  the  consumer  prices  was  at- 
tributable to  higher  energy  prices.  (See  Joint  Eco.  Com.  Kept,  at  104.) 

The  Congressional  Keseaich  Service,  in  a  later  report  (See  Lawrence  Kumins,  Cong.  Research  Service, 
Library  of  Congress,  "Administration's  Energy  Tax  Proposals  and  Related  Measures,"  (Jan.  23,  1975)) 
found  that  direct  energy  price  increases  accounted  for  25  percent  of  last  year's  rate  of  inflation,  and  when 
combined  with  the  secondai-y  or  "ripple"  effects,  could  have  accounted  for  35-50%. 

'»  See  Chart  I  in  Appendix  B,  p.  26. 

"  See  Charts  I  and  II  in  Appendix  B,  p.  26. 

»  See  Table  IV  in  Appendix  A,  p.  23. 

»  See  Table  V  in  Appendix  A,  p.  24. 
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B.  An  Increase  in  the  Payroll  and  Self-Employment  Tax  Rates 

Our  Associations  would  oppose  an  attempt  to  solve  the  short-term  deficit  by 
increasing  the  5.8  percent  tax  rate  on  employees  and  employers.  Since  the  paj^roll 
tax  system  is  regressive  in  nature,  the  burden  of  the  taxes  falls  disproportionately 
lupon  lower  paid  workers.  Moreover,  since  we  believe  that  the  burden  of  the 
•employer  portion  of  the  payroll  tax  is  in  realitj^  borne  by  labor  (either  in  lost 
wages  or  higher  prices),  current  rates  are  substantial  and  should  not  be  increased 
beyond  the  increases  already  scheduled  in  the  law-^* 

The  Joint  Economic  Committee's  staff  study,  "Inflation  and  the  Consumer  in 
1974,"  15  that  was  released  in  February,  found  that  the  increase  in  personal  income 
and  social  security  taxes  for  a  lower  budget  family  rose  31  percent  and  13.8 
percent  respectively  '^  last  year.  In  the  case  of  the  intermediate  and  higher  budget 
family  units,  the  rates  were  about  26.5  percent  and  21.6  percent."  Because  wage 
increases  were  received  to  offset  last  year's  excessive  rates  of  inflation,  individuals 
paid  higher  social  security  taxes  and  were  thrown  into  higlier  federal  income  tax 
l^rackets.  As  a  result  of  this  and  higher  prices  for  goods  and  services  generally, 
Teal  disposable  income  declined  by  3  percent  last  year.  This  is  the  first  recession 
in  which  the  tax  burden  (prior  to  the  enactment  of  the  Tax  R.eduction  Act)  actually 
Tose  rather  than  fell. 

•C.  Legislated  Increases  in  the  Social  Security  Contribution/ Bejie fit  Base 

Another  means  of  generating  additional  revenue  for  the  sj^stem  woxild  be 
•through  an  increase  in  the  contribution/benefit  base  over  and  above  those  presently 
projected  under  the  automatic  provisions  of  the  present  law.'* 

While  we  recognize  that  increasing  the  base  would  make  the  social  security  tax 
structure  less  regressive  and,  at  the  same  time,  would  increase  benefits  to  be 
received  in  the  future  by  those  who  wx)uld  be  affected  by  the  higher  base,  we  do 
not  believe  that  this  method  should  be  relied  upon  as  the  sole  means  of  eliminating 
the  deficit. 

We  recognize  that  the  effective  date  of  any  such  legislated  increase  could  be 
delayed  until  1977  is  order  to  prevent  taxing  awaj-  dollars  of  moderate  income 
family  units  whose  spending  and  saving  is  essential  to  ending  the  current  recession. 
The  appropriatneess  of  this  policy,  however,  is  contingent  upon  the  assumption 
that  by  late  1977,  we  will  be  well  on  our  way  to  economic  recovery.  As  we  suggested 
earlier,  that  assumption  is  risky.  Moreover,  we  point  out  that  the  Advisory 
Oouncil  considered  an  increase  in  the  base  to  $24,000  (effective  in  1976)  but 
rejected  it  on  the  grounds  that  raising  a  limit  would  cause  social  security  to 
interfere  with  private  savings  and  capital  formation. '^ 

D.  The  Advisory  Council's  Proposal  to  Use'-Generdl  Revenues  to  Finance  the  Hospital 
Insurance  Prugram  and  Reallocated  the  Hospital  Insurance  Portion  of  the 
Payroll-Self -Employment  Taxes  to  the  Cash  Benefit  Programs 

Our  Associations  support  the  use  of  general  revenues  for  an  expanded  and 
consolidated  Medicare  and  Medicaid  program.  To  this  end,  we  have  developed 
the  Comprehensive  jNIedicare  Reform  Act  ^o  which  was  introduced  by  Senator 

i«  We  would  not,  however,  oppose  anincrease  in  the  OASDI  portion  of  the  self-employment  tax  from  the 
present  7%  to  7.425%.  Since  tlie  self-employed  receive  the  same  benefits  as  those  subject  to  the  payroll 
tax,  and  should,  because  they  are  both  employers  and  employees,  pay  the  same  total  rate  imposed  under 
the  payroll  tax  (9.9%),  we  think  it  fair  to  peg  the  OASDI  portion  of  the  self-employment  tax  at  75%  of 
the  total  OASDI  portion  of  the  payroll  tax  rate— the  level  at  which  it  used  to  be  fixed. 

15  See  footnote  7. 

i«  See  Joint  Eeo.  Com.  Staff  Study  at  7. 

17  Id.  at  S. 

■8  The  AFL-CIO  has  called  for  an  increase  in  the  base  to  $28,000  in  graduated  steps.  Mr.  Robert  M. 
Ball,  former  Commissioner  of  Social  Security,  has  called  for  an  increase  to  $24,000  in  1977. 

i»  The  Report  states:  "It  [increasing  the  base  to  $24,000]  certainly  would  extend  coverage  to  a  level  of 
income  where  enforced  savings  seem  inappropriate,  and  where  it  could  further  reduce  needed  capital 
formation."  (See  Advisory  Council  Rept.  at  62.) 

20  Our  Association's  health  bill— the  Comprehensive  Medicare  Reform  Act  (S.  1456,  94th  Cong.,  1st  Sess. 
(1975)1  would  combine  Medicaie  (and  Medicaid  to  the  extent  that  it  appUes  to  the  aged)  and  would  pro- 
vide comprehensive  health  care  protection  for  the  aged  and  disabled  by:  (1)  eliminating  durational 
"spell  of  illness"  and  "post-hospital"  limitations  on  items  and  services  already  covered  under  Medicare, 
(2)  adding  additionally-needed  health  care  services,  such  as  intermediate  care  faciUty  services,  eyeglasses, 
hearing  aids,  and  examinations  therefor,  dental  care  and  outpatient  drugs,  and  (3)  eliminating  the  Medi- 
care combination  of  deductibles,  coinsurance,  copayments  and  premiums  which  have  become  such  a  heavy 
buiden  to  the  aged  and  disabled  in  the  last  few  years.  These  existing  cost-sharing  devices  would  be  replaced 
with  simple  system  of  minimal  copayments  applicable  to  the  more  costly  items  of  health  care;  however, 
even  these  would  be  subject  to  a  catastrophic  protection  feature  pursuant  to  which  everyone  who  is  cov- 
ered and  who  is  at  or  below  the  poverty  line  would  pay  no  cost-sharing  amount.  With  respect  to  persons 
above  the  poverty  level,  the  catastrophic  feature  would  take  hold  after  the  individual  had  incurred  ex- 
penditures in  an  amount  related  to  his  income  but  in  no  event  more  than  $750  per  family  during  a  calendar 
year.  The  bill  would  also  reform  Medicare  payment  procedures  to  restrain  health  care  inflation.  The  addi- 
tional Medicare  costs  under  this  would  be  financed  from  general  revenues  and  would  be  added  to  the 
existing  HI  component  of  the  payroll-self-employment  taxes. 
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Ribicoff  (D-Conn.)  on  April  17,  as  S.  1456.  We  do  not,  however,  support  thfr 
Advisory  Council's  recommendation  that  Medicare  should  ultimately  be  financed 
solely  from  general  revenues,  with  the  HI  portion  of  the  payroll/self-employment 
taxes  reallocated  to  the  cash  benefit  programs.  We  believe  that  the  continued 
use  of  the  HI  taxes  is  necessary  to  continue  the  concept  of  a  right  to  benefits  and 
avoid  any  introduction  of  a  "means"  test  for  eligibility. 

E.  Limited  Use  of  General  Revenues  in  the  Cash  Benefit  Programs 

Our  Associations  urge  upon  this  Subcommittee  our  proposal  to  finance  cost-of- 
living  cash  benefit  adjustments,  to  the  extent  that  they  exceed  3  percent  per  year 
out  of  general  revenues  beginning  in  1976.  Whenever  inflation  does  not  exceed  3 
percent,  no  general  revenues  would  be  used. 

We  believe  that  the  ultimate  responsibility  for  maintaining  low  rates  of  inflation 
and  high  rates  of  unemployment  rests  with  the  federal  government.  To  the 
extent  that  the  government  acquiesced  in  the  administered  pricing  practice 
and  resorted  to  monetary  and  fiscal  policies  that  were  in  effect,  enforced  unemploy- 
ment, we  do  not  beUeve  that  the  burden  of  financing  the  social  security  deficit 
that  results  from  this  combination  should  be  thrust  upon  workers  who,  along 
with  fixed  income  people,  are  the  victims  rather  than  the  beneficiaries  of  this 
unprecedented  economic  situation. 

We  acknowledge  that  financing  excess  cost-of-living  adjustments  in  this  manner 
could  add  to  the  federal  deficit  next  year  if  additional  general  revenues  are  not 
generated  through  the  federal  income  tax  or  federal  expenditure  priorities  are 
not  changed.  However,  if  the  economy  does  not  respond  as  we  hope  by  next  year, 
such  deficit  spending  might  be  desirable.  If,  on  the  other  hand,  the  economy  is 
strongly  on  the  way  to  recovery,  then  we  would  suggest  that,  to  the  extent  general 
revenues  are  earmarked  to  maintain  the  purchasing  power  of  social  security  cash 
benefits,  the  Congress  could,  through  the  federal  income  tax  structure,  selectively 
place  the  burden  of  the  increased  income  tax  that  would  be  necessary  on  those 
who  profited  most  from  inflation  and  who  should  pay  the  cost  of  the  inflation  they 
helped  produce  through  administered  pricing. 

While  it  would  be  possible  to  extend  our  proposal  and  use  general  revenues 
to  finance  the  costs  already  accrued  as  a  result  of  this  month's  8  percent  cost-of- 
living  increase,  we  would  be  willing  to  support  legislation  that  combines  our 
proposal  with  a  modest  legislated  increase  in  the  contribution/benefit  base  effec- 
tive in  1977  to  provide  the  additional  revenues  needed  to  eUminate  the  short- 
term  deficit.  To  thrust  the  full  burden  of  the  short-term  deficit  onto  workers,, 
thereby  restraining  an  improvement  in  their  real  disposable  income  situation 
and  holding  down  their  spending  and  saving,  may  prolong  even  further  the  present 
recession.  Rhetoric  about  keeping  social  security  self-financed  will  not  render 
equitable  remedies  that  are,  in  the  context  of  what  has  happened,  inequitable. 

IV.  CONCLUSION 

In  conclusion,  Mr.  Chairman,  I  would  like  to  reiterate  the  points  we  have  made. 

First,  we  urge  that  the  Congress  enact  legislation  tliis  year  to  deal  v/ith  the 
social  security  short-term  deficit.  Action  now  by  the  Congress  wiU  restore  confi- 
dence in  the  soundness  of  the  system  on  the  part  of  the  many  millions  of  persons 
who  are  served  by  it  and  who  cannot  help  but  be  disturbed  by  the  depletion  of  the 
cash  benefit  reserves. 

Second,  we  oppose  the  imposition  in  the  future  of  any  arbitrary  limit  over  cost- 
of-living  benefit  adjustments. 

Third,  we  oppose  an  increase  in  the  payroll  tax  rates  beyond  those  already 
scheduled  (but  would  support,  with  respect  to  the  self-employment  taxes,  a  return 
to  the  former  rule  whereby  the  OASDI  portion  of  the  self-employment  tax  was 
pegged  at  75  percent  of  the  combined  employer-employee  components  of  the 
OASDI  portion  of  the  payroll  tax). 

Fourth,  we  do  not  favor  financing  the  short-term  deficit  solely  out  of  a  substantial 
legislated  increase  in  the  social  security  contribution/benefit  base. 
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Fifth,  wliile  we  support  the  use-  of  general  revenues  for  an  expanded  and  con- 
sohdated  Medicare  program,  we  oppose  the  Advisory  Council's  proposal  to 
finance  the  present  Medicare  program  from  this  source  and  reallocate  the  Hi  por- 
tion of  the  payroll-self -employment  taxes  to  cash  benefits. 

i^ixth,  we  urge  that,  beginning  in  1976,  to  the  extent  that  cost-of-living  benefit 
adjustments  exceed  3  percent,  the  cost  of  such  excess  adjustments  be  financed 
from  the  general  revenues  with  the  choice  between  deficit  spending,  the  realloca- 
tion of  federal  spending  priorities,  or  selective  federal  income  tax  increases  con- 
tingent upon  economic  circumstances  prevailing  from  year  to  year. 

Finally,  to  the  extent  that  additional  revenue  is  needed  to  finance  the  short- 
term  deficit  over  and  above  that  which  would  come  from  general  revenues,  we 
would  prefer  to  see  that  revenue  derived  through  a  legislated  increase  in  the  social 
security  contribution/benefit  base  over  and  above  the  $16,500  base  that  is  pro- 
iected  for  1977. 

^  APPENDIX  A 

TABLE  l.-ASSUMED  PERCENTAGE  INCREASE  OVER  PRIOR  YEAR  IN  ANNUAL  AVERAGE  WAGES  AND  IN  ANNUAL 

AVERAGE  CPl 


Increase 
in  wages 


Increase 
In  CPl 


Assumed 
annual 
average  un- 
employment 
rate 


■Calendar  year: 

1975 

1976 

1977 

1978 - 

1979 

1980 


6.2 
9.0 
11.0 
8.8 
7.7 
7.0 


9  0 

6.6 
6.5 
5.7 
4.6 
4.0 


8  8 
8.0 
7.0 
6.2 
5.4 
4.8 


Source:  Board  of  Trustees  of  the  Federal  Old-Age  andSurvivors  Insurance  and  Disability  Insurance  Trust  Funds,  1975 
annual  report,  36  (May  1975). 

TABLE  ll.i-PROJECTED  "CURRENT  COSr'2  OF  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE  SYSTEM 
AS  PERCENT  OF  PAYROLL,'  UNDER  VARIOUS  DYNAMIC  ASSUMPTIONS,  FOR  SELECTED  YEARS,  1974-2045 


Dynamic  economic  assumptions* 


Calendar  year 


5-3 


5-2 


5-4 


6-3 


4-3 


6-4 


4-2 


1974.... 10.67 

1985 10.44 

1990 --  11.03 

1995 11.25 

2000... 11.31 

2005 11.69 

2010 -  12.69 

2015 - --  14.14 

202D -  15.71 

2025 16.97 

2030       17.60 

2035 17.68 

2040 -.-  17.68 

2045 . 17.  86 

Average  costs 13.89 


10.33 

10.35 

10.33 

10.33 

10.35 

10.33 

9.63 

11.64 

9.33 

10.96 

10.49 

10.20 

9.76 

13.00 

9.53 

12.15 

11.25 

10.77 

9.53 

13.98 

9.44 

12.94 

11.69 

10.93 

9.10 

14.71 

9.19 

13.48 

11.92 

10.84 

8.88 

15.74 

9.14 

14.23 

12.39 

10.89 

9.16 

17.71 

9.60 

15.82 

13.55 

11.56 

9.78 

20.55 

10.43 

18.15 

15.27 

12.68 

10.48 

23.80 

11.37 

20.84 

17.24 

13.95 

11.01 

26.86 

12.16 

23.29 

18.99 

14.97 

11.14 

29.05 

12.53 

24.92 

20.12 

15.42 

10.89 

30.15 

12.45 

25.62 

20.50 

15.30 

10.57 

30.97 

12.26 

26.05 

20.66 

15.04 

10.39 

32.08 

12.19 

26.74 

20.98 

14.95 

10.05 


20.41 


10.66 


17.  S6 


15.20 


12.60 


1  Source-  Board  of  Trustees  of  the  Federal  Old-Age  and  Survivors  Insurance  and  Disability  Insurance  Trust  Funds, 
1974  annual  report,  H.  Doc.  No.  313,  93d  Cong.,  2d  sess.  44  (1974).  ■  .  ■    .u    *    j     .    i,    . 

2  Represents  the  cost  as  percent  of  the  year's  total  outgo,  including  amounts  needed  to  maintain  the  funds  at  about 

s  Payroll  is  adjusted  to  take  into  account  the  lower  contribution  rate  on  self-employment  income,  on  tips,  and  on  multiple- 
•employer  "excess  wages"  as  comoared  with  the  combined  employer-employee  rate. 

*  The  1st  of  the  2  figures  represents  the  assumed  ultimate  annual  percent  increase  in  earnings  after  1980,  while  the 
2d  figure  represents  the  assumed  ultimate  increase  in  CPl. 

5  Represents  the  arithmetic  average  of  the  "current  cost"  for  the  75-yr.  period  1974-2048. 
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TABLE  III.  i^COMPARISON  OF  THE  SHORT-TERM  ASSUMPTIONS  WITH  RESPECT  TO  AVERAGE  WAGES,  INFLATIOli 
AND  UNEMPLOYMENTJ  USED  IN  THE  1974  AND  1975  OASDI  TRUSTEES  REPORTS 


[In 

percent] 

Trustees  increase 

In  wages 

Trustees  increase  in  CPI 

Trustees     assumed 

annual 

Calendar  year 

average   unem 

ploym 

ent 

rate 

1974 

1975 

1974 

1975 

1974  2 

197S 

1975 

8.5 

6.2 

5.7 

9.0 

5 

8.8 

1976 

8.0 

9.0 

4.5 

6.6 

5 

8.0- 

1977 

7.6 

11.0 

3.2 

6.5 

5 

7.0 

1978 

5.5 

8.8 

3.0 

5.7 

5 

6.i 

1979 

5.5 

7.7 

3.0 

4.6 

5 

5.4 

1980. 

5.5 

7.0 

3.0 

4.0 

5 

4.8 

1  Source:  Board  of  Trustees  of  the  Federal  Old  Age  and  Survivors  Insurance  and  Disability  Insurance  Trust  Funds,  1975 
annual  report,  36  (May  1975);  Board  of  Trustees  of  the  Federal  Old  Age  and  Survivors  Insurance  and  Disability  Insurance- 
Trust  Funds,  1974  annual  report,  H.  Doc.  No.  313, 93d  Cong.,  2d  sess.  44  (1974). 

2  The  only  reference  to  projected  employment  rates  in  the  1974  report  appeared  in  the  appendix  vi^here  the  trustees  indi- 
cated that  their  long-range  financing  projections  were  consistent  with  an  average  unemployment  rqte  of  5  percent  Since- 
their  long-range  projections  incorporate  their  short-term  projections,  the  5  percent  unemployment  rate  was  used  in  the- 
above  table. 


APPENDIX  B 
TABLE  IV.— 1973  ANNUAL  INCOME  BY  AGE,i  PERCENT  OF  P0PULATI0N,2  BY  INCOME  LEVELS 


Age  65  and  over 

Age  25  to  64 

Current  total  money  income 

All 

consumer 

units 

Families 

Nonfamily 
persons 

All 

consumer 

units 

Families 

Nonfamily 
persons 

Under  $1,000 

2.8 
4.9 
6.9 
8.9 
8.6 
7.1 
6.1 
10.8 
8.3 
6.3 
4.4 
4.0 
3.0 
4.5 
4.8 
6.0 
2.0 
.6 

0.8 
1.1 
2.0 
3.1 
4.9 
5.5 
5.8 
12.4 
10.6 
8.8 
6.5 
5.7 
4.2 
6.7 
7.6 
9.9 
3.4 
1.0 

5.3 

9.7 

13.0 

16.1 

13.2 

9.0 

6.5 

8.9 

5.3 

3.2 

1.8 

1.8 

1.4 

1.8 

1.2 

1.3 

.4 

.1 

1.9 
1.1 

1.5 
1.7 
1.5 
1.7 
1.6 
3.9 
4.0 
4.2 
4.7 
5.1 
4.9 
10.9 
15.1 
26.8 
8.4 
1.0 

1.0 
.5 
.8 
.9 

1.1 

1.3 

1.3 

2.9 

3.2 

3.6 

4.3 

4.7 

4.8 

11.4 

16.4 

30.8 

9.9 

1.1 

6.2 

$1,000  to  $1,499 

4.2' 

$1,500  to  $1,999 

5.0' 

$2,000  to  $2,499.. 

4.9 

$2,500  to  $2,999 

3.4 

$3,000  to  $3,499 

4.0 

$3,500  to  $3,999  . 

3.5- 

$4,000  to  $4,999 

8.5 

$5,000  to  $5,999 

7.7 

$6,000  to  $6,999 

5.7 

$7,000  to  $7,999 

6.9 

$8,000  to  $8,999 

6.8 

$9,000  to  $9,999  . 

5.5 

$10,000  to  $11,999     -  . 

8.8: 

$12,000  to  $14,999 

8.8. 

$15,000  to  $24,999 

7.4 

$25,000  to  $49,999 

1.2- 

$50,000  and  over 

.5 

Midpoint  (median) 

$4,441 

$6,695 

45.3 

13.4 

$6,  426 

$9,  029 

23,0 

21.9 

$2,  725 

$3,772 

62.2 

3.0 

$12,243 

$13,681 

11.0 

51.3 

$13,  500 

$14,  965 

6.9 

58.2 

$7,  357 

Arithmetic  average  (mean) 

Percent  under  $4,000... 

$7,  533 
31.? 

Percent  over  $12,000 

17.9 

'  Tabulation  developed  from  table  25,  "Consumer  Income  Current  Population  Reports"  p.  60,  No.  97. 
2  Age  population  based  on  March  1974  "Current  Population  Reports  Estimate." 
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Appendix  B 


Percent 

30 


20  — 


10 


28.5% 


24.5% 


16.3% 


J L 


1966  1970 

Chart  I. — Persons  age  65  and  over  in^poverty. 
Source:  U.S.  Bureau  of  the  Census. 


197  3  Year 


35.5% 

J4.y« 

16,3% 

1 

14  .4% 

10.5% 

ALL  AGED 


WHITE  AGED 


NON-WHITE 
AGED 


MALE  HEADED 

FAMILIES  AND 

UNRELATED 

MALES 


FEMALE    HEADED 

FAMILIES   Airo 

UNRELATED 

FEMALES 


Chart  II. — Aged  poverty  in  1973,  selected  characteristics. 

Source:  U.S.  Bureau  of  the  Census. 

Mr.  Burke.  Thank  you  very  mucli,  Mr.  Fine. 

Mr.  Archer. 

Mr.  Archer.  Mr.  Fine,  you  mentioned  that  inflation  was  caused 
by  the  administration.  I  first  thought  I  understood  what  you  meant 
but  then  as  you  went  on  I  am  not  sure  that  I  understand  what  you 
meant  by  the  administration  causing  inflation.  Could  you  define  the 
administration  for  us? 

Mr.  Fine.  Well,  I  would  say  the  administration  is  the  executive  and 
legislative  branches  of  government. 

Mr.  Archer.  Normally  when  we  speak  of  the  word  "administra- 
tion" we  are  talking  about  just  the  executive  branch,  and  I  assume  you 
are  not  limiting  your  comments  to  the  executive  branch. 

Mr.  Fine.  No.  I  would  say  it  has  come  about  through  political  action 
favoring  those  industries  where  a  few  companies  have  control  over  the 
market  to  the  extent  where  they  can  actually  raise  prices  in  the  face  of 
declining  demands. 

Mr.  Archer.  You  also,  I  am  sure,  would  say  that  a  big  part  of  in- 
flation was  caused  by  a  deficit  spending  of  the  Government  branches 
both  administration  and  Congress.  Would  you  not? 

Mr.  Fine.  That,  of  course,  Jim  Hacking  would  like  to  speak  to  if  you 
don't  mind. 
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Mr.  Hacking.  The  type  of  inflation  you  are  referring  to,  excess,  is 
certainly  the  type  of  inflation  we  have  had  and  we  may  have  it  again. 
However,  that  is  not  the  type  of  inflation  we  have  last  year.  You 
can't  have  a  situation  where  almost  9  million  people  are  unemployed 
which  is  conclusive  proof  of  weak  demand  and  at  the  same  time  have 
too  much  demand.  The}'"  are  mutually  exclusive.  You  have  to  look 
elsewhere  for  the  causes  of  the  record  of  inflation  we  had  last  year  and 
if  you  look  some  may  say  that,  well,  it  is  the  result  of  wage  push 
pressure.  Too  many  big  wage  settlements  were  made,  but  then  if  you 
look  at  the  statistics  every  single  measure  of  purchasing  power  that  is 
used  declined  last  year  and  the  broadest  measure  of  all,  real  disposable 
income,  fell. 

If  nothing  else,  this  shows  workers  were  not  keeping  up  with  the 
cost  of  living  so  you  had  to  look  elsewhere  for  the  sources  of  last  year's 
record  inflation  which  continues.  And  you  have  to  look  at  the  revenues 
that  the  administration  resorted  to  to  control  that  inflation.  They 
were  remedies  which  were  restrictive  monetary  policy  and  the  result 
of  that  is  to  force  a  substantial  number  of  people  out  of  work. 

The  cost  of  that  sort  of  thing  is  incredible.  They  could  have  resorted 
to  some  other  policies,  the  investment  of  effective  micro-policies  where 
they  would  contribute  to  an  independent  policy. 

Mr.  Archer.  I  suppose  it  does  not  serve  anj^  real  purpose  to  get 
into  a  long  philosophical  discussion  of  the  causes  of  inflation  but  I  am 
intrigued  by  your  comments  which  are  certainly  not  shared  by 
Webster's  Dictionary  or  economists  that  I  know,  that  deficit  spending 
has  nothing  to  do  with  inflation  that  we  have. 

But  I  would  rather  get  into  specific  comments  with  respect  to  the 
social  security  program.  You  mentioned  the  benefits,  Mr.  Fine,  which 
have  a  lag  period  from  the  time  of  the  inflation  and  certainh'  that  is. 
true.  But  jou  did  not  mention  the  fact  that  the  benefit  increases  in  the 
last  15  years  have  been  far  in  excess  of  inflation  and  have  preceded 
inflation  rather  than  been  a  response  to  it.  And  certainl}^  I  think  in 
all  fairness  that  should  be  put  in  the  record,  too,  that  the  benefit 
increases  have  gone  up  75  percent  in  the  last  5  or  6  years  and  inflation 
has  increased  only  about  40  percent  during  that  period  of  time. 

Mr.  Fine.  Congressman  Archer,  I  would  say  in  response  to  that  that 
these  substantial  increases  have  come  on  top  of  substandard  benefits. 
As  a  matter  of  fact,  if  you  look  at  the  benefits  you  would  find  it  difficult 
to  distinguish  where  we  are  dealing  with  a  ceiling  or  a  floor  when  you 
compare  what  people  get  on  public  welfare. 

So  while  the  increases  were,  as  you  say,  substantial,  we  feel  that 
they  were  on  top  of  substandard  benefits.  I  did  not  go  into  that,  as 
you  say,  because  I  said  this  mechanism  applies  to  the  future  and  your 
point  is  well  taken  except  we  could  qualify  it. 

Mr.  Archer.  Your  comment  then  is  that  social  security  has  been 
defective  since  its  inception  and  it  has  never  paid  a  benefit  that  v^'Sls 
satisfactory  because  you  can  go  all  the  way  back  to  the  beginning 
and  you  can  chart  the  benefits  and  the}^  have  been  in  excess  of  the 
inflation  from  the  very  beginning,  during  the  long-term  period  of  the 
program. 

So  basically  you  just  did  not  approve  of  the  way  social  security 
was  designed  at  its  inception  or  at  any  time  during  the  period  of 
time  that  it  has  existed. 
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Mr.  Fine.  Personally  I  think  it  is  a  wonderful  system.  Our  criticism 
is  within  the  context  of  saying  that  it  is  an  excellent  system  but  we 
still  can  criticize  it  and  say  we  feel  that  the  replacement  ratio  is 
inadequate  compared  to  the  replacement  ratio  in  other  industrialized 
nations. 

Mr.  Archer.  I  would  like  to  get  into  a  couple  of  other  specific 
points.  You  mentioned  two  causes,  actually  three  causes  of  problems ; 
higher  than  expected  rates  of  inflation,  and  higher  than  expected  rates 
of  unemployment,  and  certainly  that  has  compounded  the  problem. 
There  is  no  question  about  it. 

The  increased  energy  prices  of  course  really  are  not  a  third  factor, 
in  my  opinion,  but  rather  contributed  to  the  other  two,  and  helped 
to  bring  about  the  other  two. 

But  you  did  not  mention  the  congressional  action  which  approved 
a  20-percent  increase  in  social  security  benefits  without  any  increase 
in  taxes  in  the  year  1972  and  which  created  by  conscious  knowledge 
a  better  than  a  0.7  percent  of  payroll  deficit  in  the  fund. 

Then  once  again  in  1973  the*^  majority  in  Congress   approved   a 

0.5  percent  deficit  in  the  fund.  And  some  of  those  chickens  are  coming 

.home  to  roost  too  in  addition  to  the  extra  inflation  and  unemployment. 

So  the  majority  in  Congress  that  passed  those  two  bills  in  1972  and 
1973  have  got  to  bear  a  share  of  the  responsibility  for  the  problem 
that  is  in  the  fund  today. 

But  that  is  all  past  history  when  we  talk  about  causes.  We  have 
the  problem  and  we  have  to  try  to  do  something  to  solve  it. 

Your  recommendation,  as  I  understand  it,  is  that  j^^ou  would  have 
.a  small  increase  in  the  base  presently  from  $14,100  to  $16,100  and  then 
let  it  escalate  up  in  accordance  with  what  is  already  in  the  law  plus 
the  fact  you  would  pump  in  some  additional  general  revenue  money 
at  this  time  in  an  amount  that  would  be  necessary  to  pick  up  the 
rest  of  the  slack;  is  that  basically  correct? 

Mr.  Fine.  We  would  go  along  with  the  base  rate  increasing  some- 
what faster  than  what  is  scheduled. 

Mr.  Archer.  Well,  if  you  went  from  $14,100  to  $16,100  now,  that 
would  increase  it  somewhat  faster,  would  it  not?  _ 

Mr.  Fine.  That  was  the  scheduled  automatic  increase.  We  would 
go  along  on  expanding  the  base  wage  even  beyond  that  to  some 
extent. 

Mr.  Archer.  Specifically  what  would  you  expand  it  relative  to  a 
$14,100  base  right  now?  What  would  you  expand  it  to? 

Mr.  Hacking.  We  don't  have  the  figures  for  that,  for  this  partic- 
ular remedy.  What  we  are  getting  across  here  is  the  concept  of  utilizing 
general  revenues  to  pay  some  of  this  portion  plus  a  legislative  increase 
in  tax  and  wage  base  over  and  above  what  would  occur  on  automatic. 

jNIr.  Archer.  You  don't  want  to  pin  yourself  down  to  what  percent 
in  the  wage  increase? 

Mr.  Hacking.  No.  We  want  on  the  record  these  are  the  combina- 
tions we  favor. 

Mr.  Archer.  With  respect  to  general  revenue,  obviously  we  don't 
have  any  general  revenue  now.  We  have  got  a  $75  to  $80  million 
deficit  tfiat  is  coming  up  in  the  next  fiscal  year.  With  that  under- 
standing, what  is  your  program  to  provide  the  general  revenue  to 
make  up  the  difference? 
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Mr.  Hacking.  Depending  on  the  circumstances  prevailing  next 
year,  it  ma}^  be  tliat  we  will  be  well  on  our  way  to  recovery  and  if 
general  revenues  are  taken  and  earmarked,  placed  in  a  trust  fund, 
they  should  be  raised  some  place  either  through  income  tax  system 
or  perhaps  through  a  tax  system  that  would  penalize  those  who 
profited  from  last  year's  inflation  and  are  still  profiting  from  inflation. 

We  are  not  saying  this  should  come  from  even  a  bigger  deficit,  if 
that  is  inappropriate  considering  the  economic  issue. 

In  theory,  there  are  two  alternative  courses,  a  shift  in  Federal 
expenditures — but  we  would  leave  the  choice  until  the  time  when  that 
decision  has  to  be  made  because  we  are  not  seers  and  we  don't  know 
what  the  decision  is. 

Mr.  Archer.  The  decision  will  have  to  be  made.  We  are  not  going 
to  have  a  balanced  budget  so  we  have  to  face  up  to  providing  that 
revenue  in  one  way  or  another,  and  that  is  going  to  be  an  added  tax 
and  that  will  have  to  be  borne  to  a  greater  extent  by  the  retired 
people  that  you  represent  than  it  will  be  by  the  workers. 

Mr.  Hacking.  Why? 

Mr.  Archer.  Because  it  is  going  to  have  to  be  passed  on  as  a  higher 
€ost  in  the  products  these  people  buy. 

Mr.  Hacking.  Suppose  that  the}'^  use  another  tax,  an  excess  profits 
tax. 

Mr.  Archer.  That  will  be  passed  on  too.  Corporations  do  not  pa}^ 
taxes.  They  are  merely  vehicles  to  pass  them  on  as  a  cost  of  doing 
"business  to  the  people  so  if  3^ou  take  it  off  the  roll  you  are  putting  a 
bigger  tax  on  the  people  j^ou  represent  here  today. 

Let  me  get  on  specifically  because  we  could  oo  on  for  a  long  period 
of  time  on  these.  Let  me  get  on  the  two  specific  items  I  want  your 
views  on. 

One,  how  would  you  feel  about  removing  the  earnings  limitation 

Mr.  Hacking.  We  are  in  favor  of  it. 

Mr.  Archer.  How  would  you  feel  about  eliminating  on  a  voluntary 
"basis  certain  self-eraploj' ed  groups  in  order  to  help  improve  the  viability 
of  the  funds?  Because  a  self-employed  group  pays  in  less  than  75 
percent  and  even  under  your  recommendations  would  pay  in  only 
75  percent  of  what  the  employee  does.  That  is  total  employer-employee 
contribution.  And  as  a  result,  the}^  get  the  same  benefit  but  they  pay 
less  into  the  fund.  So  they  are  a  drag  on  the  funds  economically  and 
tiscally. 

How  would  you  feel  about  permitting  some  of  these  groups  to  opt 
out  so  that  that  would  eliminate  some  of  this  extra  drag  on  the  fund? 

Mr.  Hacking.  We  don't  favor  increases  in  the  rates  over  and  above 
those  that  are  legislated  in  the  schedule.  The  Advisory  Council  said 
Avith  respect  to  the  OSDI  portion  of  self-emploj'iuent  tax  it  should  be 
placed  at  75  percent,  what  it  used  to  be.  We  are  willing  to  go  along 
with  that. 

But  going  further  and  sajdng  it  should  be  equivalent  to  the 
combination 

Mr.  Archer.  That  is  not  my  question.  My  question  is.  How  would 
you  feel  about  letting  certain  groups  voluntarily  opt  out  of  coverage 
of  Social  Securit}'? 

Mr.  LIacking.  We  would  be  against  that. 

Mr.  Archer.  Even  though  they  are  a  drain  on  the  system  and  are 
pulling  down  the  funds  and  helping  to  create  the  problems  that  we 
have  today? 
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Mr.  Hacking.  If  they  are  a  drain  on  the  s^^stem,  the  amount  they 
are  obhged  to  contribute  should  be  increased. 

Mr.  Archer.  In  other  words,  you  would  increase  them  up  to  100 
percent  so  the}-  v/ould  not  be  a  drain? 

Mr.  Hacking.  We  would  increase  them  to  75  percent. 

Mr.  Archer.  Then  they  are  still  a  drain. 

Mr.  Waggonner.  Do  you  take  that  attitude  toward  every  partic- 
ipant in  the  sj^stem. 

Mr.  Hacking.  The  system  has  grown  like  Topsy. 

Mr.  Waggonner.  You  just  overloaded  vourself. 

Mr.  Burke.  Are  there  an}^  further  questions? 

Mr.  Waggonner.  Mr.  Fine,  you  used  as  an  example  Party  A 
injuring  Party  B.  Therefore,  Party  A  is  obligated  to  pay  for  the 
extent  of  tha"^t  injury.  Aren't  they  the  same  people,  really?  Aren't 
they  the  taxpayers  of  this  country  who  would  pay  either  through  the 
general  fund  or  the  social  securit}^  trust  fund? 

Mr.  Fine.  I  don't  beheve  in  robbing  Peter  to  pay  Paul.  There  is  a 
difference  between  a  regressive  tax  and  a  progressive  tax,  and  a 
corporate  income  tax  ancl  a  personal  income  tax.  I  really  feel  there  is 
a  real  difference. 

Mr.  Waggonner.  You  don't  beheve  in  robbing  Peter  to  pay  Paul. 

Mr.  Fine.  I  don't  believe  these  taxes  are  simply  robbing  Peter  to 
pay  Paul;  that  there  is  a  difference  on  the  impact,  the  incidence  of 
the  tax.  It  does  make  a  difference  whether  personal  income  taxes  are 
raised  or  whether  corporate  income  taxes  are  raised,  or  if  you  have  a 
regressive  tax,  or  if  3^ou  have  a  graduated  tax. 

Mr.  Waggonner.  Do  you  knov/  of  a  tax  that  is  not  regressive? 

Mr.  Fine.  That  is  not  regressive? 

Mr.  Waggonner.  Yes. 

Mr.  Hughes.  Some  are  less  regressive. 

Mr.  Waggonner.  Eveiything  we  are  talking  about  involves  degree 
and  that  is  wherein  our  differences  come. 

Let  me  ask  one  other  question  and  then  we  will  let  it  go. 

First,  you  heard  the  question  I  asked  of  the  gentleman  from  Con- 
necticut a  moment  ago  about  whether  or  not  it  is  possible  to  provide 
a  financing  device  to  take  care  of  those  cost-of-living  increases,  which 
serve  to  deteriorate  the  stability  of  the  trust  fund. 

Do  you  have  any  idea  whether  or  not  that  can  be  done? 

Mr.  Fine.  Congressman  Waggonner,  to  begin  with — and  this  is 
not  personal — I  take  strong  exception  to  the  phrase  ''cost-of-hving 
increase."  It  is  actually  an  inadequate  adjustment  and  if  the  cost-of- 
living  adjustment  proceeds  in  future  years  there  will  still  be  a  gradual 
erosion  in  the  purchasing  power  of  the  older  people  because  oi  the 
fact  that  they  pay  a  disproportionate  amount. 

Mr.  Waggonner.  Do  3^ou  know  of  any  better  way  to  describe  it 
then? 

Mr.  Fine.  As  we  have  said  here,  our  emphasis  is  on  utilizing  the 
general  funds  of  the  Treasury  to  pay  for  the  cost-of-living  adjustment. 
Simple  as  that,  and  as  complicated  as  that. 

Mr.  Waggonner.  I  think  you  just  used  the  phase  j^ou  took  excep- 
tion to,  "cost  of  living."  I  said  "increase."  You  said  "adjustment." 

]Mr.  Fine.  Because  it  is  not  an  increase.  Nobody  gets  an  increase. 
In  other  words,  if  a  person's  social  security  when  adjusted  for  the  cost 
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of  living  in  real  dollars,  in  constant  dollars,  in  real  purchasing  power 
is  not 

Mr.  Waggonner.  We  are  talking  about  semantics.  You  are  saying 
a  cost-of-living  increase  is  an  inadequate  adjustment.  Is  that  what 
you  are  saying? 

Mr.  Fine.  All  right. 

Mr.  Waggonner.  That  is  semantics.  You  used  the  statistic  a 
minute  ago  about  the  elderly  and  the  cost  of  their  care  relative  to 
younger  groups,  and  the  percentage  of  the  population.  You  are  not 
blaming  the  work  of  God  on  the  social  security  system,  though,  are 
you? 

Mr.  Fine.  No,  sir. 

Mr.  Waggonner.  I  believe  you  just  said  we  were  going  to  get  old 
and  have  infirmities  when  we  got  old.   You  accept  that  at  least. 

Mr.  Fine.  Right. 

There  is  one  point  3^ou  made  before  which  I  disagree  with.  In  fact, 
I  did  agree  with  you  originally  and  when  I  brought  up  the  point  at 
one  of  our  meetings  I  was  told  I  was  v\T:ong.  I  was  told  the  tax  is  regres- 
sive but  the  benefits  are  progressive  and  that  is  a  statement  you 
made.  I  was  told  that  is  not  so  because  the  people  in  the  liigher  income 
brackets  don't  live  long  enough  to  get  back  enough  money  to  make  it 
progressive. 

This  vv^as  told  me  b}^  a  top  economist  on  our  staff.  I  was  laboring 
under  the  same  illusion  you  were. 

Mr.  Waggonner.  I  clon't  believe  it  is  an  illusion.  I  think  it  is  a 
fact  of  life  that  relative  to  the  funds  paid  in  you  get  a  higher  proportion 
back. 

Mr.  CoNABLE.  Sometimes  even  economists  make  mistakes  here. 
I  don't  want  to  horrify  you  but 

Mr.  Fine.  It  is  nothing. 

Mr.  Waggonner.  We  all  know  v/e  have  a  problem  and  we  wiU 
all  help  find  an  answer. 

Mr.  Burke.  I\lr.  Jones  is  recognized. 

Mr.  Jones.  Mr.  Fine,  the  answer  that  you  gave  to  Mr.  Waggonner's 
last  question,  is  that  what  you  meant  in  your  prepared  testimony 
when  you  said  that  the  social  security  tax  is  not  only  regressive,  but 
for  old  people  it  is  also  oppressive? 

Is  that  what  3'ou  meant  by  j'-our  last  answer? 

Mr.  Fine.  What  I  meant  when  I  said  it  is  oppressive  is  that  there 
is  a  feeling  of  tremendous  uneasiness  and  distress  among  older  people 
in  regard  to  the  situation.  But  basically  let's  say  it  is  regressive.  I 
will  settle  for  it  just  being  regressive.  I  get  your  point. 

Mr.  Jones.  The  point  then  made  about  the  cost-of-living  increases, 
could  you  tell  me  whether  I  am  correct  or  not. 

I  have  heard  the  real  purchasing  power  of  the  benefit  of  today's 
social  security  recipient  actually  is  less  than  that  of  social  security 
recipient  at  the  inception  of  the  program.  Is  that  correct  or  incorrect? 

Mr.  Fine.  I  will  have  to  defer  to  Mr.  Hughes. 

Mr.  Hughes.  I  think  what  Mr.  Fine  was  getting  at 

Mr.  Jones.  He  did  not  say  that.  I  heard  that  somewhere  else. 

Mr.  Hughes.  I  could  not  answer  that. 

Mr.  Jones.  I  would  be  curious  if  you  could  find  an  answer  to  it. 
Mr.  Fine.  I  remember  when  my  father  brought  home  $6  a  week 
and  we  were  living  pretty  nicel}^ 
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Mr.  Jones.  On  the  earning  limitation  lifting,  I  also  support 
lifting  earnings  limitation  and  have  a  bill  to  that  effect.  But  the  op- 
ponents of  that  say  it  would  just  break  the  viability  of  the  trust  fund. 
Do  5^ou  have  any  comments  on  that? 

Mr.  Fine.  We  are  not  sajdng  the  earnings  limitation  should  be 
lifted  tomorrow,  done  away  with  entireh'  tomorrow.  Again,  we 
believe  in  a  gradual  approach.  We  feel  that  if  the  earnings  limitation 
were  gradvuilly  eliminated  that  it  would  be  a  viable  and  sound  policy.. 

Mr.  Jones.  By  gradual  elimination,  are  you  saying  raismg  it  each 
year  for  a  few  years  until  it  is  totally  done  away  with? 

Mr.  Fine.  Gradually,  yes. 

Mr,  Jones.  Do  you  have  any  levels  that  you  would  suggest? 

Mr.  Hughes.  We  are  currently  calling  for  $3,600. 

Mr.  Hacking.  $4,000. 

Mr.  Archer.  Will  the  gentleman  from  Oklahoma  yield? 

We  have  figures  here  from  the  beginning  of  social  security  and 
through  December  31,  1973,  the  cumulative  increase  in  benefits  was 
390.5  percent  from  the  very  beginning  and  the  cumulative  increase 
in  CPI  was  253  percent.  These  are  the  figures  as  to  the  purchasing 
value  of  the  benefits  relative  to  the  beginning. 

Mr.  Hughes.  I  think  our  point,  Mr.  Archer,  was  if  you  have 
12-percent  inflation  nationwide  this  really  does  not  pertain  to  the 
person  65  and  over  because  statistically  the}^  spend  90  percent  of 
their  income  on  housing,  food,  and  medical  care,  and  the  rate  of 
inflation  has  been  somewhere — I  don't  recall — I  think  18  to  20  percent 
in  those  three  areas,  so  I  think  this  is  the  point  we  are  trying  to  make 
here. 

In  terms  of  maintaining  purchasing  power,  a'ou  can't  look  at  the 
CPI. 

Mr.  Archer.  Wliat  you  are  saying  is  the  CPI  is  not  a  valid  barom- 
eter with  respect  to  the  retired  people? 

Mr.  Hughes.  That  is  correct. 

Mr.  Archer.  I  have  not  seen  a  study  on  that  so  I  am  not  in  a 
position  to  comment. 

Mr.  Fine.  We  recommended  to  the  Bureau  of  Labor  Statistics 
that  they  devise  a  special  index  for  the  elderly,  or  for  people  with 
low  incomes. 

Mr.  Jones.  Let  me  ask  two  or  three  more  questions,  Mr.  Chairman. 

First,  in  answer  to  Mr.  Archer  you  said  you  would  not  support 
making  social  security  basically  a  voluntar}''  program. 

Would  you  support,  or  your  organization  support,  inclusion  of  all 
workers,  such  as  Federal  workers? 

Mr.  Fine.  Our  position  is  there  should  be  universal  coverage. 
However,  I  would  sa}^  as  far  as  the  States  are  concerned — and  I  have 
close  contact  with  retirement  boards — that  there  should  be  an  educa- 
tional process  preceding  Federal  legislation.  In  other  words,  I  would 
not  Hke  to  see  Federal  legislation  which  arbitrarily  brought  State  and 
local  workers  under  the  social  security  system  without  informing  them 
as  to  the  value  of  a  coordinated  system. 

I  think  today  there  is  a  great  deal  of  lack  of  understanding  of  the 
benefit  of  the  coordinated  sj^stem  and  it  would  as  a  result  generate 
tremendous  opposition.  I  know  that  there  would  be  because  at  their 
recent  national  conference  the}''  passed  a  resolution  against  it  and  I 
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think  that  resolution  might  have  been  based  on  a  lack  of  complete 
information. 

Mr.  Hacking.  Could  I  supplement  what  he  said.  As  time  goes  by 
there  are  dual  benefit  problems.  Multiple  systems  have  become 
substantial  and  it  adds  to  the  cost  because  of  all  the  derivative 
benefits  from  social  security,  and  so  on.  When  you  have  somebody 
getting  a  primary  benefit  from  some  other  system  it  adds  to  social 
security's  cost.  There  is  quite  a  good  deal  of  opposition  from  groups 
like  civil  service  to  extension  of  social  security  to  them.  They  think 
they  have  a  better  system  and  want  to  remain  independent  and 
separate. 

We  are  aware  of  the  Advisory  Council's  report  and  the  Advisory 
Council  acknowledge  there  was  a  good  deal  of  opposition  to  this  type 
of  an  extension. 

We  don't  think,  however,  it  would  be  impossible  to  set  out  some 
kind  of  a  credit  system  such  that  when  an  individual  retires  he  gets  a 
benefit  that  reflects  his  contribution  and  two  systems  or  multiple 
sj'-stems,  and  have  that  benefit  paid  by  the  system  where  he  spent  his 
major  working  career. 

Mr.  Jones.  Let  me  stop  jou  there.  One  of  the  previous  witnesses 
pointed  out  one  of  the  problems  with  the  social  security  fund  is  a 
worker  such  as  a  civil  service  worker  retiring  and  then  working  a 
number  of  quarters  and  pajdng  in  the  minimum  number  to  social 
security  and  then  gettmg  the  minimum  benefits — would  you  change 
that  as  far  as  this  educational  process?  Do  j^ou  have  any  recommenda- 
tions for  that? 

Mr.  Fine.  We  don't  go  along  with  these  windfall  benefits.  We  feel 
that  there  is  an  element  of  inequity  there. 

Mr.  Jones.  How  would  you  change  it?  What  recommendations 
would  you  make? 

Mr.  Fine.  There  should  be  universal  coverage  bj/-  a  coordinated 
system  perhaps  with  a  grandfather  clause  to  coordinate  the  Federal 
retirement  system  and  social  security. 

Mr.  Jones.  What  if  political  pressures  were  such  that  you  could  not 
have  a  universal  system  and  were  dealing  with  the  situation  exactly 
as  it  is,  would  you  make  a  recommendation  to  deal  with  this  problem 
I  have  just  posed? 

Mr.  Fine.  My  point  is  there  should  be  an  educational  process  before. 
We  feel  that  the  universal  coverage  is  basically  sound.  But  it  should 
not  be  arbitrarily  passed. 

Mr.  Jones.  Let's  leave  the  universal  system  aside.  Would  joii  make 
a  preliminary  recommendation  how  we  should  deal  with  this  problem? 

Mr.  Fine.  Of  course  principally  the  Federal  employees  and  State 
employees  are  not  covered.  I  don't  know  if  I  make  my  point  clear  to 
say  we  go  along  with  universal  coverage  providing  that  the  subject 
is  thoroughly  explored  and  both  sides  have  a  chance  to  express  their 
views  and  exchange  views  so  we  come  out  with  a  legislative  package 
which  represents  the  interest  of  all  parties  concerned  through  the 
deomcratic  process  rather  than  an  arbitrary  one. 

Mr.  Jones.  I  just  have  one  final  question,  Mr.  Chairman,  and  I  will 
admit  to  having  great  reservations  about  going  into  the  General 
Treasury  to  fund  the  disability  and  the  pension  part  of  social  security. 
But  I  very  much  think  that  we  perhaps  should  take  all  medicare  and 
that  sort  of  thing  out  of  the  social  security  trust  fund,  and  finance 
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Would  you  explam  why? 

Mr.  Hacking.  The  Advisory  Council  wants  to  finance  the  whole 
program  out  of  general  revenues  and  reallocate  the  HI  portion  of  the 
tax.  We  favor  the  use  of  general  revenues  in  medicare  for  expanded 
programs  but  we  also  keep  in  the  HI  portion  of  the  tax  because  we 
believe  that  it  is  this  type  of  contributory  feature  where  everybody  has 
to  pay  something  that  is  going  to  prevent  any  introduction  of  a  person's 
test  of  eligibility  for  medicare. 

We  are  opposed  to  financing  medicare  solely  by  general  revenue. 

Mr.  Fine.  Could  I  make  a  few  brief  comments? 

I  would  like  to  point  out  the  latest  Harris  poll  found  that  97  percent 
of  Americans  believe  that  social  security  payments  to  the  elderly  should 
automatically  increase  when  cost  of  living  increases  and  81  percent 
believe  that  the  Federal  Government  has  a  responsiblity  to  use  general 
tax  dollars  to  help  support  older  persons. 

In  other  words,  if  Congress  did  go  along  with  utilizing  the  general 
tax  funds  to  a  certain  extent  they  would  have  the  wholehearted 
support  of  the  American  public. 

Mr.  CoNABLE.  Mr.  Chairman,  may  I  ask  a  question  about  that? 

What  do  you  mean  by  support  older  persons?  Those  in  need  or  those 
not  in  need? 

Mr.  Fine.  It  said  the  Federal  Government  has  the  responsibility 
with  general  tax  dollars  to  help  support  older  persons.  Also,  they  be- 
heve,  those  97  percent  believe  social  securit}^  payments  to  the  elderly 
should  automatically  increase — when  the  cost  of  living  increases, 
the  social  security  system  should  automatically  increase. 

Mr.  Burke.  I  might  point  out  for  the  benefit  of  my  colleagues,  I 
took  a  poll  on  this  2  years  ago  and  87  percent  of  the  people  in  my 
district  favored  funds  coming  out  of  general  revenue  for  social  security. 

Mr.  Jones.  I  would  like  to  follow  up  the  gentleman  from  New  York 
on  his  question  because  I  would  agree  that  particularly  for  persons  in 
need  that  the  81  percent  or  higher  would  agree  the  Federal  Govern- 
ment should  pay  for  this  out  of  general  revenues.  And  that  is  where  I 
think  perhaps  that  would  mclude  medical  care.  That  is  why  I  think 
perhaps  we  should  take  medical  care  out  of  the  social  securit}'-  trust 
fund  entirel}^ 

Mr.  CoNABLE.  Mr.  Chairman,  the  point  I  am  making  is 

Mr.  Burke.  I  am  sorry  if  we  upset  you,  Mr.  Conable,  but  go  ahead. 

Mr.  Conable.  The  point  I  am  making  about  the  issue  of  social 
security,  whether  that  should  come  out  of  the  General  Treasury  or 
not,  is  that  social  security  goes  to  people  who  don't  need  it  as  well  as 
to  people  who  do  need  it. 

Mr.  Fine.  I  understand  your  point.  I  tliink  it  is  a  difference  of  inter- 
pretation of  the  poll.  I  took  it  to  mean  that  broadly  the  public  would 
support  utilizing  general  revenue  tax  for  Social  Security.  That  is  my 
interpretation.  It  could  be  interpreted  differently.  I  acknowledge  you 
could  put  a  different  interpretation  on  it. 

Mr.  Jacobs.  There  is  always  the  chance  it  is  just  plain  \vi"ong. 

Mr.  Conable.  The  SSI  program  is  based  on  this  same  assumption, 
that  General  Treasury  should  support  elderly  people  who  are  in  need. 
And  I  wonder  if  that  is  not  a  more  sensible  use  for  General  Treasury 
money  than  to  pass  out  General  Treasury  money  willy-nilly  to  people 
qualified  for  social  security,  whether  or  not  they  need  it. 
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Mr.  Fine.  We  feel  we  are  confronted  with  an  unprecedented  situation 
and  as  long  as  it  continues  we  have  to  use  unprecedented  solutions. 

I  might  say  there  is  a  certain  atmosphere  of  fear  today  because  of 
the  situation  and  although  history  may  not  exactly  repeat  itself,  if 
100  years  ago  at  the  turn  of  the  century  someone  had  made  an  accurate 
long-range  forecast  for  the  year  1973  there  will  be  5  farmworkers  to  95 
non -farm workers,  I  am  certain  a  lot  of  people  would  have  concluded 
there  would  be  widespread  starvation  among  the  95. 

Mr.  Waggonner.  The  figure  is  98  to  2,  though. 

Mr.  Fine.  M}^  point  is  that  there  was  a  technological  breakthrough 
and  I  don't  believe  that  we  have  reached  the  limit  of  our  technological 
and  scientific  progress.  I  think  we  will  make  significant  breakthroughs 
in  the  future  and  there  will  be  an  increase  in  productivit}^  and  that  the 
100  workers  will  be  well  able  to  support  45  retired  persons,  perhaps 
in  more  comfort  than  what  they  enjoy  today.  That,  I  tlunk,  is  the 
American  outlook  rather  than  the  pessimistic  view. 

Mr.  Burke.  Mr.  Jacobs  has  a  question. 

Mr.  Jacobs.  Do  j^ou  believe  in  putting  any  kind  of  limitation  on 
unearned  income? 

Mr.  Fine.  I  personally  don't  believe  in  it.  I  don't  know  what  the 
position  of  our  association  is  but  my  own  personal  feeling  is  no. 

Mr.  Jacobs.  If  I  have  $500,000  of  unearned  income  I  should  still 
receive  my  social  security  benefits? 

Mr.  Fine.  It  is  an  inequity,  that  is  true,  but  you  can't  adminis- 
tratively cope  with  every  inequity. 

Mr.  Jacobs.  Would  you  cope  with  it  the  same  way  they  coped  with 
the  earned  income  limitation? 

Mr.  Fine.  I  would  separate  the  two. 

Mr.  Hughes.  We  look  at  it  the  other  way  around.  Do  away  with 
the  limitation  altogether  and  then  you  do  away  with  the 

Mr.  Jacobs.  What  is  it,  $4  billion  if  you  do  away  with — ^ — - 

Mr.  Hughes.  It  has  been  estimated  from  $2  billion  to  $4  billion. 

Mr.  Jacobs.  Social  security  estunates  $4  billion. 

Mr.  Hughes.  I  think  their  position  is  entirely — -they  have  con- 
tradicted themselves,  in  my  opinion,  when  they  say  they  are  against 
earnings  limitations,  period.  So  it  has  to  do  with  earned  or  unearned; 
that  is  the  way  I  interpret  this. 

Mr.  Jacobs.  How  do  you  distinguish — ■ — - 

Mr.  Hughes.  If  you  don't  have  an  earnings  limitation  you  don't 
have  to  distinguish  because  there  is  no  inequity. 

Mr.  Jacobs.  But  with  the  earned  Imiitation  you  still  don't  favor 
symmetry  with  respect  to  unearned  income.  Why? 

Mr.  Fine.  My  personal  feeling  is  if  an  individual  has  a  large  un- 
earned income  the}^  have  earned  it. 

Mr.  Jacobs.  I  beg  your  pardon.  What  was  that? 

Mr.  Fine.  My  own  personal  feeling  is  if  a  person  has  a  large  un- 
earned   income     they    have     earned    it. 

Mr.  Jacobs.  Let  me  conclude  then  by  quoting,  sir,  from  a  New 
York  magazine  cartoon,  a  fellow  who  said  to  his  friend  in  the  gentle- 
man's club,  "I  owe  my  success  to  the  Protestants'  work  ethics  and 
one  good  tip  on  the  market." 

Mr.  Fine.  That  is  part  of  the  system.  I  have  not  benefited  from 
it  but  I  am  a  little  envious  of  those  who  have. 

Mr.  Jacobs.  A  good  tip  is  earning  it  the  hard  way. 
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Mr.  Fine.  Someone,  Congressman  Burke — someone  defined  aging 
as  doing  more  and  more  things  for  the  last  time  and  fewer  and  fewer 
things  for  the  first  time.  This  is  my  first  appearance  before  a  congres- 
sional committee.  It  has  been  quite  flattering  to  have  done  something 
for  the  first  time. 

Mr.  Waggonner.  You  have  done  well. 

Mr.  Burke.  You  acted  like  a  real  professional.  Thank  you  very 
much,  Mr.  Fine.  We  appreciate  your  appearance. 

Our  next  witness  is  Patricia  S.  Senger,  staff  attorney  for  the  Public 
Citizen  Tax  Reform  Research  Group. 

Miss  Senger,  you  are  recognized.  Identify  yourself  for  the  record 
and  proceed  with  your  testimony.  You  may  summarize  and  your 
entire  statement  will  appear  m  the  record. 

STATEMENT  OE  PATEICIA  S.  SENGER,  STAFF  ATT0EI7EY, 
PUBLIC  CITIZEN  TAX  EEFOEM  EESEAECH  GEOUP 

Miss  Senger.  I  will  keep  my  remarks  brief.  A  good  deal  of  what  I 
want  to  say  has  sort  of  been  gone  over  in  one  degree  or  another. 
The  reason  I  wanted  to  come  here  is  that  I  don't  represent  insurance 
companies  or  associations  of  old  people  or  any  other  sort  of  groups. 
I  am  merely  interested  in  the  paj'^roll  tax  as  a  tax.  And  I  think  that 
we  have  to  view  it  as  a  Federal  tax  and  that  this  subcommittee  has  a 
ver}'^  broad  responsibility  to  look  at  it  as  an  overview  of  the  tax. 

So  far  these  hearings  have  concentrated  on  the  narrow  question  of 
the  defi.cit,  the  upcoming  deficit  this  year  which  is  one  aspect  of  the 
problem  that  now  exists  with  social  security  and  I  fear  that  we  ma}'' 
be  looking  at  a  narrow  response  to  that  and  in  so  doing  make  other 
problems  worse. 

Our  approach  generally  is  that  the  social  security  tax  as  a  whole  is 
a  regressive  tax.  There  is  a  smaller  and  smaller  percent  of  income  that 
is  paid  as  j^our  income  increases.  It  is  a  very  sizeable  burden  now  as  I 
am  sure  you  are  aware. 

Half  the  people  in  this  country  pay  more  in  social  security  tax  than 
in  income  tax.  It  is  no  longer  a  simple  contributor}'  tax,  that  $30  or 
whatever  it  started  at.  And  I  think  we  have  to  take  into  account  that 
the  rapid  increases  reflect  a  change  in  approach. 

Rapid  increase  in  the  benefit  indicate  a  change  in  approach  of  the 
sj'stem  in  that  it  is  no  longer  purely  supplementary.  It  is  nov^'  dis- 
cussed as  support,  basic  support  for  many  old  people  who  have  no 
other  funds. 

Taking  all  that  into  account,  I  think  we  have  to  view  the  fact  that 
it  is  time  to  reassess  the  way  in  which  the  tax  is  collected  and  the 
incidence  of  the  burden  which  now  falls  very  heavily  on  lower-  and 
middle-income  workers. 

The  proposals  that  have  been  most  favored  by  the  administration 
and  the  advisory  coimcil,  which  would  carry  a  lot  of  weight  here, 
favor  the  simple  expedient  of  raising  the  tax  rate  67  pei'cent  which  w^ill 
increase  this  already  regressive  burden  and  do  nothing  to  redistribute 
sorrie  of  that  burden  upward  as  in  the  wage  base. 

We  would  favor,  therefore,  an  increase,  immediate  increase  in  the 
wage  ba?ie — $25,000  was:e  base  is  the  ninnber  that  has  mtist  com- 
monly been  discussed  although  I  have  no  affinity  f(n-  that  particular 
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nnmber.  but  it  is  one  that  I  think  there  are  numerous  legislative  pro- 
posals on  and  analysis  has  been  done  on  it  and  I  think  it  is  important 
for  several  reasons. 

That  it  raises  the  base  of  income  which  is  expected  to  contribute  to» 
the  social  security  system  and  I  think  that  that  is  a  very  important 
aspect. 

You  know,  as  it  M^as  brought  out  already,  both  the  rate  and  the 
base  will  increase  over  the  years  and  in  terms  of  favoring  an  immediate 
response  to  the  deficit  I  would  favor  the  base  and,  therefore,  distribut- 
ing the  burden  over  higher  income  workers  as  opposed  to  raising  the 
rate  and  distributing  it  over  people  Vvdio  already  are  paying  oppressive 
taxes  on  social  security.  There  are  a  number  of  proposals  that  have 
been  considered  already. 

In  addition  to  raising  the  base  of  progressive  tax  rates,  general 
revenue  financing,  which  I  think  is  very  important  and  will  have  to» 
come  although  it  is  not  a  response  to  the  immediate  deficit  whicli  is^ 
just  by  virtue  of  its  not  being  something  that  can  be  done  this  yea^r 
and  the  decoupling  proposal  %^'hich  is  unstudied  now  by  a  panel  of 
actuaries  for  this  subcomnnttee,  and  I  think  that  the  immediate 
response  has  to  be  in  terms  of  the  wage  base  and  strengthening. 

l<\)r  instance — what  I  want  to  say — decoupling  the  system,  the 
benefits  to  decrease  the  liabilities,  the  futiu'c  liabilities  of  the  system. 
In  addition  to  that,  I  also  would  make  the  point,  being  here  from 
Nader,  I  guess  I  have  a  responsibility  to  put  in  a  consumer  aspect,, 
that  I  agree  it  is  very  important  we  get  away  from  the  concept  this  is 
purely  a  contributory  system  and  that  is  an  insurance  plan  because  I 
think  that  is  the  source  of  a  great  deal  of  the  fear  and  the  concein. 
that  we  have  been  hearing  recently  from  the  public. 

A  few  people,  I  think,  have  an  imderstanding  of  how  an  insurance 
system  works  and  so  words  like  actuarial  imsoundness  and  things  iilve 
that  are  very  frightening  and  people  that  continue  to  think  of  this  as  a 
contributory  insurance  plan  will  continue  to  be  afraid  tliat  the  system 
will  not  pa}""  for  itself  in  the  future. 

So  I  think  it  is  important  that  we  get  away  from  that  shoring  up 
that  might,  that  keeps  the  system  going. 

I  think  that  concludes  what  I  have  to  say. 

Mr.  Archer.  Then  generally  3''ou  would  favor  an  approach  that 
would  make  the  social  security  system  more  of  a  welfare  t^^pe  program 
rather  than  an  earned  right.  Is  that  the  upshot  of  3-our  testimony? 

IVliss  Sekger.  I  think  it  already  is,  yes. 

Mr.  Archer.  So  j^ou  would  ultimately  envision  folding  it  inta 
having  one  M'elfare  program  perhaps  out  of  general  revenue  funds? 

Miss  Senger.  No,  I  think  I  favor,  immediately  favor  the  partial, 
funding  out  of  general  revenues.  That  seems  to  be  the  most  successful 
plan  in  other  countries  and  I  think  a  viable  way  of  doing  it  here. 

Mr.  CoNABLE.  You  think  other  countries  do  a  much  better  job 
than  we  do? 

Miss  Senger.  Well,  without  getting  into  all  the  details  of  how  other 
countries  do  it,  I  could  not  say  but  they  seem  to  have  fewer  problems 
with  the  funding  of  a  regressive  tax  system  that  we  have  now. 

The  point  is  we  don't  have  the  money  in  the  general  revenues.  We 
don't  have  it  in  the  trust  fund.  It  is  going  to  have  to  be  raised  some- 
where and  I  would  just  as  soon  see  it  be  raised  in  the  progressive  tax 
system  as  a  flat  rate. 
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]\Ir.  Jones.  Which  country  would  you  suggest  we  study  as  a  model? 

Miss  Senger.  I  am  sorr}- 1  don't  have  that  kind  of  specific  informa- 
tion now.  The  details  on  which  ones. 

Mr.  Jacobs.  Canada  is  not  too  bad. 

ISIr.  BxjRKE.  Wliat  you  recommend  on  the  short-term  problem  is  to 
raise  the  wage  base  from  $14,100  to  $25,000;  is  that  correct? 

Aliss  Senger.  Yes,  or  whatever  if  the  number  that  is  required — I 
was  working  on  the  same  assumptions  that  the  people  before  me  were 
that  the  1  percent  increase  would  remedy  the  deficit  for  the  next 
decade  or  so  and  a  wage  base  increase  to  $25,000  produces  about  the 
same  revenue  gain.  And  that  is  how  I  arrived  at  that  particular 
number,  but,  as  I  say,  that  is  not  a  magic  number. 

Mr.  Burke.  Do  you  think  we  should  wait  until  after  November 
of  1976  to  do  this  or  do  you  think  we  should  take  the  courageous  step 
this  year? 

IVIiss  Senger.  I  think  it  has  to  be  done  immediately.  I  think  we  are 
talking  about  short-range  answers  to  short-range  problems.  And 
beyond  that  I  think  then  we  have  to  talk  about  a  whole  new  aspect 
of  financing  which  would  be  general  revenue  financing. 

Mr.  Steiger.  You  lost  me  on  the  consumer  aspect  of  all  this  totally 
and  so  I  thought  I  better  go  back  and  reread  what  I  read  earlier  in  your 
statement. 

You  say  on  page  12,  "Originally,  social  securit}^  was  meant  as  a 
supplementary  paj^ment  to  be  used  with,  rather  than  instead  of,  pri- 
vate pension  plans."  Do  you  think  that  is  still  what  the  purpose  is  or 
not? 

Miss  Senger.  No,  but  I  think  that,  that  the  idea  was  originally 
conceived  that  way  and  the  idea  of  a  national  rate  tax  to  supply  this 
small  portion  of  income,  as  sort  of  pin  mone}^  as  it  were,  was  therefore 
just  a  lot  more  acceptable.  But  it  no  longer  is  just  a  small  supplemen- 
tar}^  check.  It  is  vvhat  many  people  live  on  and  therefore  since  we  have 
undertaken  a  different  set  of  responsibilities  through  the  social  security 
system  I  think  we  have  to  undertake  it  through  a  different  financing 
method. 

]\Ir.  Steiger.  You  do  want  the  social  security  system  to  become  the 
sole  source  of  retirement  income;  is  that  correct? 

Miss  Senger.  No.  I  think  for  many  people  it  alread}^  is.  I  am  not 
here  to  put  private  pensions  out  of  business.  That  is  clearly  not  it. 

Mr.  Steiger.  Then  where  is  3'our  consumer  education? 

Miss  Senger.  I  think  the  people  have  to  be  aware  of  what  the  social 
securit}^  system  really  is.  That  it  is  not  a  contributory  insurance  plan. 
That  it  does  increase  benefits  according  to  increases  in  the  cost  of  living 
and  so  on.  And  that  these  misconceptions — that  is  where  the  consumer 
aspect  of  it  comes  in — enables  the  sj^stem  to  continue  and  the  tax 
rates  to  be  raised  without  the  public  outcry  that  would  probably  result 
if  people  understood  that  it  is  not  nearly  the  contributor}^  sj'^stem  that 
it  is  sold  as. 

Mr.  Steiger.  Thank  you,  Mr.  Chairman. 

Mr.  Burke.  Do  you  know  whether  Mr.  Nader  would  send  any  letters 
off  to  Members  of  Congress  advocating  general  revenue  financing? 

Miss  Senger.  Not  that  I  know  of.  We  have  not  sent  letters  out 
generally  in  support  of  that  position. 
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Mr.  Burke.  I  wish  you  would  take  that  subject  matter  up  with  him. 

Are  there  any  further  questions? 

Thank  you  very  much.  We  appreciate  your  appearance. 

[The  prepared  statement  foUows:] 

Statement  of  Patricia  S.  Senger,  Public  Citizen  Tax  Reform 

Research  Group 

Mr.  Chairman  and  Members  of  this  Subcommittee,  my  name  is  Patricia  S. 
Senger  and  I  am  a  staff  attorney  with  the  Public  Citizen  Tax  Reform  Research 
Group,  which  was  created  by  Ralph  Nader  and  supported  by  public  contributions. 

I  want  to  thank  you  for  the  opportunity  to  appear  before  this  subcommittee. 
I  would  like  to  start  by  briefly  discussing  my  purpose  here  today.  I  have  not 
come  here  with  predictions  of  deficits  or  demographic  data,  as  have  the  expert 
panels  and  administration  witnesses.  I  am  here  to  talk  about  who  pays  for  the 
social  security  system,  and  how  the  short  range  financing  problems  affect  them. 
My  interest  is  in  reminding  this  subcommittee  that  one  of  the  most  glaring  prob- 
lems with  funding  the  social  security  system  is  the  way  in  which  the  payroll  tax 
is  collected.  The  tax  as  it  now  exists  is  the  most  regressive  federal  tax  that  we 
have  and  levies  an  immense  burden  on  many  middle  and  lower  income  wage 
earners.  So  far  the  recent  concern  has  concentrated  on  the  amounts  collected  and 
I  think  it  would  be  most  unfortunate  for  the  worry  over  the  trust  fund  deficits 
to  completely  overshadow  the  very  real  problems  of  distributing  the  payroll  tax 
burden  more  equitably. 

This  newly  created  subcommittee  is  charged  with  the  responsibility  for  pro- 
posing remedies  to  the  many  problems  now  facing  the  social  security  system — 
rising  deficits,  benefit  formulas  and  higher  tax  rates.  But,  to  a  great  extent,  tliis 
subcommittee  has  been  hamstrung  by  the  current  economic  situation.  The  rising 
cost  of  Hving  is  forcing  up  the  benefits  while  unemployment  is  cutting  the  collec- 
tions. However,  in  a  recessionary  economj^,  an  increase  in  taxes  would  be  most^ 
ill-advised.  At  the  same  time,  making  up  any  portion  of  the  deficit  from  general 
revenues  would  be  very  difficult  in  the  face  of  the  huge  budget  deficits  we  now 
have.  So  it  would  appear  that  this  subcommittee  is  left  without  any  viable 
alternatives. 

However,  there  clearly  are  several  approaches  which  would  reduce  the  deficit 
and  have  a  positive  affect  on  the  distribution  of  the  burden.  It  seems  to  me  that 
the  times  and  the  economic  pressures  demand  such  a  response  from  this  Congress. 

Before  getting  into  a  discussion  of  the  alternatives  I  would  like  to  note  that 
my  comments  are  made  bearing  in  mind  that  the  scope  of  these  hearings  has  been 
limited  to  the  problems  of  short  term  financing.  This  would  appear  to  mean  im- 
mediate measures  providing  short  term  waj^s  of  raising  funds  rather  than  long 
term  comprehensive  remedies  to  the  underlying  problems  of  the  system.  This 
necessarily  eliminates  any  discussion  of  partial  financing  from  general  revenues— 
a  plan  proposed  by  the  chairman  of  this  subcommittee — and  a  major  change  in 
the  system  which  would  require  one  third  of  the  cost  of  social  security  to  be  borne 
through  general  revenues.  This  approach  has  proven  itself  effective  in  other 
countries  and  soon  should  be  seriously  considered  by  this  Congress. 

However,  political  realities  and  the  cost  of  such  a  program  probabh^  rule  it  out 
as  an  immediate  solution.  Its  advantages  are  that  it  not  only  introduces  sortie 
measure  of  progressivity  into  an  otherwise  regressively  supported  system,  but  it 
would  also  make  a  portion  of  the  income  more  flexible.  Such  flexibility  would  help 
smooth  out  trust  fund  fluctuations  in  the  future.  It  would  therefore  be  a  welcome 
device  to  avoid  the  sort  of  situation  we  are  now  in,  where  trust  fund  deficits  are 
a  great  source  of  public  and  congressional  concern. 

I  do  not  agree  with  those  who  speak  against  general  revenue  funding  out  of  fear 
that  it  will  make  social  security  funds  too  vulnerable  to  political  whims  and 
jeopardize  future  retirement  benefits.  A  mandatory  minimum  federal  contribution 
could  be  written  into  the  law  if  such  protection  is  needed  although  it  is  very 
difficult  to  believe  that  any  Congress  would  risk  the  political  consequences  of 
cutting  retirement  benefits. 

Of  course,  it  does  seem  unlikely  that  any  general  revenue  proposal  could  be 
passed  this  year.  I  think,  however,  that  we  can  still  examine  other  possibilities 
which  can  be  acted  on  immediately  and  significantly,  which  will  not  cancel  out 
the  possibility  of  more  comprehensive  legislation  later. 
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1.  RAISING  THE  WAGE  BASE 

For  years,  responsible  critics  of  tb.e  social  security  system  have  recommended 
Taising'tlie  wage  base.  It  was  once  again  considered  by  the  Advisory  Council  and 
^rejected,  but  with  a  strong  dissent  by  several  members.  A  wage  base  of  $25,000 
would  raise  about  8  billion  dollars  (estimated  as  10%  of  income)  which  would 
•cover  the  short  term  deficits,  and  would  also  have  the  effect  of  spreading  the 
burden  of  the  payroll  tax  across  a  larger  portion  of  earned  income.  The  following 
•chart  illustrates  the  effect  of  an  increase  in  the  wage  base  on  the  comparative  tax 
rates  at  different  income  levels: 

Payroll        Effective  tax 
Gross  income  tax  rate 

$1,000_ 

$3,000 - 

S5,000_ 

$io,qoo 

•$12,000 - 

$14,100 

$15,000. -.. - 

5d7,500 - 

$20,000 

$25,000 

$50,000 

$100,000 _ 

The  proposals  made  so  far  in  these  hearings  to  eliminate  the  deficit  have  not 
been  at  all  sensitive  to  the  distribution  of  that  burden. 

The  administration  and  advisory  council  favor  decoupling  to  lower  the  rate 
.a,t  which  the  benefit  liabilities  of  the  system  are  climbing,  a  ceiling  on  the  automatic 
benefit  increases  and  an  increase  in  the  tax  rate  of  about  one  per  cent.  Proposals 
for  general  revenue  financing  were  specifically  and  repeatedly  rejected.  Suggestions 
for  immediatelj-  raising  the  wage  base  were  also  rejected.  It  was  reasoned  that  since 
people  with  incomes  above  the  present  base  of  $14,100  tend  to  save  money,  using 
thrift  institutions,  it  was  feared  that  the  additional  tax  might  discourage  saving. 
Since  these  savings  accounts  provide  a  source  for  corporate  capital,  the  advisory 
cojincil  was  reluctant  to  risk  reducing  this  pool  or  capital  with  an  added  tax. 

i  think  it  is  important  to  step  back  and  view  those  proposals  as  a  whole  because 
>-hat  that  approach  says  in  essence  is  that  we  should  increase  an  already  regressive 
tax  which  is  increasingly  burdensome  on  the  middle  and  lower  income  workers 
rather  than  discourage  those  better  off  than  they  from  saving  their  excess  income 
in  banks.  Typical  of  the  way  in  which  much  of  our  tax  policy  is  decided,  the 
average  working  American  is  considered  secondary  to  the  corporate  needs  of 
capitalism. 

Once  it  has  become  obvious  that  more  income  is  needed,  the  question  of  whether 
to  demand  it  from  middle  or  upper  income  earners  is  easily  answered.  Those 
above  the  $14,100  wage  base,  presently  paying  a  smaller  and  smaller  percentage 
of  their  income  as  they  earn  higher  and  higher  wages,  should  be  asked  to  shoulder 
the  additional  tax.  Notice,  though,  that  they  would  not  be  asked  to  pay  more  than 
apy  other  worker — just  to  pay  the  same  total  tax  rate  that  the  poor  and  middle- 
income  woi;kers  already  pay.  Legislative  remedies  must  first  answer  the  require- 
ments of  simple  equity  before  we  can  try  to  accommodate  the  desires  of  investment 
bankei's  for  more  capital.  Furthermore,  that  same  money  in  the  hands  of  average 
income  workers  would  likely  be  spent  instead  of  saved,  an  important  stimulus 
to  the  economy. 

Raising  the  tax  rate  alone,  although  a  quick  and  simple  expedient  for  raising 
more  mone.y,  is  an  inexcusable  solution.  It  would  onlj^  exacerbate  the  existing 
unfairness.  It  would  increase  the  burden  most  on  those  least  able  to  pay.  Such 
a  proposal  completely  ignores  any  concern  for  making  the  tax  more  evenlj'  distribr 
uted.  It  is  not  even  a  question  of  progressivity  of  the  tax  rate  but  rather  a  simple 
e(^ualizing  of  the  burden  betv/een  rich  and  poor. 

Along  the  same  lines,  and  certainly  not  unimportant,  is  the  need  to  include 
non-wage  inqome  in  the  wage  base.  Presently,  investment  income  is  not  subject 
to  the  social  security  tax  and  while  there  are  proV)ably  not  many  people  with 
incomes  under  $14,100  with  a  great  deal  of  investment  income  that  goes  untaxed, 
it  should  still  be  included  in  the  wage  base. 
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2,  THE   EARNED   INCOME   CREDIT 

The  earned  income  credit  enacted  as  part  of  the  1975  Tax  Reduction  Act  is  a 
rof undable  credit  for  low  income  families  eompletely  apart  from  the  other  credits 
and  reductions  in  the  Act.  Recognizing  that  many  of  the  qualifying  families  would 
already  have  sufficient  exemptions  and  deductions  to  exclude  them  from  the 
income  tax  base,  the  sponsors  of  the  credit  attempted  to  provide  additional  relief 
from  the  burdens  of  payroll  taxes.  One  advantage  of  this  type  of  payroll  tax 
relief  is  that  the  refund  is  taken  from  general  revenues  and  not  from  the  social 
security  trust  fund. 

While  this  is  a  roundabout  way  of  lessening  the  burden  on  the  poor,  it  is  a  good 
way  simply  because  it  works.  The  credit  was  approved  because  it  did  not  disturb 
anyone's  notion  of  contributory  insurance  and,  with  Chairman  Russell  Long's 
strong  backing,  was  not  thought  of  as  welfare. 

■Several  things  need  to  be  done  to  the  earned  income  credit.  First,  it  must  be 
extended  since  it  was  onlj^  ]3assed  for  one  year.  Second,  the  provisions  Avhich  limit 
the  benefits  to  families  with  dependent  minors  should  be  eliminated  as  they  are 
luiwarranted  and  unfairly  discriminatory.  Many  working  couples  without  children, 
or  with  grown  children,  as  well  as  single  workers  also  deserve  some  relief  f^om 
the  payroll  tax.  They  should  be  made  eligible  when  the  credit  is  reenacted. 

The  earned  income  credit  will  not  raise  revenues  to  solve  the  problems  of  the 
short  range  deficit,  but,  if  it  is  strengthened,  it  v\ill  serve  to  relieve  the  tax  burden 
on  loAV  income  families,  especially  in  light  of  the  i^rojected  increases  in  the  tax 
rate.  If,  as  the  administration  and  advisory  council  suggest,  the  rate  is  raised 
even  more  than  expected  to  make  up  the  shortfall  in  the  next  few  years,  the 
earned  income  credit  will  be  essential  to  provide  some  method  of  returning  funds 
to  the  poorest  workers. 

The  earned  income  credit  is  not  a  complete  answer  to  the  problem.  It  is  inexact 
since  it  can  only  be  considered  to  offset  social  security  taxes  to  the  extent  it 
exceeds  income  taxes  due,  which  will  differ  from  familj^  to  family.  In  addition,  it 
is  limited  to  10%  of  gross  income,  while  the  payroll  tax  rate  is  11.7%  when,  as 
most  economists  suggest,  the  employer  and  employee  contributions  are  both 
considered.  So,  the  earned  income  credit  does  not  completely  compensate  the 
low  income  v\'orker  for  the  economic  loss  suffered. 

3.   EXEMPTIONS  AND  DEDUCTIONS 

Several  proposals  have  come  from  both  Houses  over  the  last  few  years  to  enact 
a  system  of  exemptions  and  deductions  similar  to  those  in  the  income  tax.  Some 
simply  apply  the  low  income  allowance  and  standard  deduction  to  the  payroll 
tax  (for  example  bills  introduced  by  Senators  Muskie,  Mondale,  and  Nelson  and 
Representatives  Seiberling  and  Reuss).  Others  have  more  elaborate  ways  of 
setting  a  floor  on  the  income  level  which  will  pay  tax,  such  as  Senator  Hartke's 
bill  S3494  introduced  in  the  93rd  Congress.  Various  phaseouts  lijnit  the  benefits 
of  the  exemptions  in  yet  other  proposals. 

The  exemption-deduction  system  would  seem  to  be  a  good  method  of  providing 
relief  to  low  income  workers  but  has  great  problems  politically.  It  would  result  in 
some  workers  paying  no  social  security  tax  while  still  qualifying  for  benefits. 
Opponents  claim  this  would  turn  social  security  into  a  welfare  program  and  create 
all  the  accompanying  headaches.  It  would  destroy  the  myth  of  a  contributory 
insurance  plan  Vv^hich  many  people  consider  important  since  half  the  American 
taxpayers  now  pay  more  payroll  tax  than  income  tax.  Those  workers  might  object 
to  such  high  taxes  if  they  thougiit  they  were  going  into  a  welfare  program.  Further- 
more, critics  fear  it  would  just  open  the  door  to  having  the  type  of  eiigibiliy  prob- 
lems and  means  tests  that  typically  plague  welfare  programs. 

The  essence  of  the  problem  is  that  the  exemption/deduction  plan  is  a  threat 
to  the  idea  of  an  insurance  system.  But  social  security  is  not  an  insurance  system 
and  it  is  not  meant  to  be.  Obviously,  our  economy  could  not  stand  the  monetary 
drain  that  would  result  from  having  such  huge  sums  of  money  taken  out  of  cir- 
culation to  be  saved  for  retirement.  While  it  might  be  easier  for  some  poeple  to 
regard  those  payments  as  benefits  rather  than  transfer  payments,  that  false 
image  serves  to  insulate  the  system  from  many  valid  reforms.  Workers  assume  that 
the  huge  sums  they  must  pay  are  necessary  to  guarantee  their  future  retirement 
funds  and  so  the  sj^stem  escapes  the  critical  attention  and  evaluation  it  deserves. 

This  subcommittee  must  face  the  realities  of  the  social  security  system  and 
consider  the  deduction/exemption  plans  as  one  very  effective  way  of  reducing 
the  burden  on  low  income  families.  One  of  the  practical  problems  with  these  plans 
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is  that  thejr  are  verj^  costly.  It  is  estimated  that  the  revenue  loss  would  be  roughly 
$15  billion  for  the  flat  exemption  system.  However,  some  systems  of  phased  out 
exemptions  have  more  manageable  revenue  losses  of  $2  to  $4  billion  and  still 
achieve  the  goal  of  reducing  the  burden  on  the  very  poor. 

4.    PROGRESSIVE   RATE   STRUCTURE 

A  system  of  rapidly  increasing  rate  steps  from  a  low  of  1%  on  the  first  $1,000 
up  to  the  current  5^85%  could  provide  relief  to  low  income  workers  without 
totally  exempting  anyone.  The  wage  base  and  rate  structure  could  easily  be 
manipulated  to  reduce  the  revenue  loss,  or  even  raise  revenues  where  the  wage 
base  was  increased  simultaneously. 

This  is  a  very  basic  reform  and  one  which  would  require  a  great  deal  of  consider- 
ation and  is,  therefore,  probably  not  a  realistic  proposal  for  immediate  action. 
But,  it  is  certainly  a  solution  which  would  answer  both  the  short  and  long  range 
deficits,  and  should  be  given  careful  attention. 

6.    CONSUMER    ASPECTS 

Finally,  in  regard  to  this  subcommittee's  responsibility  to  remedy  the  problems 
of  short  range  financing,  those  responsibilities  go  bej^ond  the  need  to  find  a  way 
to  raise  money.  It  is  very  important,  as  some  of  the  expert  witnesses  have  already 
acknowledged,  to  reassure  American  taxpayers  that  the  social  security  system  is 
not  in  danger  of  collapsing.  It  must  be  emphasized  that  the  system  is  sound.  But 
it  is  very  important  here  to  realize  that  the  source  of  the  fear  is  the  misunder- 
standing that  prevails  as  to  what  the  social  security  system  is.  If  you  think  it  is  an 
insurance  plan,  then  predictions  of  collapse  and  figures  showing  it  to  be  actually 
unsound  are  very  believable.  Projections  of  future  liabilities  are  spoken  of  in  the 
triUions  without  any  explanations — and  who  but  economists  and  actuaries  have 
any  real  idea  of  what  a  trillion  is?  The  public  concern  that  we  are  hearing  now  is 
the  unavoidable  resiilt  of  such  frightening  predictions.  If  taxpayers  were  aware  of 
the  actual  paj^-as-you-go  nature  of  the  s,ystem,  they  would  realize  that  their 
retirement  benefits  in  the  future  depend  only  on  the  government's  ability  to 
collect  taxes  in  the  future.  So  there  is  little  possibility  that  the  system  will  collapse. 
If  the  trust  fund  is  decreased,  that  is  a  cause  for  concern,  perhaps,  but  certainly 
not  alarm.  Unfortunately,  I  fear  that  these  rumors  of  bankruptcy  may  make  the 
system  even  more  insulated  from  change  if  the  Congress  is  afraid  to  tamper  with 
it  for  fear  of  the  political  repercussions. 

Another  related  problem  which  has  also  indirectly  affected  the  short  range 
problem  is  the  increasing  public  expectation  that  social  security  will  be  their  only 
source  of  support  when  they  retire.  The  pressure  on  the  Congress  in  recent  years 
has  been  to  increase  benefit  levels  dramatically  to  provide  enough  money  for  a 
decent  standard  of  living  for  the  retired  population.  Originally,  social  security  was 
meant  as  a  supplementary  payment  to  be  used  with,  rather  than  instead  of,  pri- 
vate pension  plans.  Since  it  was  designed  that  way,  benefits  were  low  and  the  tax 
itself  was  very  low— initially  only  1%  on  the  first  $3,000  of  earnings.  From  1937 
to  1960,  the  tax  increased  only  modestly  to  3%  of  the  first  $4,800.  It  was  still  con- 
sidered an  additional  payment  system  and  there  were  no  real  objections  to  the 
small  flat-rate  tax  that  was  necessary  to  fund  it.  But  in  the  last  15  years,  the  payroll 
tax  has  soared  from  a  maximum  of  $144  to  the  present  $825.  Even  taking  infla- 
tionary factors  into  account  that  is  a  dramatic  change  which  reflects  a  very  real 
change  in  the  purpose  of  the  social  security  system.  The  intent  now  is  to  provide 
a  reasonable  base  of  support,  but  rather  than  redesign  the  payroll  tax  to  accom- 
modate a  much  larger  collection  responsibility  with  some  degree  of  equitj',  the 
tax  rate  has  simply  been  increased  to  an  onerous  level. 

Here  again,  consumer  education  is  necessary  and  should  be  so  required  by  this 
subcommittee  to  clarify  the  aims  of  the  system  for  the  public  and  members  of 
Congress  alike  and  to  emphasize  the  need  for  a  restructuring  of  the  paj'roll  tax. 

CONCLUSION 

There  are  several  ])roposals  which  this  subcommittee  should  be  considering  to 
solve  the  problems  of  the  short  range  deficit,  without  increasing  the  already  regres- 
sive burden  on  low  and  middle  income  taxpayers.  The  administration  and  advisory 
council  apjn-oach  of  raising  the  tax  rate  is  the  least  acceptable  method  of  increas- 
ing income  to  the  fund.  Raising  the  wage  base  would  supply  adequate  funds  for 
the  immediate  deficit  while  more  comprehensive  changes  in  the  total  funding  plan 
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are  considered,  such  as  partial  funding  from  general  revenues.  Finally,  this  sub- 
committee must  not  ignore  its  responsibility  to  the  consumer  to  demand  that 
adequate  explanations  of  the  funding  system  and  the  stability  of  social  security 
be  made  public  to  avoid  any  further  public  alarm. 

Mr.  Burke.  Our  next  witness  is  Thomas  Warschauer,  College  of 
Business  Administration,  Universit};"  of  Maine. 

You  may  summarize  if  jon  wish.  Your  entire  statement  will  appear 
in  the  record  and  all  the  charts  appended  thereto. 

STATEMENT  OF  THOMAS  WAESCHAUER,   COLLEGE  OP  BUSINESS 
ADMINISTEATION,  TJNIVEESITY  OF  MAINE 

Mr.  Warschauer.  With  your  permission,  I  will  read  a  brief 
segment  at  the  beginning  of  my  statement  and  then  make  some 
additional  comments  on  some  of  the  things  that  have  already  been 
said. 

I  am  afraid  that  some  of  the  points  I  am  going  to  have  to  make 
today  are  more  or  less  shocking.  Maybe  even  more  shocking  than  the 
numbers  you  have  heard  in  the  past. 

As  Hon.  Caspar  Weinberger  stated  in  his  testimon}^  4  weeks  ago, 
''There  are  only  three  wa3^s  to  maintain  the  integrity  of  the  fund. 
First,  we  can  increase  revenues  by  raising  the  tax  rate.  Second,  we 
can  increase  revenues  by  extending  the  wage  base  on  which  taxes 
are  collected.  Third,  we  can  moderate  the  projected  increase  in 
benefits."  Mr.  Weinberger  went  on  to  argue  that  the  best  course  of 
action  was  to  limit  the  raise  in  benefits  to  5  percent.  I  wish  to  object 
strenuously  to  that  suggestion. 

In  1972  Congress  adopted,  as  a  matter  of  law,  the  principle  that 
benefits  would  keep  pace  with  inflation.  To  reject  that  principle  at 
this  early  time  would,  in  fact,  be  to  render  it  null  and  void,  and 
further  to  bring  about  serious  question  about  the  intent  of  Congress 
for  future  years.  To  drop  the  increase  in  benefits  to  5  percent  when 
inflation  causes  an  erosion  of  spending  power  equal  to  nearly  twice 
that  amount  is,  in  fact,  an  additional  tax  on  senior  citizens. 

It  has  been  rumored  that  this  committee  is  leaning  toward  raise 
in  the  wage  base — or  ceiling — as  the  best  alternative.  I  will  argue 
that  an  increase  in  the  wage  base  would  create  a  financing  disaster 
in  fewer  than  the  25  years  under  consideration  here. 

I  have  only  four  points  to  make  today.  First,  the  most  serious  prob- 
lem of  the  social  security  system  is  that  the  dynamic  system  passed 
in  1972  double  counts  inflation,  and  that  the  solution,  in  terms  of 
both  equity  and  financing,  is  the  elimination  of  this  double  counting. 
I  believe  this  would  solve  many  of  the  financing  problems  projected 
for  the  near  term  and  for  the  long  run. 

My  second  point  is  that  efforts  to  correct  the  short-term  imbalance 
by  raising  the  wage  base  would  become  self-defeating  in  a  very  few 
years. 

IM}^  third  point  is  that  increasing  the  wage  base  makes  the  sj'^stem's 
tax  even  more  regressive,  not  more  progressive,  as  is  sometimes 
erroneously  argued. 

Finally,  I  would  like  to  propose  that  the  optimal  solutions  to  the 
financing  problems  over  the  next  several  years  include:  One,  an  in- 
crease in  the  tax  rate  beginning  January  1978  by  0.45  percent  over 
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the  current  specification  to  6.5  percent,  and,  second,  tlie  elimination 
of  the  double  counting  of  inflation  from  the  social  security  system. 

Now,  let  me,  if  you  will,  make  some  comment  that  I  go  into  some- 
what more  detail  further  on  in  my  written  testimony.  For  those  of  you 
who  have  copies  of  my  written  testimony  if  you  would  be  so  kind  as 
to  look  at  figure  I.  It  is  on  page  4.  What  this  chart  shows  is  the  double 
counting.  This  double  coimting  I  am  talking  about  takes  place  because 
well  once  a  retiree  reaches  retirement  age  benefits  are  calculated  on 
his  average  wage  up  to  a  ceiling  of  a  number  we  have  been  calling  the 
wage  base.  From  the  point  of  view  of  benefits  it  could  be  called  a 
ceiling  more  properly.  And  that  benefit  that  would  be  established  at 
that  time  keeps  pace-with  inflation  automatically. 

That  part  of  the  system  is  fine.  There  is  nothing  wrong  vdth  that. 
But  in  the  earlier  years,  in  the  years  before  retirement  not  only  does 
the  whole  table,  the  benefits  increase  at  the  rate  of  inflation  but  addi- 
tionally to  that,  the  fact  that  the  ceiling  is  also  increasing  at  the 
rate  of  the  ^^i^erage  wage  base  creates  a  situation  that  years  later 
results  in  substantial  double  Counting  of  inflation. 

Now,  this  chart  I  referred  to  here  simply  shows  in  real  dollar  terms — 
and  I  state  that  in  real  dollar  terms — given  someone's  age,  what  they 
would  earn  if  they  had  always  earned  the  ceiling.  And  you  can  see 
clearly  there  is  a  tremetidous  increase  simply  because  of  this  increase 
in  ceiling. 

Now,  it  is  this  problem,  this  double  counting  problem,  which  I 
think  is  probably  the  most  serious  problem  and  the  one  that  gives 
the  absurd  forecast  that  one  could  make  with  a  computer  and  a  few 
handy  programing  guides.  The  result  is  simply  this.  That  the  system 
does  not  have  the  long-run  liability  that  has  been  suggested  simpl}^ 
because  of  its  double  counting.  This  double  counting  is  fairly  easy  to 
remedy.  The  double  counting  can  be  remedied  simph'  by  allov/ing  the 
wage  base  to  increase  only  as  quickl}^  as  productivity  increases  are 
encountered. 

Assuming  that  wages  increase  for  two  reasons.  One  partly  because 
of  inflation  and  partly  because  of  productivity  increase.  It  is  for  this 
reason  that  I  argue  that  a  reasonable  forecast  could  be  made  of 
retirement  benefits  were  the  increase  in  the  ceiling  limited  to  increases 
in  productivity. 

If  you  look  at  page  6  yon  can  see  a  much  more  reasonable  future 
for  the  system  were  that  change  to  be  made. 

I  must  say  that  Miss  Seno'er  a  moment  ago  stated  she  w&s.  proposing 
a  short-run  solution  to  a  short-run  problem.  What  I  am  doing  liere 
is  arguing  that  we  don't  really  have  a  short-run  problem.  What  we 
have  is  a  long-run  problem  and  even  though  these  are  hearino's  on  the 
short-run  problem  by  solving  the  long-run  problem  we  will  in  fact 
solve  the  short-ruii  problem. 

There  is  an  initial  few  years  before  that  impact  takes  place  and  that 
is  why  I  recommend  the  increase  in  the  tax  by  nearly  a  half  a  percent 
to  take  care  of  that  initial  chanoe. 

But  the  main  point  I  am  trynig  to  niake  is,  in  the  first  place  that 
eliminating  this  double  counting  would  in  fact  eliminate  many,  many 
of  the  problems  in  the  long  run — and  by  long  urn  I  mean  anything 
over  10  years — that  the  situation  has. 
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I  would  like  also  to  make  this,  my  one  other  point,,  emphatic  and' 
that  is  that  increasing  the  ceiling  is  not  a  step  toward  progressivism 
in  the  tax.  The  only  reasonable  way  to  measure  regressiveness  in  the 
social  security  structure  is  to  look  at  what  you  get  out  in  terras  of 
what  you  put  in.  And  it  is  incorrect  to  say  that  upper  income  people 
get  out  much,  much  less.  People  that  have  made  that  statement  ap- 
parentl}^  don't  have  a  computer,  apparently  can't  make  forecasts  on 
the  basis  of  inflation,  because  it  is  apparent  that  the  reason  the  system 
is  regressive  is  because  the  return,  the  investment  characteristcs  of 
of  the  social  security  plan  as  it  is  now,  assuming  reasonable  rates  of 
inflation  are  such  that  the  return  is  higher  in  the  higher  income 
brackets,  not  in  the  lower  income  brackets. 

In  fact,  anj^one  representing  upper  income  people  should  properly 
be  arguing  for  the  ehmination  of,  for  the  elimination  of  the  ceiling 
altogether  despite  the  fact  we  cOuld  not  possibly  afford  that.  I  know 
what  I  am  saying  is  backwards  of  what  you  have  heard  and  it  is  based 
entire!}^  on  computer  projections  but  on  what  I  think  are  fairly  reason- 
able rates  of  5%  percent  increase  in  average  wages  and  4  percent 
m crease  in  inflation. 

That  is  all  I  have,  Mr.  Chairman,  tod  if  there  are  any  questions 
I  v/ill  be  glad  to  answer  them. 

[The  prepared  statement  follows:] 

Statement    of    Thomas    Warschauer,    Assistant    Professor   of    Finaxce, 

University  of  Maine  at  Orono 

Mr.  Chairman  and  Members  of  the  Subcommittee,  I  appreciate  this  oppor- 
tunity to  speak  with  you  today  with  regard  to  the  financing  problems  of  the  "cash 
benefit"  segment  of  The  Social  Security  system.  I  appear  less  as  an  advocate 
for  a  speci'iic  segment  segment  of  people  affected  by  the  social  security  program, 
as  I  do  in  the  capacity  of  an  observer  of  the  system;  one  who  has  studied  it 
in  some  depth. 

introduction 

As  The  Honorable  Casper  Weinberger  stated  in  his  testimony  four  weeks 
ago,  "Three  are  onlv  three  ways  to  maintain  the  integrity  of  the  fund.  First, 
we  can  increase  revenues  by  raising  the  tax  rate.  Secondly,  we  can  increase 
revenues  by  extending  the  wage  base  on  w^hich  taxes  are  collected.  Thirdly,  we 
moderate  the  projected  increase  in  benefits."  Mr.  Weinberger  went  on  to  argue 
that  the  best  course  of  action  was  to  limit  the  raise  in  benefits  to  5  percent.  I 
wish  to  object  strenuouslv  to  that  suggestion. 

In  1972  Congress  adopted,  as  a  matter  of  law,  the  principal  that  benefits  would 
keep  pace  with  inflation.  To  reject  that  principal  at  this  early  time  would,  in 
fact,  be  to  render  it  null  and  void,  and  further  to  bring  about  serious  question 
about  the  intent  of  Congress  for  future  years.  To  drop  the  incraase  in  benefits 
to  5  percent  when  inflation  causes  an  erosion  of  spending  power  equal  to  nearly 
twice  that  amount  is,  in  fact,  an  additional  tax  on  senior  citizens. 

It  has  been  rumored  that  this  committee  is  leaning  toward  a  raise  in  the  wage 
base  (or  ceiling)  as  the  best  alternative.  I  will  argue  that  an  increase  in  the  wage 
base  would  create  a  financing  disaster  in  fewer  than  the  twenty-five  years  under 
consideration  here. 

I  have  only  four  points  to  make  today.  First,  the  most  serious  problem  of  the 
Social  Security  system  is  that  the  dynamic  system  passed  in  1972  double  counts 
inflation,  and  that  the  solution,  in  terms  of  both  equity  and  financing,  is  the  elimi- 
nation of  this  double  counting.  I  believe  this  would  solve  many  of  the  financmg 
problems  projected  for  the  near-term  and  for  the  long-run. 

My  second  point  is  that  eS"orts  to  correct  the  short-term  imbalance  by  raising 
the  wage  base  would  become  self-defeating  in  very  few  years. 

My  third  point  is  that  increasing  the  wage  base  makes  the  SA'stem's  tax  even 
more  regressive,  not  more  progressive,  as  is  sometimes  erroneously  argued. 
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Finally,  I  would  like  to  propose  that  the  optimal  solutions  to  the  financing 
problems  over  the  next  several  years  include:  one,  an  increase  in  the  tax  rate 
beginning  January  1978  by  .45  percent  over  the  current  specification  to  6.5 
percent,  and,  secondly,  the  elimination  of  the  double  counting  of  inflation  from 
the  Social  Security  system. 

DOtTBLE  COUNTING  INFLATION 

It  has  become  clear  that  in  1972  it  was  the  intent  of  Congress  to  create  a  simple, 
dj'namic  system  that  didn't  need  continuous  tinkering.  In  an  effort  to  make  the 
system  automatically  keep  pace  with  changes  in  value  of  the  dollar,  several 
automatic  escalators  were  included:  one  which  provides  that  benefits  increase 
with  the  consumer  price  index,  and  a  second  that  indexes  the  wage  base  with 
increases  in  the  average  wage  paid  into  social  security.  On  the  surface,  this  dynamic 
system  seemed  most  proper. 

But  now  that  some  time  has  passed,  it  becomps  apparent  that  this  S3'"stem 
contains  an  appalling  error:  it  double  counts  inflation.  After  one  retires,  the  Social 
Security  Administration  computes  a  benefit  from  an  "average  wage."  Benefits 
are  automatically  indexed  at  the  rate  of  inflation.  No  double  counting  occurs  here. 
But  before  retirement  while  the  whole  table  of  benefits  is  increasing  at  the  rate 
of  inflation,  the  ceiling  or  wage  base  also  goes  up  as  fast  as  the  average  wage. 

Wages  go  up  for  basically  two  reasons:  to  help  "keep  pace"  with  inflation,  and 
because  of  productivity  improvements.  The  Social  Security  Administration  now 
projects  average  earnings  increases  of  (>  percent  and  inflation  rates  of  4  percent. 
I  use  similar  rates  of  5'^  percent  and  4  percent  in  my  projections.  Hence,  I  argue 
that  earnings  increases  (5^  percent)  arise  partly  (4  percent)  from  inflation  and 
partly  iV/i  percent)  from  increases  in  productivity. 
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FIGURE  ONE 
ESTIMATED  RETIREMENT  BENEFITS 
USING  AVERAGE  WAGE  CIWuNGE  AS  INDEX  (CURRENT  SYSTEM) 
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The  double  counting  enters  the  picture'  during  one'g  working  years.  Not  only 
does  the  entire  benefit  tuble  increase  as  rapidly  as  inflation,  but,  for  people  whose 
earnings  a;-e  oyer  the  ceiling,  their  averageable  earnings,  generally  increase  faster 
than  inflation.  It  is  this  essential  point  that  is  often  missed:  not  onlj"  is  the  financ- 
ing related  to  the  wage  base/ ceilings,  but  the  benefit  package  is  also  related  to 
that  ceiling.  Figure  One  shows  the  impact  on  annual  Real  Dollar  Benefits  as 
today's  higher  ceilings  take  hold.  This  figure  demonstrates  what  benefits  would 
be  received  if  the  wage  earner  made  either  the  wage  base  in  each  year  of  his 
iiyeragiug  period  or,  alternatively,  75  percent  of  the  base.  It  assumes  both,  the 
wage  earner  and  spouse  retire  at  age  65  and  that  the  average  wage  increases  at 
the  rate  of  5H  percent.  Notice  that  a  retired  individual,  or  couple,  born  in  U)40 
receives  approximately  twice  the  spending  power  received  by  their  counterpaH 
born  in  1915.  Thus,  it  is  apparent  that  double  counting  leads  to  enormous  benefits 
in  a  very  few  j^ears.  This  chart  is  not  merely  exaggerating  the  effects  of  inflation. 
In  fact,  it  doesn't  even  show  the  double  affect.  Given  a  4  percent  rate  of  inflation 
S'TCui'  a  1930- born  married  couple  whose  primary  wage  earner  had  earned  the 
ceiling,  the  real  doUar  benefit  would  be  $9,790,  as  shown  in  Figure  One.  However, 
the  actual  amount  received  would  be  $21,459  per  year. 

The  correction  of  this  unfortunate  double  counting  is,  in  fact,  a  fairly  simple 
matter.  Were  increases  in  the  wage  base/ceiling  adjusted  only  to  the  extent  that 
wage  increases  exceed  inflation  (a  productivity  measure,  of  sorts),  much  more 
reasonable  benefits  would  result  and  medium-to-long-run  viability  would  be 
r,e^tored.  to,  the  S3'Stem.  Figure  Two  shows  this  result  where  a  IH  percent  produc- 
tiyi|}y  increase  occurs.  Notice  now,  that  rather  than  doubling  between  a  1915-born 
-^pd  1940-born  retired  couple,  as  shown  in  Figure  One,  the  increase  here  is  hel,d 
Xo  less  than  40  percent. 

INCREASED  WAGE  BASE  SOLUTION 

My  second  point  relates  to  the  inherent  danger  in  the  proposed  increase  in  the 
ceiling  made  in  an  attempt  to  provide  additional  revenue.  It  will  only  provide 
a  very  short-term  benefit,  will  eventually  prove  a  great  boon  only  to  the  wealthy 
and.  at  the  same  time,  would  place  the  long-run  viability  of  the  system  further  i^ 
jeopardy. 
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FIGURE  TWO 
ESTIMATED  RETIREMENT  BENEFITS 
USING  PRODUCTIVITY  INCREASES  AS  INDEX  (PROPOSED) 
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What  we  have  been  calling  the  "wage  base"  from  the  view  of  raising  revenue 
should  be  called  the  earnings  ceiling  from  the  point  of  view  of  benefits.  Because 
the  benefit  formula  relates  directly  to  the  average  earnings  of  a  worker,  and  the 
average  earnings  are  computed  by  averaging  a  worker's  earnings  in  a  certain 
number  of  years  (never  more  than  35)  up  to  the  ceiling  (wage  base),  the  wage 
base  and  the  ceiling  are  identical.  Hence,  anj^  increases  in  the  base  now  are  trans- 
lated directly  to  increased  beenfits  for  the  top-earning  one-quarter  to  one-third 
of  our  population.  Hence,  a  short-term  financing  solution  can  create  longer-term 
financing  problems. 

REGRESSIVE  NESS 

It  is  popularly  believed  that  increases  in  the  wage  base  have  made  the  Social 
Security  tax  less  regressive.  This  is  no  longer  true.  For  every  dollar  the  wage 
base  is  raised  the  more  the  investment  characteristics  of  the  program  benefit 
the  wealthy  individual.  Thus,  those  who  advocate  making  the  tax  more  progres.sive 
should  oppose  increasing  the  ceiling. 

In  fact,  there  is  only  one  wa}^  to  improve  the  progressiveness  of  the  tax  and  that 
is  to  break  the  tie  between  the  wage  base  used  in  computation  of  the  tax  and  the 
earnings  ceiling  used  in  computation  of  benefits.  These  suggestions  stray  from  the 
short-run  considerations  at  hand  here,  and  I  offer  them  only  as  a  warning  that  the 
expedient  alternative  of  raising  the  wage  base  should  be  opposed  by  those  trying 
to  promote  progressiveness  in  the  Social  Security  tax  system. 

CONCLUSIONS 

Since  I  argued  initially  against  limiting  the  benefit  table  increase  to  5  percent 
as  the  Ford  Administration  has  proposed,  and  at  length  against  increasing  the  wage 
base  as  a  potentially  higlily  dangerous  and  truly  myopic  alternative,  I  suppose 
it  is  incumbent  upon  me  to  state  the  alternative  I  recommend.  Of  course,  it  is  the 
only  remaining  one,  namely  a  one-half  percent  tax  increase,  in  steps,  by  197S. 
I  would  remind  you  that  this  is  only  an  additional  fifty  dollars  ($50)  from  a  $10,000- 
per-year  worker  and  certainly  no  more  than  $90  per  year  additional  from  anyone. 
Surely  b}'  1977,  when  such  an  increase  should  begin,  our  current  recession  will 
have  passed.  However,  according  to  my  estimates,  this  tax  will  only  help  for  a 
very  short  time. 

The  truly  important  recommendations  I  am  trying  to  make  is  that  I  urge  you 
not  to  increase  the  wage  base  beyond  what  the  existing  legislation  provides  and  to 
seriously  consider  limiting  increases  in  the  wage  base  to  the  amount  that  average 
wages  exceed  inflation.  This  is  surely  not  to  back  down  on  your  intent  to  have  an 
automatic  and  fair  system,  but  to  improve  vastly  the  system's  ability  to  sustain 
its  viability  in  the  decades  to  come. 

Mr.  Chairman,  let  me  again  thank  you  for  permitting  me  to  discuss  these  grave 
issues  with  the  subcommittee.  I  would  be  pleased  to  answer  any  further  questions 
you  may  have. 

Mr.  Burke.  Thank  you  very  much. 

Mr.  Jacobs. 

Mr.  Jacobs.  Is  that  because  the  upper  mcome  people  Hve  longer? 
Is  that  part  of  your  computation? 

Mr.  Warschauer.  I  did  not  even  consider  that  factor  and  that 
would  make  it  more  true.  I  was  considering  simply  the  fact  that  a 
long-run  rate  of  inflation  of  4  percent  creates,  because  of  the  double 
counting  creates  very,  very  substantial  benefit  returns.  Very,  very 
substantial  benefit  returns. 

Mr.  Steiger.  If  you  put  the  ceiling  at  $25,000  instead  of  at  $14,100, 
the  return  for  that  individual  who  took  it  at  that  maximum  $25,000 
is  significantly  liigher,  isn't  it? 

Mr.  Warschauer.  Yes,  sir;  that  is  correct. 

Mr.  Steiger.  Than  others  in  the  system. 

Mr.  Warschauer.  That  is  right.  And  it  is  more  that  reason  I  feel 
that  were  it  to  be  desired  to  have  a  more  productive  system  there  are 
really  only  two  choices  possible,  one  to  completely  segregate  the  tax- 
ing structure  from  the  compilation  of  the  earnings,  from  the  benefit 
structure.  That  would  be  a  radical  change  in  the  program.  A  simpler 
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change  in  the  program  would  be  to  change  the  computations.  That  is 
the  reason  the  double  counting  comes  in  because  the  same  numbers 
are  used  for  two  different  tilings.  The  ceiling  is  used  not  only  to  cal- 
culate what  the  tax  is  every  j^ear  but  it  is  also  used  to  calculate  what 
the  average  benefit  is  every  year.  That  same  number  is  used  by 
splitting  that  number  then  you  can  make  some  progress  on  a  more 
viable  system. 

Probably  it  is  the  only  way  to  make  a  more  progressive  system  apart 
from  throwing  the  whole  tiling  into  general  revenue  wiiich  would  do  it. 

Mr.  Steiger.  Thank  you. 

Mr.  Burke.  Are  there  aiij  further  questions? 

Mr.  Steiger.  Mr.  Chairman,  this  comment. 

The  analj^sis  you  made  I  think  is  fascinating  but  I  must  say  I  don't 
think  it  is  nearly  as  shocking  as  you  led  me  to  beheve.  I  was  looking 
for  something  reali}^  extraordinary  and  a'ou  showed  good  sense. 

Thank  you. 

Mr.  Jacobs.  Could  you  shock  us  just  a  little  before  j'^ou  go.  We  were 
counting  on  it. 

Mr.  Burke.  Thank  you  very  much  for  your  appearance. 

Our  last  witness  for  the  day  is  Charles  A.  Moser  of  Washington.  D.C. 

Mr.  Moser. 

STATEMENT  OF  CHARLES  A.  MOSER,  WASHINGTON,  D.O 

Summary 

The  long-run  financing  of  Social  Security  is  in  considerable  difficulty  because 
the  power  of  the  state  to  tax  is  not  infinite.  The  system  of  financing  we  choose  for 
Social  Security  depends  upon  our  understanding  of  its  nature.  Social  Security  is 
presently  a  welfare-type  current  expenditure  system,  and  in  1975  carries  within 
itself  a  vast  "hidden  debt"  of  at  least  $1.3  trillion.  Social  Security  should  be  made 
a  system  embodying  private  insurance  principles  of  individual  equitj',  financed 
through  a  large  reserve  which  will  serve  as  an  important  source  of  investment 
capital. 

In  order  to  convert  the  system  from  a  welfare  scheme  to  one  based  on  insurance 
principles,  we  must  first  recognize  the  "hidden  debt"  and  make  the  system  ac- 
tuarially sound  tlirough  the  issuance  of  "Special  Social  Security  Bonds"  financed 
through  general  revenues.  Then  wage-earners  will  be  required  to  purchase  "Social 
Insurance  Bonds"  to  a  given  percentage  of  income  from  government  or  private 
sources.  Thej^  will  have  individual  equity  in  these  bonds,  which  would  bear  interest 
in  such  a  way  to  keep  pace  with  infliation.  Upon  retirement,  the  worker  would  be 
absolutely  entitled  to  the  proceeds  of  his  Social  Insurance  Bonds  in  the  form  of  an 
annuity. 

Mr.  Moser.  Mr.  Chairman,  members  of  the  subcommittee,  I  am 
pleased  to  be  here  toda}^  to  make  a  statement  on  the  fiscal  situation  of 
social  security. 

I  am  emplo3^ed  this  year  by  the  Heritage  Foundation  in  Washington, 
D.C,  which  is  a  foundation  that  indulges  in  public  policy  research 
which  will  support  our  traditional  values  of  free  enterprise  approach. 

One  of  my  first  projects  this  j^ear  was  to  do  a  study  of  social  security 
in  which  I  tried  to  take  a  historical  and  conceptual  approach  to  the 
whole  program  so  that  people  can  gain  a  better  understanding  of  why 
the  program  is  what  it  is  now  if  they  know  what  the  architects  of  the 
program  thought  they  were  making  it  in  ihe  beginning. 

I  took  care  to  send  copies  of  that  study  to  all  members  of  the  sub- 
committee when  it  came  out  a  few  months  ago  but  if  there  are  any  of 
you  who  by  chance  have  not  seen  it  I  will  be  glad  to  furnish  further 
copies  at  your  request. 

53-424 — 75 — —36 
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Since  the  argument  I  make  is  a  little  bit  intricate  and  a  little  off  the 
beaten  path  I  hope  you  forgive  me  if  I  go  over  it  a  bit  and  you  will 
forgive  me  if  I  make  some  fundamental  criticism  of  the  social  security 
s^^stem  as  it  now  exists,  because  what  I  basically  do  is  go  back  to  the 
beginning  and  sa}^  I  think  the  social  secm'ity  system  went  on  incorrect 
tracks  in  some  important  respect  from  the  very  beginning  and  that  it 
ought  to  be  shifted  and  therefore  what  we  attempt  to  do  is  propose  a 
way  in  which  the  system  could  be  gotten  on  these  difl^erent  tracks. 

Now,  the  fact  that  the  long-run  financing  of  social  security  is  in 
jeopard}^  is  well  known  these  days.  The  very  fact  these  hearings  are 
being  held  is  evidence  of  that.  There  are  some  who  will  issue  somewhat 
soothmg  statements  in  which  they  will  say  the  system  perturbations 
are  minor  and  will  be  resolved  with  minimum  difficulty  and  in  fact 
prominent  economists — who  I  don't  name — once  argued  the  social 
security  system  should  not  be  actuarially  sound  so  long  as  the  Govern- 
ment retains  the  power  to  tax.  Then  that  taxation  will  always  supply 
them  the  money  for  the  benefits  in  the  future  and  yet  we  are  beset  by 
nagging  bits  of  reality. 

Pardon  me  Mr.  Moser.  The  bells  have  rung  for  a  rollcall  vote. 

Air.  Burke.  We  will  go  out  and  vote  and  come  back  and  that  will 
give  you  a  chance  to  relax  a  bit. 

[A  recess  was  taken. 1 

Mr.  Burke.  Mr.  Moser,  you  may  proceed. 

Mr.  Moser.  Thank  you. 

Now  that  the  nagging  bit  of  reality  has  been  removed  perhaps  we 
can  continue. 

As  far  as  taxation  goes  for  raising  revenue,  I  thiiik  we  have  seen 
that  the  present  financial  plight  of  New  York  City  demonstrates  that 
even  a  government  possessed  of  the  power  to  tax  can  encounter  limita- 
tions on  that  power.  But  even  more  unportantly  for  our  purposes  here 
the  railroad  retirement  system — which  has  coexisted  in  a  peculiar  w^ay 
with  the  social  security  system  since  the  very  beginning,  and  which 
was  only  saved  from  insolvency  last  fall  through  the  infusion  of  general 
revenues — displays  in  acute  form  many  of  the  same  ailments  which 
plague  the  social  security  program  and  should  serve  as  a  serious  warn- 
ing to  us. 

Indeed,  in  congressional  testimony  of  last  August  even  social 
security  commissioner,  James  Cardwell  admitted  that  the  future 
social  security  may  encounter  the  same  problems  as  railroad  retire- 
ment, problems  arising,  in  his  words  from  the  "declining  capacity  of 
the  railroad  retirement  account  to  collect  the  necessary  taxes  to 
support  the  benefits  provided  by  the  railroad  retirement  system." 
That  is  pretty  mych  the  situation  to  be  faced  to  a  certain,  extent  with 
social  security  now. 

In  the  case  of  railroad  retirement,  the  Congress  was  in  a  position  to 
save  the  railroad  retirement  sj'stem  because  the  amount  of  money 
involved  was  relatively  small.  But  if  the  social  security  should  come 
to  that  same  pass,  then  there  is  no  question  but  what  this  would  be 
a  very  serious  situation  foj  the  country. 

Now,  the  method  Ave  chose  of  financing  social  security  depends 
partly  on  our  conception  of  what  socia,l  security  is.  If  we  have  a  private 
in^uranQe  scheme,  which  has  individual  equity  and  benefi,ts  payable 
directly  and  m.athematicall}^  linked  to  contributions,  interest  and 
mortality  experience,  then  we  have  one  thing. 
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In  a  beginning  system  a  large  reserve  is  built  up  at  the  start,  before 
extensive  beneliLs  become  payable.  That  reserve  then  serves  as  a 
pi,ineipal  source  of  capital  accumulation  for  business.  And  the  system 
is  actuarially  sound,  which  n,ieans  that  at  any  given  point  its  obliga- 
tions can  be  met  out  of  past  and  future  contributions  of  current  partici- 
pants, regardless  of  whether  any  new  entrants  come  into  it. 

The  social  securitj^  system  as  originally  established  in  1935  contained 
some  important  private  insurance  elements,  but  in  a  time  of  economic 
■depression  its  designers  were — needless,  I  think — worried  about  the 
<iefiationary  effect  of  removing  so  much  money  from  the  economy. 

Also,  it  was  stipulated  that  the  greatly  truncated  large  reserve — the 
social  security  trust  fund — could  be  invested  only  m  Government 
securities,  that  is,  borrowed  for  current  Government  expenses.  And  this 
was  appropriate,  for  if  a  large  reserve  had  been  invested  in  private 
securities,  it  might  well  have  led  to  the  indirect  nationalization  of 
American  industry. 

In  1939  amendm^ents  eliminated  most  of  the  vestiges  of  private 
insurance  principles  in  social  security,  and  moved  it  toward  a  welfare- 
type  system  of  social  adequacy,  placed  on  a  ctirrent  expenditure  of 
''pay-as-)^ou-go"  basis,  in  which  current  benefits  are  paid  from  current 
taxation.  The  trust  fund  was  reduced  to  a  mere  contingency  fund.  It 
may  go  against  the  grain  to  speak  of  social  security  as  a  welfare  scheme, 
butj  most^  serious  students  would  agree  that  that  is  what  it  is,  both 
because  the  Supreme  Court  says  so  and  actually. 

If  we  recognize  social  security  as  a  v/elfare  program,  then  we 
cannot  object  in  principle  to  infusing  general  revenues  into  the 
system,  or  even  paying  for  it  entirel}''  out  of  general  revenue.  Even  the 
ones  who  think  of  it  as  a  private  insurance  scheme  would  be  unhappy 
with  that. 

Moreover,  at  the  beginning,  of  fiscal  1974,  the  OASI  trust  fund 
contained  less  than  $1  billion  in  cash  according  to  the  budget  and  oyer 
$35  biUion  in  Government  securities.  If  portions  of  that  $35  biUion 
sliould  have  to  be  liquidated,  the  money  could  be  obtained  only 
through  general  revenue  taxation  or  borrowing,  so  that  in  fact  even  the 
remnant  of  the  large  reserve  has  capitulated  to  general  revenue 
financing.  The  Social  Security  Administration  quite  adamantly  op- 
posed the  ipfusipn  of  general  revenues  into  the  social  security  system, 
but  this  is  precisely  because  social  securit}"  derives  much  of  its  wide- 
spread  

Mr.  Jacobs.  Excuse  me  a  moment,  Mr.  Chairman. 

Has  a  copy  of  this  statement  been  distributed? 

Mr.  Burke.  Yes. 

Mr.  Jacobs.  I  am  sorr}^  We  have  summaries  here,  but  not  the 
statement. 

Mr.  BuEKE.  Did  you  get  a  copy,  Mr.  Crane? 

Mr-  CB.ANE.  I  have  one,  yes. 

Mr.  Jacobs.  Thank  j^ou. 

Mr.  MosER.  This  widespread  public  support  springs  from  the  fact 
that  people  tliink  it  is  basicall}^  a  private  insurance  plan. 

Now,  one  of  the  early  exponents  of  social  security,  Edwin  Witte  of 
Wisconsin,  fought  quite  vigorously  against  current  expenditure  financ- 
ing. It  was  1938,  in  testimonj'^  before  the  Committee  on  Waj^s  and 
MeajQiS.  Wifip^  he  opposed  meeting  current  expenditure  entirely  out  of 
«urrent  taxation,  saying  that  this  would  be  appropriate  only  if  "there 


560 

were  no  difference  between  the  national  income  *  *  *  and  the  income 
of  the  National  Government,"  or,  in  other  words,  if  we  had  a  totally 
nationalized  economy. 

Witte  also  opposed  current  expenditure  financing  because — as  he 
realized  in  1938 — under  it  "no  provision  would  be  made  to  meet  the 
rapidly  accruing  liabilities"  of  the  system.  He  noted  with  alarm  the 
fact  that  some  had  suggested  not  even  keeping  a  record  of  those 
liabilities,  so  tliat  the  Government  would  "have  a  vast  hidden  debt, 
in  addition  to  the  acknowledged  Federal  debt." 

Unhappily,  Witte 's  counsel  was  ignored;  but  in  1975  we  are  com- 
pelled to  be  conscious  of  that  "vast  hidden  debt"  of  which  he  spoke 
in  1938.  Last  je&r  the  Department  of  the  Treasurj-  reported  that,  as 
of  June  30,  1974,  the  present  value  of  the  system's  unfunded  liability 
was  $2.4  trillion.  If  we  allow  for  new  entrants  coming  into  the  system 
under  highl}^  optimistic  assmnptions — a  birth  rate  of  2.1,  a  rise  in  real 
wages  of  2  percent  annually,  and  inflation  of  no  more  than  3  percent 
annually— the  present  value  of  the  unfunded  liabilities  drops  to  $1.3 
trillion.  That  astronomical  figure  is  a  real,  optimistic,  measure  of 
the  longrun  fiscal  crisis  which  the  system  faces. 

Moreover,  if  nothing  is  done  to  increase  the  income  of  social  security 
drastically,  that  imbalance  will  worsen  than  improve. 

The  reason  for  this  is  time,  and  compound  interest.  Under  a  private 
insurance  sj^stem  of  individual  equity,  compound  interest  works  to  the 
benefit  of  the  retiree.  Under  a  welfare  system  of  social  adequac}^, 
compound  interest  works  against  the  retiree.  The  combination  gives 
birth  to  a  sort  of  scissors  effect,  and  a  great  gulf  opens  up  between 
the  surplus  which  would  exist  under  a  private  insurance  scheme,  and 
the  deficit  which  obtains  under  a  social  Avelfare  mechanism. 

What,  then,  is  to  be  done? 

I  begin  by  stating  ni}^  basic  position:  The  social  security  system 
should  be  based  upon  prmciples  of  individual  equity  rather  than  social 
adequacy.  That,  of  course,  is  quite  contrary  to  the  way  social  security 
has  been  run  for  40  3^ears,  and  the  transition  to  a  system  of  individual 
equit}'^  from  one  of  social  adequacy  will  be  neither  easy  nor  simple. 
If  we  are  determined  to  do  so,  however,  we  can  get  from  here  to 
there. 

The  suggestions  I  make  today  are  slight  modifications  of  proposals 
made  in  the  latter  half  of  the  1960's  by  economists  James  Buchanan 
and  Colin  Campbell. 

The  first  step  is  the  explicit  recognition  of  Witte's  "hidden  debt" 
accumulated  over  these  last  few  decades,  so  that  we  may  make  pro- 
vision for  current  participants  in  the  system  who  have  contributed  to 
it  for  so  long  in  good  faith.  We  calculate  as  precisely  as  we  can,  and 
we  admit  that  is  not  ver^^  precisely,  the  present  value  of  the  com- 
mitments to  future  beneficiaries  less  expected  future  income  at  current 
rates  of  taxation.  By  1975  this  figure  has  no  doubt  risen  substantially 
above  $1.3  trillion.  Then  Congress  authorizes  the  Treasur}^  to  issue 
special  social  security  bonds  in  that  total  amount,  and  transfer  them 
to  the  OASI  fund. 

Incidentally,  I  should  have  mentioned  that  the  payroll  taxes 
would  be  repealed  before  we  do  all  this.  At  that  point  the  fund  becomes 
actuarially  sound,  and  we  have  met  our  obligations  to  present  partici- 
pants. The  difficult,Y  in  this,  of  course,  is  that  this  hugh  sum  in  special 
social  security  bonds  would  have  to  be  financed  out  of  general  revenue. 
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But  at  least  then  we  would  know  the  extent  of  our  indebtedness, 
and  arrange  the  Federal  budget  in  such  a  manner  as  to  deal  with  it. 

Once  the  social  security  system  is  actuarially  sound,  we  may  modify 
it  along  private  insurance  lines.  First,  the  payroll  tax  upon  both 
employee  and  employer  should  be  repealed.  Next,  wage  earners 
woukf  be  required  to*^  purchase  social  insurance  bonds  at  a  certain 
percentage  of  income — perhaps  10  percent.  These  bonds  would  give 
the  purchaser  a  claim  in  equity. 

Moreover,  wage  earners  would  have  the  right  to  purchase  additional 
bonds  on  a  voluntary  basis — here  I  might  note  that  the  Social  Security 
Administration  at  the  very  beginning  almost  received  the  power  to 
issue  vohmtarj^  annuities  to  those  not  covered  by  the  system,  but  this 
was  deleted  and  in  any  case  was  inconsistent  with  the  latter's  character 
as  it  quickh^  evolved. 

Finally,  the  return  on  the  social  insurance  bonds  would  be  equated 
with  the  higher  of  the  following  two  rates:  (1)  the  rate  of  interest  on 
long-term  U.S.  Treasury  bonds;  (2)  the  rate  of  growth  in  gross  na- 
tional product.  This  would  insure  that  the  retiree  would  have  an  equity 
which  had  kept  pace  with  inflation  upon  retirement.  Buchanan  writes 
that  social  security  bonds  at  10  percent  of  income  "-will  allow  an  in- 
dividual whose  income  remains  wholly  stationary  over  a  whole  work- 
ing life  to  receive  a  pension  that  is  roughly  equal  to  annual  income, 
provided  that  we  use  a  4-percent  rate  of  yield."  That_  would  be  an 
outcome  considerably  more  advantageous  for  the  retiree  than  the 
current  social  security  arrangement. 

Under  a  system  of  individual  equity,  of  course,  a  large  reserve 
would  be  accumulated.  This  reserve  should  be  made  a  primary  source 
of  investment  capital;  a  recent  book  on  Sweden  points  out  that,  even 
though  a  very  large  fraction  of  the  Swedish  economy  is  socialized,  its 
managers  understand  the  importance  of  investment  better  than  we, 
and  employ  the  large  trust  fund  of  their  equivalent  of  social  security 
as  a  major  source  of  capital.  In  the  United  States,  a  social  security 
reserve  could  be  used  at  first  to  return  investment  capital  to  the  pri- 
vate sector  through  retirement  of  the  public  debt.  In  the  unlikely 
event  that  the  public  debt  should  be  entirely  retired,  the  threat  to 
nationalization  of  private  industry  through  public  investment  could 
be  obviated  by  permitting  and  encouraging  private  financial  institu- 
tions to  issue  social  insurance  bonds  as  well  as  the  Government.  This 
would  guarantee  a  continuing  and  substantial  flow  of  investment 
capital  for  the  economy  while  insuring  an  excellent  retirement  benefit 
for  the  worker. 

And,  of  course,  the  percentage  of  the  v/orker's  income  taken  by 
social  security  would  be  below  the  combined  employer-employee  tax 
rate  as  it  is  now,  not  to  mention  what  it  will  have  to  be  in  the  future 
to  sustain  the  system  as  presently  structured. 

Under  this  aVrangement,  the  worker  will  have  an  absolute  right  to 
his  pension  at  a  certain  age,  and  the  income  limitations  and  other 
restrictions  which  are  part  of  the  present  welfare-oriented  social 
securitv  svstem  would  be  abolished. 

On  the  other  hand,  this  would  take  care  only  of  the  mcome  replace- 
ment aspect  of  social  security,  one  who  had  sufficient  income  as  a 
worker  would  continue  to  have  sufficient  income  as  a  retiree.  Those 
without  sufficient  income,  whether  under  or  over  65,  wiU  be  taken  care 
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of  through  a  purely  welfare  sj^stem,  as  is  presently  the  case  with  wSSI. 
There  would  be  no  minimum  social  security  benefit. 

I  recognize  that  these  proposals  woulci  entail  quite  a  fundamental 
reorientation  of  social  security,  away  "from  what  it  actually  is,  and 
toward  what  it  repeatedly  claimed  to  be,  and  is  in  the  minds  of  most 
Americans.  But  the  Swedes  have  in  part  recognized  the  necessity  of 
such  an  aporoach,  and  Martin  Feldstein,  in  a  recent  appearance  before 
this  subcommittee,  suggested  something  resembling  the  Swedish 
system. 

^  The  transition  to  a  system  of  individual  equity  will  be  arduous  and 
expensive  after  we  have  operated  on  unsatisfactory  premises  for 
nearly  40  years.  But  the  dislocations  caused  by  an  explosion  of  this 
fiscaf  time" bomb — I  hope  you  will  excuse  the  metaphors  in  this  last 
paragraph — will  be  the  greater  the  longer  we  wait. 

I  urge  the  Congress,  and  this  subcommittee  in  particular,  to  tliink 
very  carefully  about  what  needs  to  be  done  to  restore  social  security 
to  a  fiscahy  sound  footing.  If  we  do  not  grasp  the  nettle  firmly,  we 
bequeath  an  even  larger  and  thornier  one  to  our  children. 
Mr.  Burke.  Mr.  Jacobs,  do  you  wish  to  inquire? 
Mr.  Jacobs.  On  page  ^,  sir,  at  the  bottom  of  the  page  you  define 
investment  in  government  securities  as  money  "borrowed  for  current 
government  expenses." 

Do  yoxi  mean  that  literal!}^? 
Mr.  MosER.  For  the  most  part,  yes. 
Mr.  Jacobs.  What  part  do  you  not  mean? 

Mr.  ]\IosER.  This  is  my  understanding,  basically,  of  government 
securities,  is  money  taken  for  more  or  less  current  government  ex- 
penditure. 

Mr.  Jacobs.  For  example,  in  1950  approximately  when  the  B-52 
bomber  was  purchased  by  the  Government,  it  was  purchased  b}^  cur- 
rent expenditures.  You  would  not  really  call  that  a  current  expense, 
would  you? 

Air.  MosER.  No.  No,  there  are  certain  elementsTof  government 
spending  which  are  based  on  investment  which  go  in  the  private 
sector. 

Mr.  Jacobs.  It  could  not  be  compared  with  capital? 
Mr.  MosER.  If  you  are  talking  about  income  transfer  systems, 
then  you  have  current  expenditure,  and  a  great  many  more  of  our 
governmental  programs  in  the  last  10  j^ears  or  so  have  been  of  that 
sort_,  income  transfer  systems. 

Mr.  Jacobs.  But  at  any  rate,  it  would  not  be  proper  to  say  that 
purchase  of  government  securities  is  the  financing  of  current  expenses 
of  the  government.  You  do  recognize  the  distinction  between  capital 
expenditure  bjr  government,  or  whoever  it  might  be,  on  the  one  liand, 
and  what  we  traditionally  think  of  in  business  accounting  as  current 
expenses? 

Mr.  MosER.  Right. 

Mr.  Jacobs.  Then  when  you  speak  of  the  involuntary  purchase  of 
the  social  insurance  bonds  \>y  workers,  that  differs  from  the  present 
social  security  tax  in  what  way,  in  essence? 

Mr.  MosER.  Well,  it  is  a  forced  saving  sj^stem,  basicalh%  but  it  is  a 
forced  savings  system  which  works  on  individual  equity  as 
compared 
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Ml*.  Jacobs.  Yes,  I  understand  that.  But  I  meant  what  is  the 
disparity  between  the  out-of-pocket  expense  for  the  workers  under 
what  we  propose  and  what  is  being  done  now? 

Mr.  MosBR.  Well,  the  disparity,  if  one  took  a  10-perceiit  income 
and  one  attributed  the  employer's  portion  of  the  social  security  tax  to 
the  employee,  then  you  would  have  10  percent  as  opposed  to  11.85 
percent,  whatever  it  is  now. 

Mr.  Jacobs.  This  would  be  the  total,  the  10  percent  from  the 
employee  and  the  employer. 

Mr.  MosER.  Yes. 

Mr.  Jacobs.  And  would  there  be  a  wage  base? 

Mr.  MosER.  No. 

Mr.  Jacobs.  Or  if  you  have  $200,000  of  income  $20,000  would  be 
your  contribution? 

Mr.  MosER.  Yes. 

Mr.  Jones.  What  would  that  be  in  purchasing  power,  or  do  to  the 
demand? 

Mr.  MosER.  It  would  do  a  certain  amount  to  demand,  but  I  think 
it  would  lead  to  basically,  when  you  are  using  investment,  the  problem 
now  wdth  social  security  current  expenditure  is  investment  under 
what  Professor  Feldstein  was  talking  about  reduces  investment  and 
reduces  productivity  in  the  future.  Basicall}'^  whenever  you  are  getting 
an  economy  going  you  have  to  have  investment,  you  have  to  collect 
money,  you  have  to  forego  present  consumption  for  the  sake  of  future 
consumption,  so  basically  this  is  what  this  type  of  approach  would  do. 

Mr.  Crane.  Are  you  talking  now  about  what  would  happen  if 
10  percent  of  all  earnings  in  the  United  States  would  be  immediately 
invested  in  the  social  security  bonds? 

Mr.  MosER.  Yes,  in  the  abstract  S3'stem.  It  might  be  that  one  could 
place  a  certain  limit  on  it. 

Mr.  Crane.  Well,  I  am  trying  to  figure  out  what  the  impact  in 
terms  of  what  kinds  of  sums  we  are  talking  about  there,  with  the  view 
to  meeting  capital  needs,  1  mean  capital  needs  presumably  in  the  long 
run. 

Mr.  MosER.  I  don't  think  in  the  short  run  we  would  have  to  worry, 
no.  Because  I  think  while  we  are  employed  to  getting  rid  of  the  public 
debt,  I  don't  think  we  can  anticipate  doing  that  successfully  very  fast. 

Mr.  Crane.  How  long  would  you  indicate  for  doing  that  under  the 
system? 

Mr.  MosER.  I  don't  have  any  figure  on  it,  but  I  imagine  40  or  50 
years.  But  still  you  would  have  to  be  meeting  current  expenditures  out 
of  this  income  so  it  would  not  by  any  means  all  be  applied  to  reducing 
the  national  debt  or  providing  investment  capital. 

Mr.  Burke.  Mr.  Jones. 

Mr.  Jones.  No. 

Mr.  Jacobs.  Mr.  Chairman,  I  have  one  question. 

Mr.  Burke.  Yes. 

Mr.  Jacobs.  Sh,  failing  in  this  scheme  generally,  and  3^ou  just  might, 
would  you  favor  taxing  the  present  social  security? 

Let  me  say  it  the  other  way  around.  Would  you  favor  the  tax  for 
the  present  social  security  system  as  extending  to  all  income,  or  even 
all  salary  and  wages,  rather  than  a  wage  base  of  $14,000? 
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Mr.  AIosER.  Well,  if  I  may  insert  something  you  didn't  saj^,  I  think 
should  be  in  there,  if  it  is  going  to  be  extended  to  Federal  and  State 
employees,  and  as  a  matter  of  fact,  when  the  sj^stem  was  first  debated, 
we  had  the  Clark  amendment  and  one  of  the  points  Senator  Clark 
made  when  he  offered  that  amendment  was  Federal  employees  didn't 
want  to  join  social  security  precisely  because  they  had  a  better  pension 
scheme  and  if  they  should  be  able  to  opt  out  then  so  should  other 
people.  But  on  extending,  you  are  talking  about  reduced  fiat  tax  rate 
to  all  of  them.  I  probably  would  not,  simply  because  I  think  this  would 
help  reinforce  the  notion  that  the  system  is  really  contributory,  v/hen 
it  is  not. 

Mr.  Jacobs.  But  as  a  technique  for  financing,  apart  from  the  propa- 
ganda and  all  that,  would  j^ou  in  sound  economics  do  that? 

Mr.  MosER.  Well,  I  tend  to  think  the  support  of  the  system  comes 
more  from  the  earmarking  of  the  tax  than  the  present  rate,  and  one 
might  earmark  a  tax,  not  necessarily  a  flat  rate  tax,  and  still  have 
support  for  the  sj^stem. 

Mr.  Jacobs.  You  don't  believe  "a  rose  by  any  other  name"? 

Mr.  ?*IosER.  Just  as  Congressman  Crane  said,  t  doubt  one  ought  to 
go  all  the  way  in  requiring  10  percent  bonds,  let's  say,  be  bought  from 
earned  income.  I  think  I  would  be  against  going  all  the  way  to  flat 
rate. 

Mr.  Jacobs.  One  other  question.  Whatever  it  is  you  went  to,  would 
you  count  as  income  stock  options  and  all  other  various  kinds  of 
income,  let's  say  a  corporate  executive  would  receive?  _ 

Mr.  MosER.  Then  you  get  into  the  problem  of  private  pensions, 
and  since  private  pension  funds  are  one  of  our  main  sources  of  invest- 
ment income,  I  am  worried  about  capital  investment,  and  I  am  not 
particularly  happ}^  about  that. 

Mr.  Jacobs.  No,  I  am  sorr}^,  I  said  stock  option  plans  as  bonuses, 
clearly  income. 

My.  Moser.  You  are  distinguishing  this  from  any  sort  of  private 
pension  plan? 

Mr.  Jacobs.  Oh,  yes. 

Mr.  Moser.  Probably. 

Mr.  Jacobs.  Include  that  in  the  calculation,  for  whatever 
limitation. 

Mr.  Jones.  So  you  would  have  10  percent  of  all  earnings. 

Mr.  Moser.  Yes.  It  might  be  that  you  could  put  a  cap  on  it,  and 
there  might  be  a  certain  point  beyond  which 

Mr.  Jones.  How  much  would  that  be? 

Mr.  Jacobs.  Sort  of  like  tithing. 

Mr.  Jones.  How  much  would  that  be  this  year? 

Mr.  Moser.  I  imagine  it  would  be  a  fairly  substantial  sum.  I 
haven't  done  the  calculations. 

Mr.  Jacobs.  Too  much?  Not  too  much  to  pay  off  the  national  debt. 

Mr.  Moser.  It  couldn't  be  too  much. 

Mr.  Burke.  What  would  you  do  for  all  the  people  working  now,  say 
for  30  or  40  years,  paying  into  the  social  security  fund?  What  rights 
would  they  have? 

Mr.  Moser.  They  are  going  to  have  the  same  rights  they  now  have, 
because  they  have  been  paying  into  the  system  in  good  faith  and 
Congress  has  at  least  a  moral  obligation  to  see  that  they  meet  these 
benefits.  However,  what  you  are  having  to  do,  you  are  going  to  have 
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to  pay  for  now,  I  suggest  we  pay  ojBf  now  the  bulge,  all  people  paying 
1  percent,  2  percent,  3  percent  from  back  in  the  1930's  when  the  system 
was  first  done.  Like  a  woman  who  first  received  benefits  received  an 
enormous  amount  over  what  she  paid  in.  Somebody  paid  for  that. 
Instead  of  letting  the  social  security  system  go  on  like  some  sort  of 
gigantic  chain  letter,  so  that  the  last  generation  will  lose  everything, 
we  ought  to  say,  we  ought  to  begin  pa^dng  on  that  large  indebtedness 
we  have  allowed  to  accumulate  and  the  sooner  we  begin  paying  on  that 
the  better.  But  all  the  people  in  the  system  would  receive 

Mr.  Burke.  What  would  you  do  with  the  existing  trust  fund? 

Mr.  MosER.  Well,  if  you  are  going  to  begm  the  sort  of  system  that 
we  have,  then  you  will  have  a  very  large  reserve  that  you  can  call  the 
trust  fund  that  will  be  a  genuine  trust  fund,  that  is,  after  you  got 
through  paying  off  the  national  debt,  let's  say.  However,  what  the 
trust  fund  is  in  fact  is  a  contingency  fund,  and  I  would  see  no  objection 
to  just  calling  it  a  contingency  fund.  You  have  to  have  it  to  cover 
short-term  fluctuations  in  income  and  outgo,  and  that  you  could 
maintain.  But  you  don't  call  it  a  trust  fund  and  thereby  give  the 
impression  that  it  is  really  a  large  investment  fund,  which  it  isn't. 
And  I  might  say  if  borrowings  were  to  be  made  from  it,  they  ought  to 
be  made  at  market  rates.  I  think  that  is  something  that  interests  you, 
Mr.  Chairman. 

Mr.  Burke.  Do  vou  think  the  Federal  Government  has  a  moral 
obligation  to  replace  some  of  the  funds  that  they  have  siphoned  out 
of  the  social  securitj^  trust  fund? 

Mr.  Moser.  I  do. 

Mr.  Burke.  Over  the  years,  as  the  result  of  the  low  interest  rates 
that  they  have  paid  on  the  trust  fund? 

Mr.  Moser.  Yes,  sir;  I  do. 

Mr.  Burke.  Do  you  think  that  should  be  done  out  of  general 
revenue? 

Mr.  Moser.  I  suppose  that  is  the  only  way  it  can  be. 

Mr.  Burke.  Are  there  any  further  questions? 

Mr.  Crane.  Yes,  Mr.  Chairman. 

On  tliis  transition,  I  am  not  altogether  clear  how  this  would  be 
handled.  Say  I  were  55  today,  and  I  had  been  paj'ing  into  the  social 
security  program  since  age  21.  Would  I  as  of  this  date  start  allocating 
10  percent  into  these  social  security  retirement  bonds,  and  opt  out  of 
the  present  social  security  program,  at  age  65  the  Government  would 
guarantee  me  something  above  and  beyond  my  fair  return  from  the 
investment  in  the  social  security  bonds? 

Mr.  Moser.  Yes,  but  when  you  are  figuring  what  happens,  is 
your  figure  the  present  value  that  a  worker  has  55  percent  of  his 
benefits,  at  age  65  and  he  is  issued  bonds  in  that  amount  at  age  55, 
that  takes  care  of  the  obligation  of  the  system  up  to  that  point.  And 
then  he  begins  purchasing  bonds  according  to  the  regular  system,  he 
has  the  bonds  which  have  individual  equity  which  he  can  begin  draw- 
ing at  age  65. 

Mr.  Crane.  What  would  be  the  immediate  impact  today  of  con- 
verting all  working  people  under  that  system  with  that  obligation  to 
the  Government? 

Mr.  Moser.  The  immediate  impact  would  be  that  one  would  have 
to  find  a  rather  large  amount  of  money  out  of  general  revenue  to  meet 
the  implied  hidden  obligations  of  the  system. 
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Mr.  Ci^AXE.  Have  you  any  idea  what  that  figure  would  be? 

Mr.  Mo.SER.  I  suspect  it  would  be  between  $20  billion  and  $30 
billion  a  year. 

Mt.  Crane.  Well,  under  the  current  budget  that  it  is  not 
unmanageable. 

Air.  MosER.  Well,  I  happen  to  think  it  is  manageable  by  cutting 
Goyernment  expenditure. 

Mr.  Jones.  Wliere? 

]\Ir.  Mqser.  Where?  Well,  Congressman  Crane  has  been  working  to 
some  extent  on  that  matter  of  cutting  GoYernment  expenditure  and  the 
Heritage  Foundation,  in  doing  the  study  called  another  budget,  listed 
$20  billion  in  cuts  in  Government  programs  in  an  appendix.  I  would  be 
glad  to  send  you  a  copy  of  that. 

Mr.  Jacobs.  Could  3'ou  hit  the  high  points  now? 

Mr.  Jones.  Did  you  include  revenue  sharing? 

]Mr.  MosER.  We  did,  yes. 

Mr.  Crane.  Even  the  military? 

Mr.  Jacobs.  Wh}^  even  the  military? 

Mr.  Crane.  Well,  because  we  are  oftentimes  charged  with  being 
partial  to  the  military  when  talking  about  economizing. 

Mr.  Jacobs.  I  thought  you  were  talking  about  me  because  of  my 
service  in  the  military.  They  say  once  a  marine  always  a  marine.  But 
Barber  Conable  isn't  that  way. 

Mr.  Crane.  ]Mr.  Chairman,  I  am  much  intrigued  by  the  testimony 
earlier  and  by  Professor  Moser's  testimony  today. 

I  am  wondering  if  it  would  not  be  possible  in  the  course  of  these 
hearings  to  get  others  to  testify  on  this  general  subject. 

You  mention  two  professors  here,  Professor  Buchanan,  is  he  the 
one  douTi  at  University  of  Virginia,  or  who  used  to  be? 

Mr.  MosER.  VPI. 

Mr.  Crane.  VPI.  If  there  are  not  others,  they  could  spell  out  in 
greater  detail  than  we  have  had  here  today,  or  a  colloquium  between 
Professor  Moser,  and  see  if  we  could  get  Mr.  Feldstein  back. 

Mr.  Burke.  Well,  the  record  can  be  kept  open  if  they  msh  to  submit 
additional  statements. 

Mr.  Crane.  Because  it  does  seem  to  me  that  some  of  the.  points  that 
are  raised  here  about  that  fiscal  bomb  are  valid.  We  are  livuig  in  an 
age  ^^'hen  we  are  at  less  than  zero  population  growth  and  we  have  been 
since  1972.  And  we  have  got  that  post- world  war  baby  boom  that  ^^^ll 
be  hitting  retirement  age  somewhere  around  2000, 1  guess,  so  that  we, 
will  have  an  inverted  pyramid,  Avith  the  tax  base  at  the  apex  of  the 
pyramid  and  the  base  of  it  being  the  beneficiaries,  and  what  the  taxes 
will  be  at  tliat  time  is  astronomical. 

And  you  have  got  the  continuing,  nagging  problem  of  the  ever-in- 
creasing benefits  that  must  be  paid  out  of  a  sense  of  equity  to  people 
who  were  anticipating  that  whatever  that  social  security  benefit  is 
going  to  be  would  cover  x  percent  of  their  retirement  cost,  that  some- 
thing like  this,  and  particularly  Avith  a  Swedish  model,  where  they 
have  already  done  something  along  these  lines,  might  involve  a  major 
reevaluation  of  some  of  the  basic  premises  of  the  system,  AN-ith  a  way 
out  that  is  more  beneficial  to  the  working  people  during  their  produc- 
tive years,  but  particularly  in  their  retirement  years,  and  simultane- 
ousl}^  go  far  toward  meeting  the  capital  needs  of  the  Nation. 
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Mr.  Burke.  Well,  we  will  be  happy  to  set  another  da}^  if  you  wish 
to,  if  you  want  to  make  that  request,  and  see  if  we  can  arrange  and 
get  these  people  that  you  suggest  to  testify,  and  get  some  additional 
information. 

Mr.  Crane.  If  we  could. 

Mr.  Burke.  We  will  be  pleased  to  receive  any  information  what- 
soever that  will  help  us  along  that  line.  I  think  it  is  a  good  suggestion. 

Mr.  Crane.  I  would  like  to  suggest  also  in  that  colloquium  to 
have  some  of  those  who  are  familiar  with  this  plan  and  who  disagree 
with  it  appear  there,  too,  so  that  we  can  have  sharper  exchange  than 
I  feel  prepared  to  engage  in. 

Mr.  Burke.  Yes. 

Mr.  Crane.  Because  I  suspect  I  am  not  that  conversant  with  this 
proposal,  nor  the  salient  objections  to  it. 

Mr.  Burke.  We  might  be  able  to  set  up  a  panel. 

Mr.  Jacobs.  Would  the  gentleman  yield? 

Mr.  Crane.  Yes. 

Mr.  Jacobs.  You  are  suggesting  a  discussion,  really,  from  various 
points  of  view. 

Mr.  Crane.  Well,  discussion  of  people  who  are  sympathetic  with 
iae  premise  of  how  we  handle  this  program,  plus  some  of  those  who 
are  conversant  with  these  alternatives  who  disagree  with  the 
conclusions. 

Mr.  Jacobs.  Mr.  Chairman,  I  think  we  discussed  that  at  the 
beginning  of  our  full  committee  deliberations,  and  I  swear  to  you  that, 
^Ir.  Chairman,  I  don't  understand  why  the  Congressdoes  not  do  that 
all  the  time.  Because  when  you  hear  from  one  point  of  view,  and 
without  being  conversant  with  it,  you  don't  know  the  precise  questions 
to  ask,  doesn't  mean — I  was  answered,  I  might  say  to  the  gentleman 
from  Illinois,  when  I  made  the  same  suggestion  at  the  beginning  of 
this  session,  "Why  can't  we  have  a  free-for-ail."  Well,  I  don't  know 
that  you  presume  that  learned  people  who  come  before  this  committee 
can't  be  civil  just  because  they  disagree,  and  I  just  think  this  sug- 
gestion is  perfect  and  ought  really  to  be  considered  and  implemented. 

Mr.  Jones.  I  agree. 

Mr.  Burke.  Well,  I  think  we  can  get  them  together,  and  have  a 
bell  in  here. 

Mr.  Jones.  Wliat  is  that? 

Mr.  Burke.  I  think  we  can  have  a  bell  in  here,  and  if  things  get 
rough  just  ring  the  bell. 

Mr.  Jacobs.  If  things  got  rough,  Air.  Chairman,  I  know  the 
■chairman  is  from  Boston  and  I  don't  thuik  would  have  any  problem 
at  all.  I  think  he  could  "clean  house." 

Mr.  Burke.  I  think  that  is  a  good  suggestion,  Mr.  Crane,  and  we 
w^ill  have  the  staff  look  into  it. 

Mr.  Crane.  Thank  you. 

Mr.  Burke.  Thank  you,  Mr.  Moser. 

This  concludes  our  hearing  for  the  day. 

The  committee  now  stands  adjourned,  to  meet  at  1  p.m.  tomorrow 
tifternoon. 

[Whereupon,  at  4:15  p.m.,  the  subcommittee  was  adjournea,  to 
reconvene  at  1  p.m.,  Wednesday,  June  18,  1975.] 


FINANCING  THE  SOCIAL  SECURITY  SYSTEM 


WEDNESDAY,  JUNE   18,   1975 

House  of  Representatives, 
Subcommittee  on  Social  Security 
OF  THE  Committee  on  Ways  and  Means, 

Washington,  B.C. 

The  subcommittee  met  at  1:10  p.m.,  pm^suant  to  notice,  in  room 
H-208,  the  Capitol,  Hon  James  A.  Bm-ke  (chairman  of  the  sub- 
committee) presiding. 

Mr.  Burke.  Our  leadoff  witness  today  is  a  man  well  kno^vn  to  the 
entire  committee,  Robert  J.  Myers. 

We  welcome  3^ou  here,  Mr.  Myers.  You  may  identify  yourself  and 
proceed  as  3"ou  wdsh. 

STATEMENTS  OF  EOBEUT  J.  MYERS,  SOCIAL  SECUEITY  ADVISER, 
AMERICAN  LIFE  INSURANCE  ASSOCIATION  AND  WILLIAM  B. 
HARMAN,  JR.,  EXECUTIVE  VICE  PRESIDENT,  AMERICAN  LIFE 
INSURANCE  ASSOCIATION 

Summary 

1.  The  Old- Age,  Survivors,  and  Disability  Insurance  system  (OASDI)  has 
serious  financial  problems,  both  of  a  short-range  nature  and  a  long-range  nature. 

2.  These  problems  can  be  solved  without  too  much  difficulty.  However,  some 
methods  of  solving  them  are  desirable,  while  others  are  not. 

.3.  The  short-range  problem  is  that  the  OASI  Trust  Fund  will  be  exhausted  in 
late  1981,  and  the  DI  Trust  Fund  even  sooner,  according  to  the  1975  Trustees 
Report.  And  it  is  likely  that  these  estimates  are  over-optimistic. 

4.  The  long-range  problem  is  that  the  average  cost  of  the  benefit  outgo  exceeds 
the  average  tax  rate  for  the  next  75  j-ears  by  5.32  percent  of  taxable  payroU,  or 
about  50  percent  relatively. 

5.  The  short-range  problem  can  be  solved  by  increasing  the  employer  tax  by 
Yz  percent  and  the  employee  tax  by  the  same  amount.  This  should  be  done  in  1976 
or  at  the  latest  in  1977.  At  the  same  time,  the  benefit  computation  method  should  be 
rationally  restructured  as  it  applies  to  new  awards  so  that  it  is  "decoupled" 
be  changing  to  a  wage-indexing  procedure  with  a  modified  benefit  formula. 

6.  The  long-range  problem  can  then  be  solved  bj'  a  further  similar  tax  rate 
increase  in  the  early  1980's.  A  further  increase  of  about  this  amount  will  probably 
be  needed  35  or  40  years  from  nov/. 

7.  The  financing  problem  should  not  be  solved  either  by  injection  of  a  government 
subsidy  from  general  revenues  or  by  increasing  the  taxable  earnings  base  beyond 
what  the  automatic-adjustment  provisions  will  do. 

Mr.  Myers.  Thank  you,  Mr.  Chairman. 

Mr.  Harman,  from  the  American  Life  Insurance  Association  would 
like  to  say  a  few  words  first. 

Mr.  Harman.  Thank  you,  Mr.  Chaii-man. 

My  name  is  William  B.  Harman,  Jr.,  I  am  executive  vice  president 
of  the  American  Life  Insurance  Association,  the  member  companies  of 
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wliicli  account  for  some  90  percent  of  tlie  life  insurance  in  force  in  this 
countr}^  and  virtually  all  of  the  insured  pensions.  Our  association  shares 
your  committee's  concern  that  our  Nation  should  maintain  a  sound 
social  security  program  and  that  its  citizens  should  have  no  cause  to 
doubt  that  soundness. 

In  recent  j^etits  we  hare  utilized  Bo'b  Myers'  sei-vices  as  a  consultant. 
I  do  not  need  to  introduce  l3ob  to  you,  Mr.  Chairman,  and  this  sub- 
committee, nor  review  his  credentials  in  this  field.  He  has  appeared 
before  the  Wa^^s  and  Means  Committee  man}^  times,  and  as  recently 
as  last  month  before  this  subcommittee.  I  do,  however,  wish  to  bring: 
to  your  attention  the  fact  that  Bob's  role  with  the  association  has  been 
expanded.  He  will  now  Serve  as  social  securit}^  adviser  to  the  associa- 
tion and  in  that  capacity  mil  articulate  our  position  on  the  important 
social  security  issues  pending  before  Congress.  It  Would  be  very  much 
appreciated  if  our  recent  press  release  announcing  Bob  Myers'  new 
capacity  could  be  made  a  part  of  this  hearing  record. 

Mr.  ButiKE.  Without  objection,  that  will  be  done. 

Mr.  Har^^ian.  Thank  j^ou  ver}^  much. 

[The  press  release  referred  to  follows  :1 

Washington,  D.C. — Robert  J.  Myers,  fdrmer  chi&f  actuary  of  the  U.R*.  vSociai 
Security  Administration,  has  l^een  appointed  Social  fciecurity  Adviser  to  the  Anirri- 
can  Life  Insurance  Association,  it  was  announced  today  by  Blake  T.  Nc^^•lon,  Jr., 
president  of  the  association. 

Mr.  I\Iyers  will  work  v.ith  the  ALIA's  Committee  on  Social  Securitj-  and 
Health  Care,  and  will  testify  on  behalf  of  the  association  at  Congressional  hearing:^ 
6h  the  Social  Security  system. 

The  ALiA  has  a  membership  of  378  life  insurance  companies  accountipg  for 
approximate! 3^  §0  per  cent  of  the  life  insurance  in  force  in  the  United  States.  Tfe'se 
companies  also  hold  about  99  per  cent  of  the  assets  attril)utable  to  qualified 
pension  and  profit-sharing  plans  with  life  insurance  companies  in  the  United  States. 

Mr.  Myers,  who  is  Professor  of  Actuarial  Science  at  Teinple  Uni\^ersity,  r;^- 
cently  served  as  actuarial  consultant  to  the  Ad\isory  Council  on  Social  Security, 
and  in  past  years  has  been  actuarial  consultant  to  various  Congressional  com- 
mittees and  to  the  Federal  judiciary.  A  Fellow  of  the  Society  of  Actuaries,  he  is  a 
past  president  of  that  body  as  welfas  the  American  Academy  of  Actuaries. 

He  also  held  various  actuarial  ])ositions  with  the  Social  Security  Admiiustration 
from  1934  until  he  left  the  governmient  in  1970,  serving  as  Chief  Actuary  for  xhe 
period  1947-1970.  He  is  a  member  of  the  Wharton  School's  Pension  liesearch 
Council,  and  numerous  other  pension  study  groups  and  committees.  Author  '.f 
iftany  articles  on  Social  Security  and  pensions,  IMr.  Myers  has  written  throe 
books:  "Social  Insurance  and  Allied  Government  Programs,"  "Medicare,"  and 
"Social  Security." 

Mr.  .Myers.  Thank  yoti,  Mr.  Burke. 

My  name  is  Robert' J.  Myers,  and  I  am  appearing  here  today  on 
behalf  of  the  American  Life  Insurance  Association.  The  37-^  life 
insurance  companies  which  comprise  the  membership  of  that  associa- 
tioh  account  for  about  SO  percent  of  the  total  life  insurance  in  force 
in  the  United  States  and  about  99  percent  of  the  assets  attributable 
to  insured  qtialified  pension  and  profit-sharing  plans. 

Before  discusshig  the  financing  of  the  social  security  system,^  I 
should  like  to  point  out  that,  ever  since  the  inception  of  the  social 
security  program  in  1935,  the  attitude  of  the  life  insurance  business 
has  been  one  of  support  and  cooperation.  However,  the  life  insurance 
business  at  times  has  criticized  certain  legislative  proposals  in  the 
social  security  field  as  not  being  in  the  best  interest  of  the  country 
bec.'uise  they  would  overexpand  the  scope  of  the  program,  particularly 
the  benefit  level. 
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The  life  insurance  business  believes  that  economic  security  for  the 
people  of  this  country  should  be  provided  in  a  threefold  manner. 
First,  the  Government,  through  social  security,  should  provide  a 
floor  of  protection  universally  appUcable,  on  a  compulsory  basis. 
Second,  there  should  be  private  sector  initiatives  on  a  voluntary  and 
flexible  basis,  through  both  individual  and  employer  efforts,  in  the 
form  of  homeownership,  savings  and  investments,  private  pension 
and  profit-sharing  plans,  and  insurance.  Third,  in  those  relatively 
few  cases  where  the  first  two  tiers  do  not  provide  adequate  income, 
then  public  assistance  programs  such  as  supplemental  security  income 
should  make  up  the  necessary  difference. 

The  life  insurance  business  beheves  that,  in  the  best  interests  of 
the  people  of  the  country  and  of  the  Nation  itself,  the  _soci;d  insurance 
program  should  not  expand  beyond  a  floor-of--protection  level.  Thus, 
social  security  should  not  encroach  on  the  resources  available  to  the 
private  sector  tier  by  having  an  inordinately  liigh  benefit  level  or 
maximum  taxable  earnings  base.  In  the  same  manner,  social  security 
should  not  be  overused  as  an  antipoverty  weapon,  thus  supplanting 
the  public  assistance  tier  and  overburdening  the  payroll  tax. 

The  old-age,  survivors,  and  disability  insurance  system,  OASDI, 
currently  has  some  verj^  serious  financing  problems.  These  are  both 
of  a  short-range  nature  and  a  loiig-range  nature.  I  hasien  to  point 
out,  however,  that  these  problems  are  not  nearly  as  serious  or  cata- 
strophic as  some  writers  in  the  pubhc  press  make  out.  These  problems 
can  be  solved  readily  and  without  overburdening  cost  effects  on  the 
workers  and  employers  of  this  country'-.  On  the  other  hand,  these 
problems  are  not  trivial,  as  some  people  ultimate. 

There  are  several  ways  that  the  financing  problems  of  social  security 
can  be  solved.  However,  as  I  mil  discuss  later,  some  of  the  solutions 
are  undesirable  in  their  side  effects. 

The  short-range  financing  problem  is  that,  according  to  the  1975 
trustees  report,  the  OASDI  trust  funds  will  be  exhausted  in  just  a  few 
vears,  unless  additional  financing  is  provided.  The  year  of  exhaustion 
would  be  early  1980  for  the  DI  trust  fund  and  late  1981  for  the  OASI 
trust  fund.  In  my  opinion,  these  official  estimates  are  somev/hat  too 
optimistic,  because  they  are  based  on  economic  assumptions  that  the 
rate  of  increase  in  wages  will  average  about  3  percent  per  year  higher 
than  the  rate  of  increase  in  the  CPI  during  the  period  1976-80. 

In  view  of  past  experience,  both  in  the  last  few  years  and  over  longer 
periods,  this  seems  very  unlikely.  Under  what  I  consider  to  be  more 
reasonable  economic  assumptions,  the  trust  funds  will  be  exhausted 
somewhat  earlier  than  in  the  official  estimates — in  1979  for  the  DI 
trust  fund  and  in  1980  for  the  OASI  trust  fund.  This  situation  gives 
clear  evidence  that  prompt  remedial  legislative  action  should  be  taken. 

The  long-range  financing  problem  of  the  OASDI  system  is  simply 
that  the  average  cost  of  its  disbursements  over  the  next  75  years, 
expressed  as  a  percentage  of  taxable  payroll,  exceeds  the  average  tax 
rate  over  that  period  by  5.32  percent  of  taxable  pa^ToU,  according  to 
the  1975  trustees  report.  This  excess  represents  about  a  50  percent 
relative  cost  overrun.  On  a  year-b3r-year  basis,  the  deficiency  is  much 
larger  in  the  far  distant  future  than  in  the  next  25  years,  but  nonethe- 
less the  deficiency  in  the  short  range  is  sizable,  as  indicated  by  the 
previously  mentioned  estimated  early  exhaustion  of  the  trust  funds. 
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The  long-range  financing  problem  comes  about  primaril}^  because 
of  two  factors  that  have  only  a  small  effect  in  the  next  few  decades — 
namelv,  the  significantly  decreased  bu'th  rates  and  the  instability  of 
the  benefit  computation  method  for  new  retirants  that  occurs  under 
likely  future  economic  conditions. 

The  short-range  financing  problem  can  be  solved  by  increasing  the 
emr)lo3^er  tax  by  one-half  i)ercent  and  the  employee  tax  by  the  same 
amount.  This  should  be  done  effective  in  1976,  or  at  the  very  latest, 

1977. 

At  the  same  time,  it  would  be  highly  desirable  to  change  the  benefit 
computation  method  as  it  applies  to  new  retirants  or  other  bene- 
ficiaries first  coming  on  the  roll  to  a  decoupling  approach  along  the  lines 
recommended  by  the  advisory  council  on  social  security  and  by  other 
witnesses  who  have  appeared  before  your  subcommittee. 

Specificalh^  the  past  earnings  record  of  the  claimant  would  be 
indexed  according  to  past  average  w^ages  in  covered  employment,  and 
a  new  benefit  formula  would  be  applied  to  the  resulting  average  in- 
dexed monthly  earnings.  Such  a  formula  would  be  developed  so  as  to 
reproduce,  for  those  retiring  in  the  immediate  future,  benefits  which 
on  the  average  would  be  very  close  to  those  under  the  present  compu- 
tation method.  In  addition,  there  would  be  a  savings  clause  such  that 
in  no  case  would  a  lower  benefit  be  paid  than  under  the  method  appli- 
cable as  of  the  time  of  the  changeover. 

The  advisory  council  gave  only  several  general  illustrative  examples 
of  such  a  revised  benefit  formula.  I  would  recommend  for  your  con- 
sideration the  following  formula:  100  percent  of  the  first  $135  of 
average  indexed  monthly  earnings,  plus  29  percent  of  the  next  $766 
of  such  earnings,  plus  10  percent  of  such  earnings  between  $900  and 
$1,175.  The  dollar  figures,  it  should  be  noted,  would  be  adjusted  in 
years  after  1976  to  reflect  changes  in  the  general  level  of  wages  in 
covered  employment. 

I  might  point  out  that  the  proposed  10  percent  final  factor  would 
have  little  appUcation  in  the  next  few  years,  because  very  few  indi- 
viduals would  have  average  indexed  monthly  earnings  of  more  than 
$900  until  many  years  hence. 

I  might  also"  point  out  that,  in  my  earlier  appearance  before  this 
subcommittee,  on  a  purely  personal  basis,  I  had  suggested  a  20  percent 
factor,  but  upon  further  study  I  am  convinced  that  a  10  percent  factor 
would  be  better.  The  reason*^  for  this  is  that  then,  over  the  long  run, 
the  ratio  of  the  primary  benefit  to  the  final  earnings  for  the  highest 
paid  individuals  will  be  around  31  to  32  percent,  or  about  the  same  as 
will  prevail  in  the  immediate  future,  and  as  has  prevailed  for  many 
years  in  the  past.  Such  a  basis  will  not  only  produce  reasonable  benefit 
relationships,  but  also  will  result  in  somewhat  lower  costs  for  the  pro- 
gram and  thus  solve,  to  a  certain  extent,  the  long-range  financing 
problem.  At  the  same  time,  too,  such  an  approach  ties  in  well  with  the 
social  adequacy  nature  of  the  program  by  providing  relatively  larger 
benefits  for  low-paid  workers  than  for  the  highest  paid  ones,  or  in 
other  words  makes  the  sj^stem  even  more  progressive  than  it  already  is. 

Next,  turning  to  the  long-range  financing  problem,  the  solution 
rests  not  only  in  the  decoupling  or  rationalization  of  the  benefit  com- 
putation method  just  described,  but  also  in  the  recognition  of  the 
higher  costs  arising  from  the  other  factors  mentioned  previously  which 
will  require  additional  financing.  This  should  be  done  by  a  further 
increase  in  the  tax  rate  of  one-half  percent  on  the  employer  and  a  like 
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amount  of  the  emplo3^ee  in  the  early  1980's.  Another  increase  of  about 
this  magnitude  would  also  probably  be  necessary  some  three  or  four 
decades  from  now. 

Finall}^  let  me  turn  to  how  the  financing  problems  of  the  OASDI 
system  should  not  be  solved.  Some  people  have  proposed  the  solution 
of  injecting  a  governmental  subsidy  from  general  revenues  into  OASDI 
either  directly  or  else  indirectly  by  moving  some  of  the  hospital  in- 
surance tax  rates  to  OASDI  and  then  injecting  a  government  subsidy 
into  HI.  This  approach  should  not  be  followed  for  a  number  of  reasons. 

Introduction  of  a  government  subsidy  would  dilute  the  awareness 
of  the  public  as  to  the  cost  of  the  program,  because  many  would 
believe  that  somebody  other  than  themselves  would  be  providing  this 
financing-T  In  actual  fact,  the  general  revenues  taxation  necessarj'  to 
produce  the  government  subsidy  would  be  paid  by  virtually  the  same 
people  who  are  now  pajang  the  payroll  taxes — and  very  likely  with 
not  too  great  a  difference  in  the  actual  incidence  of  the  taxes. 

The  injection  of  general  revenues  into  the  time-tested  approach  of 
the  system  being  wholly  self-supporting  from  pa^a^oll  taxes  would 
erode  the  self-sustaining  concept  b}^  moving  in  the  direction  of  a 
welfare  concept  that  could  lead  to  means  testing  for  benefits.  Any 
general  revenue  financing  in  OASDI  would  very  likely  lead  to  a  lack 
of  stability  in  the  benefit  protection  provided,  because  of  the  pressures 
of  other  programs  that  can  only  be  financed  from  general  revenues. 

Other  people  have  urged  that  some  of  the  additional  fuiancing 
necessar}^  for  OASDI  should  be  obtained  by  increasing  the  maximum 
taxable  earnings  base  beyond  what  the  automatic-adjustment  pro- 
visions would  do.  Such  a  source  of  additional  financing  can  produce 
only  limited  amounts. 

Aloreover,  this  is  a  very  inefficient  method  of  producing  additional 
financing,  since  over  the  long  range  about  half  of  the  increased  taxes 
would  be  paid  back  in  benefits  to  persons  who  were  at  the  highest 
income  levels.  In  the  short  range,  a  sharp  increase  in  the  earnings  base 
would  provide  undue  actuarial  windfalls  to  current  older  high-paid 
individuals,  who  would  receive  additional  benefits  having  as  much  as 
three  times  the  value  of  the  additional  taxes  that  they  would  pay. 
Also,  raising  the  taxable  earnings  base  would  significantly  diminish 
the  area  in  which  the  private  sector  could  and  should  operate  to  pro- 
vide economic  security. 

In  closing,  I  should  like  to  emphasize  the  strong  belief  of  the  Amer- 
ican Life  Insurance  Association  in  the  social  security  program  as  a 
viable  and  sound  floor  of  protection  in  the  economic  security  area. 
We  belief  that  prompt  action  should  be  taken  to  strengthen  its 
financing  by  an  immediate  small  increase  in  the  employer-employee 
tax  rate  and  by  restructuing  and  rationalizing  the  benefit  computa- 
tion method  before  it  gets  further  out  of  line.  The  time-tested  approach 
of  financing  the  program  on  a  self-supporting  basis  without  a  govern- 
ment subsidy,  involving  a  maximum  earnings  base  which  is  consistent 
with  those  prevailing  in  the  past  quarter  century,  should  be  continued. 

Tliauk  you,  Mv.  Chairman. 

Mr.   Burke.  Thank  j^ou,   Mr.    Myers. 

Are  there  an}^  questions? 

Mr.  Cotter.   Yes.  Thank  you,  Mr.  Chairman. 

Mr.  Myers,  you  made  reference  to  a  floor  of  protection  level.  Could 
you  give  'me  and  the  committee  some  intlication  of  how  far  this  level 
should  extend? 

53-424—75 37 


574 

"Mr.  Myers.  The  fioor-of-protcction  concept,  of  course,  is  not  com- 
pletely precise  where  you  can  say  that,  if  you  go  just  a  little  hi2:her, 
you  are  beyond  the  floor,  and  if  you  go  just  a  httle  lower,  you  don't 
have  a  floor. 

Mr.  Cotter.  It  is  a  nebulous  figure. 

Mr.  Myers.  Yes.  I  am  coming  to  what  I  consider  to  be  a  reasonable 
figure.  I  think  the  way  to  test  whether  the  social  security  benefit  level 
is  b}^  the  extent  to  which  people  over  age  65  receiving  social  security 
have  to  turn  to  the  Government  for  additional  help  in  the  form  of  public 
assistance  or  supplemental  security  income.  If  that  proportion  of 
people  needing  additional  Government  help  is  small,  then  I  would  say 
the  benefits  are  at  floor-of-protection  level. 

For  many  yea,rs  and  currentlv,  those  over  age  65  who  are  recei-\dng 
social  security  benefits  who  need  additional  governmental  help  have 
numbered  somewhat  less  than  10  percent  of  the  total,  and  in  my  view 
that  is  the  way  to  test  the  floor-of-protection  concept. 

Mr.  Cotter.  One  other  question.  Could  you  give  the  comimittee 
or  su])ply  a  detailed  cost  analysis  of  the  proposals  which  you  have 
made? 

Mr.  Myers.  Yes.  That  would  be  possible. 
Mr.  Cotter.  Do  you  have  any  with  you  now? 
Mr.  Myers.  I  have  made  cost  estimates  in  three  ways.  First,  I 
have  taken  the  trustees  estim.ates,  vdiich  accordmg  to  law  need  only 
run  for  the  next  5  years,  and  I  extended  them  to  the  point  where  the 
fund  ran  out,  using  what  I  thought  were  their  assumptions.  Second,  I 
made  similar  cost  estimates  using  what  I  consider  to  be  more  reasonable 
economic  assumptions,  which  tend  to  be  somewhat  more  pessimistic, 
and,  as  I  indicated  in  my  testimony,  show  the  funds  running  out  a 
little  earlier.  Third,  I  made  a  cost  estimate  showing  what  would  be  the 
effect  of  increasing  the  tax  rates  in  1976  by  half  a  percent  on  the  em- 
ploj^er  and  half  a  percent  on  the  employee,  as  I  recommended,  and 
then  another  increase  of  the  same  amount  later,  and  at  the  same  time 
adopting  a  decoupling  proposal  for  the  benefit  structure.  So,  I  have 
those  three  tables. 

Mr.  Cotter.  You  don't  have  them  with  you,  but  you  would  supply 
the  committee  with  them  and  put  them  in  the  record? 
Mr.  Myers.  I  have  one  set  with  me. 
Mr.  Cotter.  Would  you  like  to  make  reference  to  those? 
Mr.  Myers.  As  I  indicated,  under  the  trustees  estimate,  the  OASI 
fund  runs  out  in  1981,  and  the  DI  fund  runs  out  in  early  1980.  Under 
what  I  consider  to  be  more  reasonable  economic  assumptions,  the  OASI 
fund  would  become  exhausted  in  early  1980,  and  the  DI  trust  fund 
would  be  exhausted  in  mid-1979.  If  the  recommendations  that  I  made 
were  adopted,  according  to  my  estimates,  the  OASI  trust  fund  would 
remain  fairly  level  during  the  period  1975  to  1979  at  about  S36  billion, 
and  then  it  would  increase  slowly  until  at  the  end  of  1983,  v/hicli  is 
as  far  as  I  carried  out  my  estimates,  it  would  have  a  balance  of  about 
$55  billion.  Although  this  is  a  very  considerable  sura  in  terms  of 
money,  it  is  still  not  relatively  large,  because  the  outgo  at  that  time 
would  be  around  $130  billion,  so  the  trust  fund  would  be  less  than 
half  a  year's  outgo,  which  I  think  is  a  little  on  the  skimpy  side. 

As  to  the  DI  trust  fund  under  my  proposal,  it  would  decrease  slightly 
in  the  next  few  years  and  would  be  at  a  level  of  about  $6  billion 
until  1980,  and  then  would  increase  slowly  and  be  about  $9  billion 
at  the  end  of  1983. 
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Mr.  Cotter.  Thank  you. 

Could  we  keep  the  record  open  for  that,  Mr.  Chairman? 

Mr.  Burke.  Without  objection,  the  record  will  be  kept  open  for 
this  analysis. 

Mr.  AIyers.  'Sir.  Chairman,  I  could  insert  these  three  tables  in 
the  record. 

Mr.  Burke.  Fine.  Without  objection,  they  will  be  included. 

Mr.  Cotter.  Thank  you. 

[The  tables  referred  to  follow:] 

TABLE  1.— ESTIMATED  PROGRESS  OF  OASDl  TRUST  FUNDS  ACCORDING  TO  1975  TRUSTEES'  REPORT 

[In  blllionsl 


Calendar  year 

Total  income 

Total  outgo 

Net  income 

Fund  at  end  ot 

'jear 

OASI  Trust  Fund: 

1975.. 

197G... 

1977 

1978 

$58.6 

63.8 

72.2 

80.1 

$60.8 

68.1 

76.2 

84.4 

93.0 

101.6 

110.7 

120.4 

130.8 

8.7 
10.1 
11.3 

12.7 
14.1 
15.4 
16.8 
18.3 
19.9 

-$2.2 

-4.3 

-4.0 

-4.3 

-4,8 

-7.6 
-10.7  .. 
-13.6  .. 
-15.4  .. 

-.8 
-1.5 
-1.7 
-1.7 
-2.0 
-2.4  .. 
-2.9  .. 
-3.4  .. 
-3.9  .. 

$35.  &• 
31.3 
27.3 
23.  0' 

1979 

19S0 

1931 

88.2 

94.0 

100.0 

18.2 
10.  & 

1932 _ 

1983 

106.8 

114.4 

7.9 

8.6 

9.6 

11.0 

Dl  Trust  Fund: 

1975 

197G 

1977. 

1978.. 

7.3' 
S.S' 
4.1 
2.4 

1979. 

19"0 

12.1 

13.0 

.4 

1981 _ 

19S2 _ 

1983 

13.9 

14.9 

16.0 

Note:  Data  for  1975-79  are  from  Trustees'  Report.  Data  for  later  years  are  my  estimates  based  on  long-range  economic 
assumptions  of  Trustees'  Report. 

TABLE  2.— ESTIMATED  PROGRESS  OF  OASDl  TRUST  FUNDS  ACCORDING  TO  REVISED  ASSUMPTIONS  FROM  THOSE 

IN  1975  TRUSTEES'  REPORT 

[In  billions] 


Calendar  year 

Total  income 

Total  outgo 

Net  income 

Fund  at 
end  of  year 

OASI  Trust  Fund: 

1975 

J58.G 

$60.8 

68.6 

78.2 

88.2 

98.2 

108.4 

118.9 

129.2 

140.3 

8.7 
10.2 
11.6 
13.3 
14.9 
16.4 
18.0 
19.6 
21.4 

-$2.2 

-5.0 

-6.3 

-8.5 
-10.7 
-15.2  ... 

$35.6 

1976 

1977 

1978      

63.6 

71.9 

79.7 

30.6 
24.3 
15.8 

1979 

87.5 

5.1 

19S0 

93.2 

99.7 

198! 

-19.2 

1982 

106.8 

114.4 

7.9 

8.6 
9.6 

....                    11.0 

-22.4    . 

1983                                      .  . 

-25.9  ... 

Dl  Tr'in  Fund: 

1975... 

1976... 

1977 

1978 

-.8 
-1.6 
-2.0 
-2.3 
-2.8  ... 

7.3 
5.7 

3.7 
1.4 

1979 

12.1 

-                    13.0 

13.9 

14.9 

16.0 

1980 

1981                            .  .      . 

-3.4  ... 
-4.1  ... 

1982 

1983 

-4.7  ... 
-5.4  ... 

Note:  The  revised  assumptions  used  for  the  estimates  in  this  table  are  those  of  the  Trustees'  Report  (plus  the  extenrion 
described  in  the  note  of  table  1)  modified  as  follows:  (1)  no  change  in  the  assumed  rates  of  increase  cf  earnings,  and  (2> 
the  rate  of  increase  in  the  CPI  is  1  percent  less  than  the  rate  of  increase  in  earnings  in  1976  and  2  percent  less  in  sub- 
sequent years. 
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TABLE  3— ESTIMATED  PROGRESS  OF  OASDI  TRUST  FUNDS  AFTER  REVISION  OF  PROGRAM  ACCORDING  TO 
REVISED  ASSUMPTIONS  FROM  THOSE  IN  1975  TRUSTEES'  REPORT 

[In  billions] 


Total 

Total 

Net 

Fund  at  end 

Calendar  year 

income 

outgo 

income 

of  year 

OASI  trust  fund: 

1975 

$58.6 

$60.8 

-$2.2 

$35.6 

1976.. 

69.6 

68.7 

+.9 

36.5 

1977 

79.1 

78.4 

+.7 

37.2 

1978 

88.1 

88.5 

+.4 

36.8 

1975 

97.4 

98.4 

-1.0 

35.8 

1980.. 

112.9 

108.4 

+4.5 

40.3 

1981 

121.2 

117.7 

+3.5 

43.8 

1982 

130.1 

125.3 

+4.8 

48.6 

1983 - 

139.6 

133.3 

+6,3 

54,9 

Dl  trust  fund: 

1375 

7.9 

§.7 

-.8 

7.3 

1976 

9.8 

10.2 

-.4 

6.9 

1977 

11.1 

11.6 

-.5 

6.4 

1978 

12.8 

13.4 

-.6 

5.8 

1979 

.-                    14.3 

14.9 

-.6 

5.2 

1980. 

17.4 

15.4 

+1.0 

6.2 

1981 

18.6 

17.8 

+.8 

7.0 

1982 

19.8 

19.0 

+.8 

7.8 

1983 -. 

21.4 

20.3 

+1.1 

8.9 

Note:  The  revised  assumptions  used  for  the  estimates  in  this  table  are  those  described  in  the  note  of  table  2.  The  pro- 
gram would  be  revised  by  decoupling  or  restructuring  the  benefit  computation  procedures  for  benefits  newly  awarded  and 
by  Increasing  the  combined  employer-employee  tax  rate  by  1  percent  in  1376  and  then  by  another  1  percent  in  1980. 

\It.  Burke.  In  this  assumption  that  you  make  here  that  differs 
a  little  from  the  official  estimates,  in  1979  the  DI  trust  fund  would 
be  exhausted,  and  in  19S0  the  OAiSi  trust  fund.  Tiiat  doesn't  give  us 
time  to  postpone  action,  does  it? 

Mr.  Myers.  I  certainly  agree  with  you  on  that,  Mr.  Chairman.  I 
think  that  the  time  is  due  for  action.  As  I  said  in  my  statement,  I 
would  certainly  like  to  see  it  done  so  that  it  could  be  effective  next 
year,  and  certainly  no  later  than  1977. 

I  do  believe  very  strongly  that  action  should  be  taken  this  3'ear, 
effective  the  beginning  of  next  year. 

r\Ir.  Pickle.  Mr.  Chairman. 

Mr.  Burke.  Mr.  Pickle. 

Mr.  Pickle.  Didn't  we  have  previous  testimony  presented  to  us 
that  the  administration  felt  that  it  need  not  have  a  tax  until  1973? 

Mr.  Burke.  1977. 

Mr.  Pickle.  Passage  in  1977  to  be  effective  in  1978. 

Mr.  Jones.  No,  effective  in  1977. 

Mr.  Burke.  Pass  it  at  any  time,  but  don't  have  it  effective  until 
after  November,  1976. 

Mr.  Jones.  Mr.  Cliairman. 

IMr.  Burke.  Mr.  Jones. 

Mr.  Jones.  Mr.  Chairman.  I  would  like  to  ask  a  couple  of  questions 
of  Mr.  Myers. 

Do  I  understand  you  correctly  that  you  would  be  opposed  to  taking 
all  the  medical  benefits  out  of  the  fund  and  funding  that  by  general 
revenues? 

Mr.  Myers.  Yes,  I  would.  I  believe  that  the  hospital  insurance 
benefits,  which  are  now  fintinced  on  a  wholly  self-supporting  basis 
except  for  a  certain  group  aged  65  and  over  that  was  blanl^eted  in 
when  the  system  started,  should  on  an  ongoing  basis  be  financed 
completely  from  payroll  taxes,  just  as  is  now  the  case. 
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Mr.  Jones.  I  have  one  other  question.  Your  testmion}^  confirms 
the  behef  in  the  traditional  concept  of  social  securit3\  Yesterday  one 
of  my  colleagues  raised  the  question  of  adopting  a  new  concept  of 
social  security,  and  that  of  insurance,  whereby  you  would  establish  a 
floor  and  you  would  encourage  people  in  private  insurance  funds  and 
what  have  you,  but  if  a  private  program  didn't  meet  their  needs  for 
that  floor  in  their  retirement  years  that  would  trigger  in  the  insurance 
from  social  security. 

The  theory  was  that  you  could  establish  a  high  floor  and  actually 
the  program  would  be  more  sound.  What  do  you  think  about  changing: 
the  concepts  of  social  security  and  making  the  assurance  that  you' 
hope  you  will  never  have  to  use  it? 

Mr.  Myers.  I  think  that  tliat  approach  is  a  very  appealing  one,  but 
I  do  not  believe  that  it  would  work  in  practice. 

Mr.  Jones.  Wliy? 

Mr.  Myers.  The  reason  I  say  that  is  because  if  the  provision  of 
the  basic  floor  of  protection  is  left  up  to  peo])le's  individual  actions, 
the  government  would  have  to  examine  all  cUfferent  types  of  policies 
and  plans  and  so  forth.  I  tliink  this  would  be  tremendously  compli- 
cated, and  I  don't  think  it  would  be  administratively  feasible. 

Instead,  I  believe  in  keeping  the  provision  of  economic  security 
separate,  having  a  floor  of  protection  through  the  government,  and 
then  having  people  build  on  top  of  it,  either  on  their  own  or  with  the 
help  of  their  employer. 

Mr.  Jones.  Wh}^  would  that  be  more  complicated  than  an  insurance 
company  that  sells  health  insurance  and  hopes  nobody  gets  sick  and 
collects? 

Mr.  Myers.  I  think  that  a  health  insurance  compan}''  hopes  people 
will  become  sick  and  collect,  but  in  accordance  with  the  wa}-  it  is 
estimated  that  they  would  do  so. 

Mr.  Jones.  I  am  not  qu.estioning  insurance  companies,  but  why  is 
it  more  difficult? 

Mr.  Myers.  The  reason  I  think  it  is  more  difficult  is  that  I  believe 
that  people  need  this  comi)ulsoiy  floor  of  protection  coming  from  the 
government  on  which  theA^  can  count  and  build.  If  they  have  to  take 
individual,  voluntary  action,  many  of  them  won't  do  so;  then,  in  a 
sense,  this  insurance  that  you  refer  to  would  be  brought  in  in  a  great 
many  cases. 

Of  course,  I  am  biased,  I  suppose.  I  have  been  working  along  these 
lines  of  a  governmental  floor  of  protection  for  40  years.  I  ho])e  I 
don't  have  a  closed  mind,  but  I  am  convinced  that  this  is  the  proper 
approach,  namely  having  two  separate  tiers  rather  than  trying  to 
do  it  primarily  from  the  private  sector  and  with  those  who  don't 
happen  to  do  so  then  having  financial  support  coming  from  the 
government. 

Mr.  Jones.  Thank  you,  Mr.  Chairman. 

Mr.  Burke.  Are  there  any  further  questions? 

Mr.  Karth.  Mr.  Chairman. 

Mr.  Burke.  Mr.  Karth. 

Mr.  Kartk.  I  assume  your  suggestion  that  the  lower  level  benefits 
be  increased  slightly  and  the  higher  benefits  level  be  decreased  slightly 
is  because  those  in  the  higher  income  groups  can  then  probably 
purchase  supplemental  insurance,   and  those  in  the  lower  income 
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groups  could  not  because  tlieir  income  would  not  allow  them  to  afford 
it.  Is  that  fairly  close  to  accurate? 

Mr.  Myers.  Yes;  I  think  that  is  a  cpite  accurate  interpretation  of 
mv  views.  In  fact,  that  has  been  really  one  of  the  basic  general  princi- 
ples of  the  social  security  system  ever  since  it  first  began,  namely  that 
the  benefits  should  be  relatively  higher  for  the  low  paid  than  for  the 
high  paid.  The  theory  is  that  the  liigher  paid  can  provide  for  them- 
selves. It  has  also  been  this  theory  that  resulted  in  having  a  maximum 
taxable  earnings  base;  above  that  amount,  people  should  be  able  to 
provide  proper  protection  for  themselves  to  ride  on  top  of  the  lioor 
of  protection  that  comes  from  the  social  security  program. 

Mr,  Karth.  That  does,  of  course,  accrue  to  the  benefit  of  the  insur- 
ance industry,  and  I  am  not  making  that  as  a  malicious  statement  at 
ail.  It  does  obviously  accrue  to  the'benefit  of  the  insurance  industry. 
Mr.  Myers.  Yes. 

3k'lr.  Karth.  But  you  feel  it  also  accrues  to  the  benefit  of  the  society 
in  jreneral,  is  that  it? 

Mr.  Myers.  Yes.  Basically,  the  reason  I  beheve  in  this  fioor-of- 
protecticn  concept  is  that  it  accrues  to  the  benefit  of  society  as  a 
whole,  and  then  incidentally  it  is  advantageous  to  the  insurance 
companies. 

Mr.  Karth.  I  didn't  mean  to  put  words  in  your  mouth. 
]Mr.  Myers.  The  msurance  companies  have  been  set  up  for  this 
purpose  of  providing  economic  security  for  people.  Of  course,  there 
are  many  other  institutions  similarly  affected,  such  as  the  banks  who 
are  trustees  for  private  pension  plans;  private  pension  plans  that  are 
self-administered;  other  savings  organizations;  investment  companies; 
and  institutions  of  that  sort. 

Mr.  Karth.  Just  one  more  question,  Mr.  Chairman. 
As  to  the  10  percent  benefit  floor  base  that  you  talked  about,  I 
assume  that  you  are  recommending  the  10  percent  figure  that  you 
mentioned,  is  that  right? 
Mr.  Myers.  That  is  right. 

Mr.  Karth.  Is  that  based  upon  10  percent  who  are  age  Go  and 
over  and  drawing  social  security  benefits,  who  need  additional  assist- 
ance, or  is  it  based  upon  10  percent  of  those  people  who  are  actually 
gettmg  additional  benefits?  There  is  quite  a  distinction  between  those 
two. 

I  didn't  really  understand  what  your  10  percent  benefits  floor  was 
based  upon,  which  of  those  two  concepts. 

Mr.  Myers.  I  beheve  it  is  the  first  one  that  you  mentioned.  This 
criterion  to  determine  whether  the  benefits  are  at  a  proper  level  to 
meet  this  floor-of -protection  concept  is  that,  if  you  consider  all  people 
over  65  who  are  drawing  social  security  benefits,  then  against  that 
total  you  measure  what  proportion  in  addition  have  to  go  to  the 
government  for  supplemental  help  through  pubhc  assistance.  Then, 
if  that  proportion  is  small,  such  as  10  percent,  I  tliink  that  you  can 
say  that  the  benefit  level  is  proper.  Of  course,  this  isn't  a  precise 
fig\ire.  If  it  was  9.9  percent  it  Avould  be  satisfactory,  and  if  it  was  10.1 
percent  you  would  not  say  that  it  was  completely  unsatisfactory. 
This  measures  the  relative  benefit  adequacy. 

Mr.  Karth.  Of  course  I  hesitate  to  interrupt,  but  the  argument 
that  enters  into  this  criterion  that  you  have  established  is  that  there 
iire  substantially  greater  numbers  than  the  10  percent  who  really  need 
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it  wno  can't  get  it.  That  is  why  I  was  v/ondering  whether  or  not  your 
10  percent  was  based  on  those  who  need  it,  as  opposed  to  those  who 
are  getting  it.  How  do  you  estabhsh  this  need? 

This  is  a  very  theoretical  thing.  In  the  opinion  of  something  hke  20 
or  25  percent  they  need  additional  benefits  but  don't  get  additional 
benefits.  I  was  wondering  where  you  drew  the  distinction,  between 
those  who  are  getting  it  or  those  who  actually  need  it,  or  are  getting  it 
and  the  needs  subject  to  considerable  disagreement  and  debate. 

Mr.  Myers.  I  am  just  assuming  that  ever^'body  who  needs  public 
assistance  would  get  it,  because  of  the  supplemental  security  income 
plan. 

Mr.  Kaeth.  Is  the  need  based  upon  those  who  apply  who  say  they 
need  additional  assistance  even  though  they  don't  get  it,  or  on  what 
basis?  That  is  kind  of  subjective,  and  I  am  trying  to  zero  in  on  how 
this  would  actually  work  under  the  criterion  that  you  laid  out  for  us. 
I  am  not  sure  that  I  can  calculate  how  it  would  work. 

Mr.  Myers.  I  agree  that  this  is  more  subjective  than  many  other 
things  we  are  deahng  with  in  the  social  securit}^  program.  I  would 
assume  that,  with  the  national  supplemental  securitj^  income  program, 
that  the  Committee  on  Ways  and  Means  developed  in  1972,  anybody 
who  really  needs  help  can  apply  and  get  it  under  very  definite  mathe- 
matical criteria,  and  I  was  using  that  as  a  measure  of  need. 

Other  people  might  sa}^  that  the  standards  in  the  SSI  program  are 
far  too  low  and  that  many  other  people  have  needs.  I  have  not  really 
addressed  that  aspect  of  it. 

Mr.  Karth.  There  are  other  benefits  that  enter  into  that  need 
factor  like  food  stamps,  for  example,  and  if  an3^thing  should  happen  to 
either  of  those  programs,  or  any  program  that  lends  additional  assist- 
ance, I  suppose  there  would  then  have  to  be  an  adjustment  made  in 
the  social  security  benefits,  would  there  not? 

Mr.  Myers.  Quite  possibly.  I  think  the  various  programs  are  all 
interrelated.  It  is  the  overall  result  of  all  the  governmental  programs 
that  I  think  determines  how  well  needs  are  met. 

Mr.  Karth.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Burke.  Air.  Mj^ers,  I  know  you  are  familiar  with,  the  advisory 
covmcil's  report.  Would  you  care  to  make  an}^  comments,  or  any 
observations  on  whether  j^ou  agree  with  it  or  disagree  with  it? 

Mr.  Myers.  Yes.  I  would  be  very  glad  to. 

Mr.  Burke.  I  know  j'ou  referred  to  it  a  couple  of  times  in  your 
statement,  but  I  thought  you  might  like  to  amplify. 

Mr.  Myers.  As  3-ou  laiow,  I  served  as  one  of  the  actuarial  con- 
sultants to  the  advisory  council,  so  that  naturally  some  of  the  things 
that  they  recomxmended  are  along  the  lines  of  some  of  the  work  I 
had  done.  I  would  quite  obviously  concur  in  those.  I  think  that  their 
general  approach  of  decoupling,  as  it  is  called,  which  as  you  know  is  a 
very,  very  con^.phcated  thing,  is  a  necessary  basic  step  in  remedj'^ing 
the  financial  difficulties  that  our  social  security  system  is  facing,  so 
that  I  am  very  much  in  favor  of  that. 

I  think  that  some  of  their  other  benefit  recommendations  were 
very  good,  such  as  the  equal  treatment  of  men  and  women  under  social 
seciuit}",  although  their  recommendation  was  preempted  by  the 
Supreme  Court  deciding  more  or  less  that  that  should  be  done. 


580 

I  also  agree  with  their  recommendation  that  coverage  under  the 
program  should  be  universal,  as  much  as  possible,  with  all  government 
employees  being  brought  under  it  in  one  way  or  another,  and  also  that 
any  loopholes  should  be  eliminated  if  they  are  not  brought  in. 

On  the  other  hand,  where  I  disagree  with  the  advisory  counril, 
and  disagree  rather  strongh^  as  I  pointed  out  in  this  statement  for 
the  American  Life  Insurance  Association,  is  on  financing  the  hospital 
insurance  system  by  a  partial  government  subsidy  in  the  immediate 
future,  and  eventualh^  possibly  having  all  the  mone^^s  for  the  hospital 
insurance  S3^stem  come  out  of  general  revenues,  and  at  the  same  time 
moving  the  tax  rate  from  the  hospital  insurance  system  over  to  OASDl, 
I  think  that  indirectly  this  is  a  way  of  saying  that  you  are  going  to 
have  a  government  subsidy  to  the  OASDI  system.  That  is  probably 
the  major  place  where  my  testimony  here  would  dissent  from  what  the 
advisory  council  had  recommended. 

Mr.  Burke.  Do  jon  care  to  make  any  comments  on  the  trustees' 
report?  Have  you  studied  that? 

Mr.  Myers.  Yes.  I  think  the  only  comment  that  I  wonld  make  on 
the  trustees  report  is  that  which  I  indicated  in  my  testimony.  I 
think  that  the^^  were  a  little  too  optimistic  in  their  economic  assump- 
tions for  the  short-range  cost  estimates.  As  you  are  well  aware,  Mr. 
Chairman  and  members  of  the  committee,  the  trustees  agreed  that 
there  was  a  financial  problem,  and  the}^  onlj^  pointed  out  that  it 
might  be  solved  either  by  raising  the  tax  rates  or  by  raising  the  earn- 
ings base,  or  hj  a  combination.  The  trustees  did  oppose  a  govern- 
ment subsidy  and  on  that  point  my  testimony  agrees  with  the  trustees. 

Where  m}^  testimon}'  disagrees  with  the  trustees  with  regard  to  how 
to  solve  the  financing  problem  is  in  regard  to  raising  the  maximum 
taxable  earnings  base  to  solve  at  least  part  of  the  financing  problem. 
I  would  oppose  that  approach. 

Mr.  Burke.  On  that  recommendation  about  universal  coverage, 
don't  you  think  it  was  somewhat  vague  on  Federal  workers  as  to  how 
it  coidd  be  brought  about?  I  mean  it  is  nice  to  be  able  to  sa}^  we  should 
have  universal  coverage,  but  then  they  leave  it  hanging  out  at  the 
end  of  the  branch. 

Mr.  Myers.  I  agree  completely  with  you,  Mr.  Chairman. 

The  advisory  council  expressed  the  pious  hope  that  this  would  be 
done,  without  saying  quite  how  they  would  "put  the  bell  around  the 
cat's  neck."  As  you  well  know,  over  the  years  this  has  been  a  very 
difficult  problem  for  your  committee,  because  almost  all  of  the  Fed- 
eral employee  groups  have  been  completeh'  opposed  to  being  covered 
under  social  security.  Therefore,  there  are  great  difficulties  in  ac- 
complishing that  result,  even  though  in  theory  it  might  be  the  thing 
to  do. 

I  think  that  the  positive  step  that  the  advisory-  council  recom- 
mended was  the  recommendation  that,  if  such  coverage  could  not  be 
extended  to  governmental  employees  who  were  not  under  social 
security,  then  one  loophole  should  be  closed  up;  namely,  the  dependents 
benefits  under  OASDI  should  be  offset  when  that  dependent  is  re- 
ceiving a  governmental  benefit  based  on  her  or  his  own  earnings. 

I  think  that  a  case  might  make  this  clear.  Suppose  we  have  here  in 
Washington  a  woman  who  has  worked  hrr  entire  career  in  the  Federal 
Civil  Service,  and  her  husband  is  also  here  in  Washington  working 
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in  private  industry.  Under  present  law  she  would  get  a  civil  service 
retirement  pension.  He  would  get  the  OASDI  benefit  based  on  his 
own  earnings  record,  and  an  OASDI  mfe's  benefit  would  be  paid 
on  his  earnings  record.  If  that  couple  had  both  been  working  in  private 
employment  here  in  Washington,  then  a  wife's  benefit  would  not  be 
paid,  since  each  indi-^ddual  would  receive  his  or  her  own  social  security 
benefit.  So,  there  would  seem  to  be  elements  of  a  -windfall  in  this 
situation  where  one  works  for  the  government  and  one  works  in 
private  industry. 

The  advisory  council  recommends,  and  I  agree  completely  with 
them,  that  when  the  dependents'  benefits  are    oft'set  they  should  be 
offset  not  only  by  any  social  security  benefit  that  the  dependent  was 
getting  on  his  or  her  own  earnings  record  but  also  by  any  other  govern- ; 
mental  employee  pension  benefits. 

There  is  a  precedent  for  this  that  was  established  in  this  very  room 
by  this  committee  in  connection  with  the  so-called  Prouty  amend- 
ment. When  the  benefits  thereunder  are  paid  to  people  over  age  72 
who  were  not  eligible  for  social  security  on  their  earnings  record, 
offset  against  them  are  any  governmental  employee  benefits  they 
receive.!  think  that  this  procedure  would  eliminate  much  of  the 
problem  arising  out  of  the  fact  that  there  are  the  two  separate  systems, 
ciA^l  service  retirement  system  and  social  security. 

Mr.  Burke.  Mr.  Steiger. 

Mr.  Steiger.  Mr.  Chairman,  may  I  ask  a  question?  If  it  has 
been  asked.  Bob,  forgive  me. 

I  have  looked  and  looked,  and  I  still  don't  understand  the  10- 
percent  final  factor,  and  the  20-percent  final  factor.  Can  you  help 
me  understand  what  it  is  j^ou  are  talking  about? 

Mr.  Myers.  Unfortunately,  there  were  two  10  percents  that  we 
have  been  talking  about.  The  other  10-percent  figure  was  a  test  of  the 
adequacy  of  the Wstem.  In  the  benefit  formula,  both  in  the  present 
one  and  in  the  new  one  that  I  am  suggesting,  a  person's  average 
earnings  is  first  computed.  Then,  to  this  average  are  applied  certain 
benefit"  factors  or  percentages.  A  higher  percentage  is  applied  to  the 
first  or  lowest  part  of  their  average  earnings  because  of  the  desire 
to  give  lower  earnings  people  higher  benefits. 

The  question  is  what  benefit  factor  do  you  apply  at  the  very 
extreme  end  of  the  average-earnings  scale?  At  the  present  time,  the 
maximum  taxable  earnings  on  a  monthly  basis  is  $1,175,  that  is 
$14,100  a  year.  As  a  practical  matter,  very'few  people  could  currently 
and  in  the  near  future  have  an  average  monthly  earnings  in  excess 
of  $900  under  this  wage-hidexing  or  decoupling  SA'stem  that  I  am 
proposing.  The  question  is  what  new  benefit  formula  can  we  develop 
to  apph'^  to  these  average  earnings  that  will  fit  the  results  under  the 
present  formula. 

I  have  developed  this  formula  of  100  percent  of  the  first  $134  of 
average  indexed  monthh^  earnings,  plus  29  percent  of  the  next  $766, 
and  tiiat  very  closel,y  duplicates  what  the  present  law  does. 

Then  we  are  left  with  the  question  of  what  factor  should  be  applied 
to  the  very  highest  earnings?  This  is  a  theoretical  matter  to  some 
extent,  because'  it  won't  be  for  a  number  of  years  that  many  people 
will  get  into  that  range. 
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I  selected  a  10-percent  factor  as  the  final  or  end  one.  When  I  first 
thought  about  it,  I  used  a  20-percent  factor.  On  thinking  it  through 
more  fully,  I  decided  that  a  10-percent  factor  was  better,  because, 
over  the  long  range,  for  the  man  with  the  highest  earnings  that  are 
possible,  using  this  10-percent  factor  would  give  him  a  benefit  ratio 
of  about  .33  percent  of  his  final  earnings.  This  seem_s  to  be  a  reasonable 
relationship,  because  this  is  just  what,  by  chance,  has  prevailed  under 
the  present  method  for  the  past  20  or  25  j^ears. 

Mr.  Steiger.  If  instead  of  10  percent  3^ou  took  your  original  20 
percent,  where  does  that  put  3'^ou? 

Mr.  Myers.  That  would  be  applicable  to  very  few  people  initially, 
and  not  to  too  many  ultimately,  and  would  give  a  benefit  ratio  of 
around  35  to  36  percent.  The  10-percent  factor  would  give  around 
33  percent.  It  just  seemed  to  me  that  the  latter  is  a  reasonable  rela- 
tionship for  the  very  highest  paid  people  who  are  covered  under  the 
system. 

Mr.  Karth.  Would  the  gentleman  yield? 
Mr.  Steiger.  Yes. 

Mr.  Karth.  If  ^-ou  didn't  appl}^  some  kind  of  new  fonmila  such  aS 
you  have  applied,  eventually  in  the  not  too  distant  future  many 
people  would  be  drawing  greater  benefits  under  the  social  security 
than  their  wages  were  during  their  productive  lifetime,  isn't  that  true? 
Mr.  Myers.  That  is  correct.  That  is  exactly  why  the  decoupling 
or  restructuring  is  needed. 

Mr.  Steiger.  Can  he  do  one  other  thing  for  me,  Mr.  Chairman. 
We  had  yesterda};'  a  Ralph  Nader  group,  public  citizens  tax  re- 
form research  group  and  a  number  of  others.  By  and  large  the  thrust 
of  their  suggestion  on  how  to  deal  with  short  term  and  long  term 
is  to  simply  increase  the  base  against  which  whatever  rate  it  is  is 
applied.  You  are  saying  here,  and  my  own  totally  ignorant  view  has 
been  that  if  you  do  that  do  you  not  then  have  a  situation  in  which 
the  individual  who  retires  and  has  had  the  tax  applied  against  a 
$25,000  base  retires  with  an  extraordinarily  high  retirement  benefit 
which  conceivably  is  in  excess  of  that  which  he  in  fact  paid  in.  Is  that 
accurate,  or  inaccurate? 

Mr.  Myers.  V/hat  you  liaA^e  said  is  quite  accurate  for  the  present 
older  workers.  For  example,  if  a  man  is  65  years  old  now,  and  this  is 
his  last  vear  of  emnlovment,  and  if  the  base  todav  were  $24,000 
instead  of  S14,100,  he  would  get  a  windfall.  He  would  pay  about  $580 
more  in  taxes,  and  the  additional  benefits  that  he  wotild  get  would 
have  a  value  of  around  $2,000. 

Of  course,  the  j^ounger  person  who  is  paying  OASDI  taxes  all  his 
life  will  get  larger  benefits,  but  the}^  will  have  a  value  which  at  most 
will  be  about  the  equivalent  of  what  he  pays.  However,  his  employer's 
tax  will  help  to  finance  the  system. 

There  is  a  limit  to  how  much  raising  the  earnings  base  can  do.  If 
you  eliminate  the  earnings  base  completely  and  tax  all  earned  income, 
this  could  not  solve  much  of  the  financing  problem  of  the  system.  It 
would  solve  some  of  the  short-range  difficulty,  but  it  would  solve  less 
than  20  percent  of  the  deficienc}'.  Such  action  would  produce  the 
equivalent  of  only  about  1  percent  of  taxable  payroll,  whereas  the 
deficiency  is  over  5  percent  of  taxable  payroll. 
Mr.  Steiger.  Thank  yow,  Mr.  Chairman. 
Mr.  Burke.  Mr.  Wago-onner. 
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Mr.  Waggonnee.  Thank  you,  Mr.  Chairman. 

Bob,  we  are  glad  to  have  you  back  again. 

Mr.  Myers.  Tliank  j^ou. 

Mr.  Waggonnek.  The  last  time  you  were  here,  you  and  I  discussed 
very  briefly  the  relative  merits  of  automatic  increases  based  upon  the 
CPI  and  what  Congress  had  done  to  jeopardize  that  which  might 
succeed  in  the  way  of  automatic  increases  by  not  allowing  it  to  go 
into  effect,  and  by  congressional  action  mandating  increases  \vhicli 
were  far  in  excess  of  what  the  CPI  itself  would  have  provided  had 
those  increased  been  allowed  to  go  into  effect  before  now,  which  they 
have  done  with  tliis  month  I  guess  because  they  show  on  next  month's- 
checks,  don't  they? 

Mr.  Myers.  That  is  correct. 

Mr.  Waggonner.  You  made  a  point  initialh'  in  j^our  statement 
that  the  Government  through  social  security  and  compulsory  socis^i 
security  should,  in  your  opinion,  provide  a  floor.  It  seems  to  me  that 
most  people  are  approaching  it  from  the  pomt  of  view  now  that  a  floor 
is  not  what  they  are  interested  in,  that  v/e  ought  to  be  interested  in 
total  sufficiency  of  the  needs  of  the  beneficiaries  through  social 
security. 

Nobody  has  said  what  you  have  about  the  utilization  of  the  sup- 
plemental security  income  program  the  way  j'ou  have.  How  can  v-e 
provide  through  supplemental  security  these  additional  benefits  where 
those  benefits  are  necessary  without  doing  to  supplemental  security 
what  we  already  have  apparent^  done  to  social  security  and  letting 
that  get  to  be  such  an  expensive  program. 

Mr.  Myers.  I  think  there  is  no  automatic  and  simple  answer  to 
this  question.  I  tliink  it  is  up  to  the  deliberations  of  Congress  over  the 
years  to  keep  examining  the  relative  size  of  the  SSI  program  as  it 
relates  to  the  social  security  program,  and  to  see  that  people's  needs 
are  adequately  met  Avithout  at  the  same  time  stifling  economic 
security  provisions  through  the  private  sector.  At  the  same  time,  I 
think  3^ou  have  the  problem  of  keeping  supplemental  security  income 
within  bounds,  because  if  it  gets  to  be  too  high  it  can  destroy  social 
security. 

Mr.  Waggonner.  All  right.  Now,  I  will  skip  over  your  second  tier 
which  was  the  private  sector.  If  we  err  m  either  of  these  respects 
with  regard  to  the  first  tier  or  the  third  tier,  isn't  it  inevitable  that  we 
destroy  the  private  pension  system? 

Mr.  Myers.  Yes. 

Mr.  Waggonner.  It  seems  to  me  that  that  is  something  else  that 
we  have  to  face  up  to. 

In  providing  for  automatic  increases  related  to  CPI,  it  was  en- 
visioned, and  we  erred  again  in  judgment,  or  at  least  in  my  opinion 
we  did,  because  we  envisioned  financing  the  CPI  increases  by  raising 
on  a  schedule  the  wage  base,  the  taxable  wage  base.  Is  it  as  obvious  to 
you,  as  it  seems  to  be  obvious  to  me,  that  here  is  our  great  deficiency, 
increasing  the  base  at  least  on  the  schedule  that  we  thought  would 
work  is  totallj^  insufficient?  Am  I  wrong  or  right? 

Mr.  >»Iyers.  You  are  correct,  as  it  has  worked  out  in  recent  ex- 
perience. As  you  know,  during  the  1950's  and  1960's  that  procedure 
as  it  was  followed  on  an  ad  hoc  basis  worked  out  beautifully. 

Mr.  Waggonner.  If  we  can  accelerate  that  wage  base  to  be  taxed, 
the  rate  of  taxing  the  wage  base,  by  increasing  the  wage  base  beyond 
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wliat  we  \dsualize,  what  is  the  effect  of  that?  What  inequity  does  that 
provide? 

Mr.  Myers.  I  think  that  it  provides  inequities  if  it  is  done  too 
rapidly.  If  the  base  is  jumped  sharpl}^  in  1  3^ear,  it  creates  windfalls 
for  older  high-paid  people.  More  importantly  than  that  is  that  if 
the  earnings  base  is  increased  very  greatly  over  the  present  level, 
whether  in  steps  over  a  period  of  years  or  suddenl}^,  this  is  undesirable. 
Such  procedure  raises  the  scope  of  the  program  so  that  it  provides 
more  economic  security  for  people  in  the  highest  income  levels  and 
therefore  leaves  less  responsibility  on  those  individuals  themselves 
and  on  the  private  sector  to  do  what  they  can  and  should  do. 

Mr.  Waggonner.  You  raise  the  benefits  with  a  group  of  people  who 
are  already  criticized  for  getting  favorable  treatment  because  earned 
income  is  treated  in  a  different  way  than  unearned  income.  Tax,  of 
course,  is  not  applied  in  any  way  to  unearned  income,  investment 
income,  and  that  t3^pe  of  thing. 

jMr.  Myers.  Yes,  3^ou  are  correct. 

Mr.  Waggonner.  Yesterday  we  had  before  us  a  couple  of  gentle- 
men, one  of  whom  apparently  was  from  the  insurance  sector  which 
you  represent  today,  representing  378  insurance  companies  with 
Inter-American  Life  Insurance  Association.  Having  already  talked 
about  deficit  financing  provided  for  with  an  escalation  of  the  wage  base, 
if  we  can  devise  a  formula  which  produces  an  increase  in  benefits 
related  to  the  CPI,  what  is  the  wisdom — or  can  it  be  done  at  all — of 
abandoning  an  escalation  of  the  wage  base  to  finance  increases  in 
benefits  and  ^vl'iting  a  formula  which  would  provide  financing  by 
escalating  the  tax  rate?  Can  that  be  done? 

Mr.  Myers.  I  suppose  that  technically  this  could  be  done. 

Mr.  Waggonner.  Would  it  be  more  expensive  than  people  want 
to  pa}'? 

Mr.  Myers.  I  think  that  what  I  would  say  in  arguing  on  the  other 
side  of  this  proposal  is  that  I  believe  the  base  should  be  escalated  only 
in  the  sense  that  it  keeps  up  with  changes  in  the  general  level  of 
earnings.  It  shouldn't  be  escalated  relatively  more  than  earnings.  If 
the  base  were  to  be  left  absolutely  constant  in  dollars,  I  think  that  this 
would  not  recognize  the  economic  facts  of  life.  As  you  well  know,  the 
dollar  is  not  the  same  today  as  it  wiU  be  20  years  from  now. 

Mr.  Waggonner.  Are  you  saying  continue  to  escalate  the  wage 
base,  but  escalate  at  a  more  rapid  rate  than  we  had  planned,  a  tax 
rate? 

Mr.  Myers.  No,  what  I  recommend  is  that  the  base  should  be 
escalated  only  under  the  automatic-adjustment  provisions  that  are 
now  in  the  law.  In  other  words,  it  should  increase  only  at  the  same 
rate  as  wages  themselves  increase,  and  any  increased  financing  neces- 
sary, either  for  the  deficiency  or  the  rising  cost  of  the  system,  should 
be  met  on  a  straightforward"  open  basis  b}^  tax  rates  that  are  visible 
to  all  and  applicable  to  all. 

Mr.  Waggonner.  But  3^ou  are  saying  increase  the  tax  rate? 

Mr.  I\Iyers.  Yes. 

Mr.  Waggonner.  All  right.  You  came  down  hard  on  one  other 
aspect.  I  want  to  be  sure  that  you  mean  this.  You  mean  not  even  in 
the  interim  should  we  provide  anything  in  the  way  of  an  input  of 
cash  to  entirely  help  solve  the  short-range  problem? 
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Mr.  Myers.  That  is  correct.  I  do  not  believe  in  either  a  permanent 
arrang^enient  for  a  Government  subsidy,  such  as  one-third  of  the  total 
cost,  nor  do  I  believe  in  a  stopgap  measure  such  as  putting,  say,  $6 
billion  into  the  trust  fund  this  year  to  keep  it  from  decreasing,  but 
then  stating  that  "we  will  never  do  it  again." 

Mr.  Waggonner.  Thank  you,  Mr.  Chairman. 

Mr.  Jones.  Will  the  gentleman  ^-ield? 

Mr.  Burke.  Mr.  Karth. 

Mr.  Waggonner.  Mr.  Jones  asked  me  to  jaeld,  and  then  T  am 
through.  I 

Mr.  Burke.  Excuse  me.  Mr.  Jones. 

Mr.  Jones.  If  3^ou  took  out  the  dependents  who  have  government 
pensions  from  the  system  today,  how  much  would  that  save?  Do  you 
have  any  idea? 

Mr.  Myers.  M}^  proposal  was  a  long-range  one.  I  would  never  take 
benefits  away  from  people  who  are  getting  them  today,  but  rather  I 
would  make  it  so  that  this  couldn't  happen  in  the  future.  This  would 
not  be  a  great  cost  saving  matter  that  would  remedy  all  the  financial 
problems  of  the  systejn.  It  seems  to  me  that  such  a  change  is  desirable 
and  necessary  from  the  standpoint  of  equity  as  between  difterent 
citizens. 

Mr.  Jones.  I  was  curious  if  it  were  done  today  and  were  not 
applicable  today  how  much  less  would  we  pay  out?  Do  you  know? 

Mr.  Myers.  I  haven't  made  any  calculation  of  this.  I  would  guess 
that  it  would  be  somewhere  in  the  neighborhoold  of  $50  million  a 
3'ear  in  the  first  few  years  but  is  a  growing  amount  over  the  years. 

Mr.  Karth.  Mr.  Chairman. 

Mr.  Alyers,  you  suggest  that  we  at  the  most  increase  the  rate  in 
proportion  to  the  increased  income,  but  not  be^^ond  that.  On  the 
other  hand,  you  recommend  that  we  don't  go  beyond  the  $14,100. 
There  is  some  inconsistency  there.  Maybe  I  didn't  understand  you 
correcth".  Would  you  enlighten  me  as  to  what  you  really  mean? 

Air.  Myers.  What  I  meant  was  that  the  present  $14,100  base  should 
not  be  increased  in  the  future  any  more  than  the  automatic  adjustment 
provisions  in  present  law  will  do. 

Mr.  Karth.  You  mean  we  should  expand  that? 

Mr.  AIyers.  That  amount  should  be  increased  in  the  future  as 
wages  rise,  but  only  to  the  extent  that  wages  rise.  In  other  words,  if 
wages  were  to  rise  8  percent,  I  would  let  present  law  operate  and 
increase  the  base  by  8  percent,  but  I  woidd  not  increase  it  beyond  that. 

Mr.  Karth.  (3ne  other  question,  Mr.  Chairman.  This  is  I  guess 
somewhat  related  to  the  dialog  we  just  had.  You  said  we  cannot 
go  beyond  a  certain  point  with  the  tax  rate,  and  if  we  do  it  would  be 
self-defeating.  What  is  that  maximum  tax  rate  that  you  would  suggest 
we  cannot  go  be^^ond,  and  if  we  do  it  would  have  a  self-destruct 
feature  to  the  social  securit}^  system? 

Mr.  Myers.  I  am  sorry,  but  I  don't  believe  I  ever  said  that. 

Mr.  Karth.  I  thought  you  just  said  in  jour  colloquy  with  Mr. 
Waggonner,  and  I  think  it  was  Mr.  Waggonner,  that  the  tax  rate 
should  not  go  beyond  a  certain  point  because  if  it  does  it  would  defeat 
for  all  practical  purposes  what  we  are  intending  to  do  in  the  social 
security  S3'stem.  I  am  trying  to  explore  as  to  what  a'ou  think  that 
maximum  tax  rate  should  be  because  in  your  paper  you  suggest  that 
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it  go  to  6.58  percent  on  the  emploj^ee  and  emploj^er  by  1983,  a  half 
percent  now,  and  another  half  percent  in  the  early  lOSO's.  That  takes 
113  to  6.58  percent  on  both  the  employer  and  employee.  You  recommend 
another  half  percent  some  decades  down  the  road  before  the  year 
2000,  so  that  we  are  now  up  to  a  total  of  14.5  percent.  What  percent 
do  you  think  it  should  not  go  beyond,  and  if  it  does  it  reaches  the  self- 
defeating  of  the  purpose  for  which  social  security  was  intended? 

Mr.  Myers.  I  hope  I  didn't  say  that. 

Mr.  Karth.  Let's  say  that  you  didn't  say  it.  Would  j'-ou  say  that? 

Mr.  Myers.  I  would  not  say  that  there  is  any  maximum  possible 
tax  rate.  I  prefer  to  look  at  it  from  the  other  side  and  say  that  as  long 
as  you  have  a  benefit  level  that  is  reasonable  and  that  is  at  the  floor 
prot-ection  level,  3'ou  don't  need  to  be  concerned  about  the  tax  rate 
rising  too  high. 

I  remember  that  about  12  or  13  years  ago,  there  was  a  lot  of  dis- 
•cussion  in  this  country  that  10  percent  for  the  em.ployer  and  employee 
combined  was  the  absolute  maximum  rate  you  could  lexy.  There  was 
an  interesting  colloqu}^  about  that  between  the  late  Senator  Bjrd  and 
Senator  RibicofF,  who  was  then  Secretary  of  HEW. 

Mr,  Karth.  Whom  did  you  agree  with  at  that  time?  They  both 
agreed  that  10  percent  was  the  absolute  maximum. 

Mr.  Myers.  No,  I  didn't  agree — of  course  I  didn't  publicly  dis- 
agree— because  I  think  that  you  cannot  pick  an  arbitrary  figure  such 
as  this.  You  cannot  say  that  a  9.9  percent  tax  rate  is  fine  and  that  a 
10.1  percent  tax  rate  is  catastropliic.  Obviously  if  you  get  a  40  per- 
cent tax  rate  that  would  be  prett}^  bad. 

Mr.  Karth.  Where  between  14  and  30  percent,  in  your  own  good 
wisdom  and  solid  businesslike  judgment,  would  you  decide  the  figure 
was  at  a  figure  bej'ond  which  we  could  not  go? 

Mr.  Myers.  I  don't  tliink  we  can  pick  an}^  one  precise  figure. 

Mr.  Karth.  1  thought  you  had  made  that  statement.  We  will  check 
the  record. 

Mr.  Myers.  If  I  did,  I  certainly  didn't  mean  to,  because  I  always 
want  to  look  at  the  benefit  side,  and  as  an  actuary  say,  if  you  fix  the 
benefits,  the  rate  will  come  out  at  what  it  should  be. 

Mr.  Burke.  Mr.  ^.Ij^ers,  in  your  experience  as  an  actuary,  did  you 
ever  have  a  breakdown  of  that  portion  of  the  social  security  that  is 
devoted  to  welfare,  and  an  estimate  of  approximately  how  much  it 
costs? 

Mr.  ^Iyers.  yir.  Chairm.an,  when  you  are  referring  to  welfare,  do 
you  mean  what  proportion  of  the  benefits  that  people  have  paid  for 
themselves  b}^  their  social  security  taxes  as  against  what  proportion 
they  didn't,  which  were  in  a  sense  a  welfare  gift? 

Mr.  Burke.  Yes. 

Mr.  Myers.  I  liave  made  a  number  of  calculations  on  this  subject 
over  the  years.  The  result,  of  course,  difi'ers  very  gi-eatly  as  between 
generations.  For  people  retiring  in  1940,  99  percent  or  so  of  their  pay- 
ments was  welfare  in  that  sense.  For  people  currentl}'  retiring,  prob- 
ably about  80  percent  of  their  benefits  is  welfare.  People  retiring  many 
years  hence  will,  at  some  point,  be  paying  for  all  their  benefit,  and 
there  won't  be  any  welfare  to  it. 

It  is  ver}^  difficult  to  derive  one  single  figure  and  say  that  that  certain 
proportion  of  the  whole  program  is  welfare,  with  the  remainder  being 
paid  for  as  individual  equity  insurance. 
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Mr.  Burke.  We  have  those  people  who  keep  referring  to  the  social 
securit}^  progTam  as  an  insurance  program,  strictly  an  insurance 
program,  and  we  know  from  the  minimum  benefit  payments  and  de- 
pendents' and  survivors'  payments  that  there  are  other  areas  in  social 
security  that  go  a  little  beyond  the  insurance  aspects  of  it. 

The  thing  "that  bothers  me  is  why  there  is  such  strong  feeling 
against  using  general  revenues  to  relieve  the  situation.  I  wonder  why 
the  public  expects  the  social  security  to  carry  tliis  load  in  its  entirety 
with  no  help  whatsoever  from  general  revenue? 

Mr.  Myers.  I  think  that,  by  their  having  actually  made  earmarked 
contributions  or  taxes  and  their  employer  doing  the  same,  many 
people  tend  to  feel — and  certainh^  sometimes  far  too  much  so — that 
they  are  actually  paj^ing  for  these  benefits  just  as  they  would  if  they 
went  to  an  insurance  company. 

My  main  reason  for  being  opposed  to  general  revenues  financing 
is  that  I  think  it  tends  to  make  the  cost  picture  rather  unclear._  It 
tends  to  deceive  people  into  thinking  that  somebody  else  is  pajdng 
for  their  benefits,  and  that  the  money  coming  from  general  revenues 
is  coming  from  an  entirely  third  party.  As  I  see  it,  general  revenues 
is  derived  by  taxes  on  the  entire  population,  and  so  to  a  large  extent 
they  fall  ba  k  on  the  same  people  who  pay  the  payroll  taxes. 

Mr.  BrRKE.  I  look  at  it  a  little  differently  than  you  do.  I  look  at  it 
from  the  side  of  the  social  security  trust  fund  that  is  paying  some 
bills  that  should  be  assumed  on  a  general  basis  out  of  general  revenue. 
In  fact,  you  take  medicare.  I  know  one  large  city  last  year  that  was 
reimbursed  $17  million  in  medicare.  When  medicare  wasn't  in  exist- 
ence the  property  ov/ners  of  that  city  would  have  had  to  get  up  that 
$17  million  to  pay  the  bills  of  those  people  who  never  had  the  money. 
They  have  been  relieved  of  all  those  responsibilities  throughout  the 
entire  country  in  local,  municipal,  and  county  hospitals,  and  relieved 
of  the  burden  that  they  carried  before.  Yet  everj^body  seems  to  think 
that  the  social  security  trust  fund  should  carry  all  these  burdens  and 
relieve  the  people  from  the  burdens,  and  that  there  is  no  justification 
for  looking  at  general  revenues. 

How  is  it  looked  upon  in  countries  where  they  have  a  one-third- 
one-third-one-third  basis? 

]\Ir.  Myers.  As  j^ou  know,  Mr.  Chairman,  there  are  a  number  of 
countries  that  do  have  that  basis.  There  are  also  countries  that  operate 
coim tries  that  do  have  that  basis.  There  are  also  countries  that 
operate  the  way  we  do,  where  the  system  is  completely  self-supporting 
from  payroll  taxes.  In  fact,  there  are  all  sorts  of  mixes  in  this  matter 
of  financing.  Some  .countries  put  in  only  a  little  general  revenues, 
others  go  up  to  as  much  as  a  third,  and  there  are  some  countries  where 
about  half  the  cost  comes  out  of  general  revenues. 

Mr.  Burke.  I  am  a  little  upset  too  when  I  look  over  the  figures  since 
the  incepiion  of  social  security  and  see  those  beautiful  loans  that  the 
Government  enjoyed  at  very  low  rates  of  interest  from  the  social 
securit}'  trust  fmid.  I  don't  think  that  insurance  companies  would  like 
to  loan  out  money  at  those  low  rates.  They  would  never  be  able  to  pay 
off  their  beneficiaries  if  they  engaged  in  that  type  of  practice. 

Mr.  Myers.  As  I  see  it  that  is  an  investment  problem.  I  bought  a 
bond  during  World  War  11  which  I  still  have.  It  pays  an  interest  rate 
of  only,  as  1  recalj^  2.75  percent.  The  Government  is  not  going  to  pa^^ 
that  bond  off  for  me  until  it  is  due  in  the  1990's.  I  would  like  them  to 
pay  me  $i,000  now  so  tjiat  I  could  reinvest  at  8  percent. 
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Mr.  Burke.  You  don't  mind  makino;  a  patriotic  contribution  dur- 
ing the  time  of  World  War  II,  but  after  World  War  II  was  over  it 
seems  to  be  a  little  unfair  to  have  those  practices  continue  the  way  they 
did.  It  is  only  through  the  pressure  on  the  part  of  this  committee  under 
our  chairman  that  the  Government  was  forced  to  pay  the  going  in- 
terest rate  to  the  trust  funds. 

As  an  expert  in  this  field  you  must  realize  that  no  fund  could  ever 
continue  to  exist  paying  out  those  low  rates  of  interest  with  the 
escalation  in  the  cost  of  living  and  the  devaluation  of  the  dollar,  and 
all  the  other  things  that  have  happened. 

For  those  reasons  I  happen  to  be  one  of  those  people  who  believe 
that  the  Federal  Government  has  a  moral  responsibility  to  replace 
some  of  those  funds  which  were  not  paid  when  they  took  advantage  of 
the  trust  fund  over  the  3'ears  to  help  get  the  trust  fund  in  a  stable 
condition.  I  guess  we  are  going  to  have  difficulty  getting  some  people 
to  live  up  to  their  moral  responsibilities  in  this  country. 

Mr.  Myers.  I  certainly  agree  v/ith  you,  Mr.  Chairman.  One  of  the 
many  great  contributions  that  this  committee  has  made  over  the  years 
was  in  revising  and  making  more  equitable  the  investment  basis  for  the 
Government  bonds  that  the  trust  funds  buy.  As  you  may  know,  I  was 
cheering  the  committee  along  at  the  time  it  made  these  changes. 

Mr.  Burke.  You  have  been  an  excellent  witness  over  the  years,  Mr. 
M3^ers.  I  would  rather  accept  your  advice  and  counsel  and  sometimes 
go  along  with  ^our  recommendations  because  ^'ou  are  not  an  optimist. 
I  don't  want  to  say  you  are  a  pessimist. 

Mr.  Cotter.  He  is  a  realist. 

Mr.  Burke.  You  are  a  realist.  Let's  put  it  that  way.  The  committee 
appreciates  it. 

Mr.  Myers.  Thank  you,  Mr.  Chairman. 

Mr.  Karth.  Mr.  Chairman.  May  I  ask  one  more  question.  I  am  not 
sure  that  I  understand  yet  the  philosophy  that  Mr.  Myers  is  exposing 
us  to. 

No.  1,  if  I  understand  you  correctly,  when  you  were  having  the 
colloquy,  you  said  j^ou  do  in  fact  recommend  increasing  the  base  in 
proportion  to  the  increased  income.  Since  the  income  has  gone  up 
since  we  established  the  $14,100  base,  and  certainly  since  the  in(ome 
will  go  up  between  now  and  1983  and  1984  when  you  recommend  a 
1  percent  increase,  why  have  you  then  not  proposed  that  during  that 
period  of  time  we  increase  the  base?  You  have  not  according  to  the 
testimony  that  I  have  read.  I  tried  to  follow  3'ou  very  closely. 
Shouldn't  3'ou  have  recommended  an  increase  in  the  $14,100  base? 

Let's  say  it  goes  up  IG  percent  during  the  next  8  vears  from  the 
time  we  established  the  $14,100  to  1985.  That  is  $22,000  plus.  Yet 
you  don't  recommend  we  do  that  in  your  statement.  How  do  you 
square  that  with  what  you  told  me? 

Mr,  Myers.  I  think  that  indirectly-  I  did  reconmiend  this.  I 
reconmiended  that,  as  far  as  the  earnings  base  is  concerned,  you  should 
continue  present  law,  which  says  that  there  will  be  automatic  adjust- 
ments of  the  earnings  base  when  earnings  rise.  So  this  was,  thcrefoie, 
built  into  my  recommendation. 

Mr.  Karth.  So,  you  are  recommending 

Mr.  Myers.  That  present  law  be  retained  and  allowed  to  operate 
in  iucieasing  the  maxim.um  taxable  earnings  base  as  the  general  level 
of  wages  rises. 
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Mr.  Karth  [con tinning].  That  if  the  standard  goes  up  to  $22,500 
by  1985  that  M^e  increase  the  base  to  $22,800? 

Mr.  Myers.  If  wages  are  50  percent  higher  in  1983  than  noWi 
then  the  base  should  be  50  percent  higher,  or  something  around 
$21,000.  In  other  words,  let  present  law  operate  just  the  way  it  is, 
and  don't  take  ad  hoc  action  to  increase  the  base  more  than  the 
automatic  adjustments  would  do. 

Mr.  Karth.  I  wasn't  sure  your  statement  explained  that. 

Mr.  Myers.  That  is  what  I  meant. 

Mr.  Burke.  Thank  you,  Mr.  Myers.  The  committee  appreciates 
your  appearance. 

Mr.  Myers.  Thank  you,  Mr.  Chairman. 

Mr.  Burke.  Owv  next  witness  is  Mr.  Charles  B.  Hobbs. 

You   may   identify   yourself    and   proceed   with   your   testimony, 

STATEMENT  OF  CKAELES  E.  HOEBS,  ECONOMIC  CONSULTANT 

Mr.  Hobbs.  Thank  you. 

Mr.  Chairman,  and  distinguished  members  of  the  subcommittee, 
mj^  name  is  Charles  Hobbs;  I  am  an  independent  public  policy 
consultant  with  20  years  experience  in  the  design,  operation,  manager, 
ment,  and  evaluation  of  Government  programs.  For  the  past  6  yenrs, 
most  of  my  time  has  been  devoted  to  anah'zing  the  effects  of  the 
social  reform  programs  enacted  by  the  Federal  Government  since 
1935. 

I  appreciate  your  invitation  to  express  nn'^  views  on  the  short- 
term  problems  of  financing  social  securit3^  I  hope  that  my  comments^ 
as  to  the  nature  and  causes  of  those  problenis  will  add  perspective 
to  other  testimony  3^ou  have  received  or  will  receive, 

It  is  difficult  to  be  neutral  about  social  security,  and  I  do  not  pre- 
tend to  be.  My  view  on  the  futility  of  funding  unexpected  short-term 
excess  expenditures  b}'  traditional  methods  stems  from  a  firmly  held 
opinion  that  social  security  as  it  is  presently  structured,  is  unfair 
and  unnecessaril}^  costly  to  both  active  and  retired  workers;  and  my 
belief  that,  if  the  future  continues  the  past,  social  security  will  become 
more  unfair  and  more  costly  until  it  collapses  imder  its  o-vvm  weight, 
thus  depriving  America's  M^orkers  of  much  of  the  retirement  income 
they  have  been  led  to  expect.  The  longer  the  system  continues  to  oper- 
ate'in  its  present  form,  the  harder  it  will  be  to  prevent  its  collapse, 
and    the   worse   will   be   the   impact. 

Social  security  is  not  an  unsound  system  because  it  is  going  broke: 
rather  it  is  going  broke  because  it  has  become  unsound.  These  are 
its  major  fiscal  defects: 

1.  Unlike  private  insurance  benefits,  social  security  benefit  levels 
are  determined  politically — by  vote  of  the  Congress.  As  a  result 
benefits  have  been  increased  over  and  over  again  without  regard  to 
future  ability  to  fund  those  benefits.  Thus,  the  social  security  trust 
fund,  once  intended  to  groAv  until  the  benefit  obligations^  were  fully 
funded  has,  in  the  face  of  increasing  benefits,  rapidi^^  dwindled  to  a 
cash-flow  account,  and  at  the  current  rate  of  spending  and  income 
\dll  run  out  of  money  according  to  the  Social  Security  Administra- 
tion   by    1981. 

1  agree  with  Mr.  Islyers  that  that  is  a  very  optimistic  estimate  by 
the  Social  Security  Administration. 

53-424—75 3S 
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Payroll  taxes  paid  into  social  security  are  presently  paid  out  in 
benefits  within  less  than  a  year.  Present  commitments  extend  over 
the  next  75  years  and  total  more  than  $4  trillion,  producing  a  present 
vakie  actuarial  deficit  that  is  probably  greater  than  our  current  GNP. 

To  justify  this  strange  and  apparently  self-defeating  method  of 
managing  public  funds  those  who  defend  social  security  have  attempted 
to  rewrite  history  to  make  the  public  beheve  that  social  security  is 
social  insurance  not  subject  to  normal  fiduciary  constraints. 

2.  The  second  major  defect  is  that  social  security  decreases  invest- 
ment potential  within  the  economy  by  draining  off  large  amounts  of 
money  that,  in  a  cash-flow  system,  cannot  be  invested  for  return.  A 
recent  economic  analysis  shows  that  social  security  has  reduced  total 
private  savings — and  hence  investment  in  the  American  economy- 
la}^  about  38  percent.  This  has  caused  a  reduction  of  $120  billion  in 
the  current  GNP,  a  15-percent  depression  of  wage  rates,  and  a  28- 
percent  inflation  of  interest  rates.  By  far  the  greatest  impact  of  this 
smothering  of  the  economy  is  on  middle-  and  low-income  workers, 
who  are  forced  to  give  up  to*^ever-increasing  social  security  taxes  money 
they  would  otherwise  put  into  savings  or  other  investments. 

1  might  point  out  here  that  an  average  family  income  m^anages  to 
keep  pace  very  nicely  with  the  social  securitj^  base  for  tax  purposes. 
However  the  median  income  of  families  in  the  United  States  is  con- 
siderably below  that  average  income  which  means  we  have  more  than 
50  percent  of  the  families  bearing  their  load  below  the  base  of  the 
social  securit}^  tax. 

It  is  obvious  that  these  problems  of  the  social  security  system  are 
independent  of  any  distinction  between  short-term  and  long-term.  It 
is  equally  obvious' that  the  longer  the  system  continues  to  operate  in 
its  present  form  the  worse  these  problems  will  become  and  the  greater 
will  be  the  impact  of  the  system's  collapse  upon  people  who  expect  to 
receive  its  benefits. 

I  fear  that  the  method  most  likely  to  be  adopted  to  save  social 
security,  if  not  in  the  short  term  then  certainly  in  the  long  term,  is 
the  gradual  infusion  of  general  revenue  funds  into  the  sA^stem  until 
social  securit}^  merges  with  and  becomes  welfare.  This  is  the  solution 
favored  most  by  a  large  number  of  welfare  professionals  in  HEW  and, 
upon  examination  of  the  progress  through  bankruptcy  of  a  trust-fund 
oriented  social  security  system,  it  is  clear  that  time  is  on  their  side. 

When  Social  Security  Administration  Commissioner  James  B. 
•Cardwell  testified  to  the  House  Select  Committee  on  Aging,  on  May  5, 
1975,  he  said  that  he  "personally  would  not  like  to  see  the  use  of 
general  revenue  funds"  to  "replenish  the  trust  funds."  Elsewhere  in 
his  testimony  he  indicated  that  "By  1981,  unless  additional  revenues 
are  forthcoming,  the  reserves  will  be  exhausted."  And  still  elsewhere, 
"There  is  good  reason,  in  fact,  to  rely  on  the  reserves  during  the  next 
several  years,  to  aid  economic  recover}-."  That  last  statement  sounds 
reassuring,  and  I  would  certainly  agree  that  a  $55  billion  continuing 
balance  in  the  ti'ust  fimd  is  an  unnecessary  usurpation  of  mone}^  that 
otherwise  could  be  used  by  low-  and  middle-income  workers  to  ease 
the  problems  of  the  recession.  However,  draining  the  trust  fund  with- 
out a  reconstructuring  of  social  security  to  prevent  its  merger  with 
welfare  wiU  leave  the  Congress  with  a  Hobsen's  choice  in  1981.  With 
the  reserves  gone  the  Co.ngri?ss  will  have  to  choose  among  the  follow- 
ing alternatives : 
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1.  An  increase  in  the  social  security  tax  rate,  wliich  will  lurther 
increase  the  burden  of  the  S3^stem  on  lower  and  middle-income  workers. 

2.  An  increase  in  the  rate  at  which  the  taxable  income  base  for 
social  security  rises.  It  now  rises  with  the  cost  of  living  and  will  be 
close  to  $20,000  by  1981.  I  had  not  read  the  trustees  report  when  I 
brought  that  and  now  realize  that  will  be  closer  to  S22,000. 

3.  A  cutback  in  the  benefits  paid  from  social  security,  or  the  adjust- 
ment of  the  tate  of  benefit  increases  to  wages  instead  of  prices  which, 
to  an  individual  or  couple  trying  to  live  on  social  security  income  alone, 
amounts  to  the  same  thing. 

4.  The  use  of  general  revenue  funds,  which  can  be  deficit  spent  and 
therefore  not  be  reflected  in  immediate  tax  increases  or  perceived  cuts 
in  benefits. 

Given  the  fact  that  Federal  and  State  governments  have  not  once 
in  the  past  15  years  been  able  to  reduce  the  benefits  of  social  security 
or  an}^  other  social  reform  program,  and  given  further  the  widespread 
dissatisfaction,  especially  among  young  workers,  with  rapidly  increas- 
ing social  security  taxes,  it  seems  evident  that  the  choice  would  really 
be  either  general  revenues  or  nothing. 

Two  other  problems  affecting  the  impact  of  social  security  on 
America's  active  and  retired  workers  must,  in  my  opinion,  be  addressed 
right  along  mth  the  deficit  in  any  short-term  solutions.  Commissioner 
Cardwell  touched  upon  them  in  his  previouly  mentioned  testimony, 
but  in  ways  which  I  feel  are  extremely  misleading.  The  first  problem 
is  the  income  test  which  unfairly  discriminates  against  retired  workers 
who  wish  to  continue  working  at  least  part  time.  In  his  testimony 
Commissioner  Cardwell  said,  ^'Benefits  are  wage  related  and  paid  as 
an  earned  right;  there  is  no  means  test."  In  fact  benefits  are  reduced 
$1  for  every  $2  earned  above  $2,520,  currently,  in  any  year  by  a 
retired  worker  who  has  not  reached  the  age  of  72.  This  income  test, 
which  is  certainly  a  form  of  means  test,  has  been  justified  by  one  of 
the  apologists  for  social  security  as  the  best  means  "of  accomphshing 
the  basic  aim  of  the  program,  that  of  taking  older  people  out  of  the 
labor  market." 

It  cannot  help  but  have  that  effect  since  it  forces  people  not  to  work 
from  the  time  they  retu-e  until  they  turn  72.  After  7  to  10  years  of 
not  working,  it  is,  of  course,  virtually  impossible  to  reenter  the  labor 
market,  particularly  Avhen  3^ou  are  72  j^ears  old. 

This  income  test,  which  the  Commissioner  does  not  wish  to  admit 
is  a  means  test,  is  one  of  the  most  offensive  and  debilitating  features 
of  social  security  and  should  be  dropped  as  a  part  of  any  modification 
to  the  social  security  system. 

I  might  insert  here  that  a  couple  of  years  ago  then  Commissioner 
Bail  testified  that  there  would  be  about  1.5  million  people  affected 
and  it  would  cost  $4  billion  to  the  program  to  eliminate  this  means 
test.  Just  a  simple  calculation  shows  that  those  1.5  milhon  people 
would  each  be  recei^-ing  less  than  the  average  per  individual,  which  is 
around  $165  to  $175,  so  that  sometliing  is  wrong  with  the  figures  there. 

The  second  additional  problem  which  must  be  addressed  is  the  loss 
of  earnings  to  low  and  middle  income  workers  and  their  families  due 
to  regressive  social  security  taxes.  I  am  here  defining  "regressive"  to 
mean  that  lower  income  workers  are  forced  to  pay  a  greater  percentage 
of  their  income  than  are  higher  income  workers.  I  know  several 
economists  who  claim  that  social  security  taxes  are  not  regressive, 
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or  at  worst  are  merely  an  offset  to  the  progressivity  of  the  personal 
income  tax.  I  doubt  whether  most  of  them  have  tried  to  live  on 
incomes  equal  to  or  less  than  the  taxable  base  income  for  social  security 
in  the  last  few  years.  If  the}^  had  they  would  undoubtedly  know  from 
experience  that  the  practical  effect  of  social  security  taxes  is  to 
eliminate  any  discretionar}'  spending  by  lower  and  middle  income 
workers.  Ironically,  Commissioner  Cardwell  characterizes  social 
security  as  being  "essentially  insurance  against  loss  of  earnings''  when 
in  fact,  social  security  is  the  principal  reason  a  low-  or  middle-income 
worker  is  unable  to  put  aside  for  himself  any  money  to  meet  emer- 
gencies or  provide  for  his  own  retirement  income.  Being  forced  to  pay 
off  the  top  all  of  the  money  one  might  have  used  to  increase  his  chances 
of  future  financial  independence,  and  to  pay  it  into  an  obviously 
troubled  system  v/here  the  onl}^  assurance  of  return  is  in  the  promises 
of  politicians  and  bureaucrats,  is  an  unacceptable  condition  to  a 
growing  number  of  American  workers.  Social  security  must  be  re- 
vamped to  remove  the  unequal  burden  placed  on  low-  and  middle- 
income  workers,  but  without  decreasing  the  investment  potential  of 
the  entire  economy.  This  can  only  be  done,  in  ni}'^  opinion,  by  a 
complete  restructuring  of  social  security  that  will  maximize  the  in- 
vestment value  of  moneys  now  being  wasted  in  a  non-interest-bearing 
cash-flow  system. 

Clearly,  I  do  not  believe  you  can  dissociate  the  short-term  financing 
problems  of  social  security  from  the  short-  and  long-term  deficiencies 
in  the  system  which  make  it  unfair  and  unnecessarily  expensive  today,, 
and  which  at  some  point,  in  my  opinion,  will  cause  it  to  collapse.  It  is 
my  opinion  that  no  legislatit»n  covering  short-term  solutions  should  be- 
considered  except  as  a  part  of  a  general  restructuring  of  the  system 
that  will  restore  equity,  expand  individual  choice,  and  prevent  the 
mechanism  for  providing  workers'  retirement  security  from  absorbing 
or  being  absorbed  by  welfare.  The  greatest  danger  lies  in  the  dilution 
of  the  incentive  to  'work  that  v/ould  be  produced  by  a  marriage  of 
social  security  and  welfare  and  yet,  as  I  have  pointed  out,  this  course 
could  be  virtually  forced  upon  the  Congress  if  it  does  not  restructure- 
social  security  in  the  next  few  3'ears. 

Mr.  Burke.  Thank  you,  Mr.  Hobbs. 

Mr.  Cotter. 

Mr.  Cotter.  Thank  you  very  much,  Mr.  Chairman.^ 

Mr.  Hobbs,  what  is  your  reconnnendation  then?  You  mention  a 
restructuring  of  the  whole  system  along  what  lines? 

Mr.  Hobbs.  As  it  mentions  on  the  front,  I  am  the  author  of  a 
monograph  on  restructuring  social  security.  It  is  my  understanding: 
that  this  set  of  hearings  was  devoted  to  short-term  problems  and  not 
to  long-term  restructuring.  However,  I  would  be  glad  to  go  through 
that  pi'oposal,  and  I  have  copies  that  I  can  leave  with  you. 

Mr.  Cotter.  As  far  as  the  financing  of  the  system  on  a  short-term 
basis,  what  would  you  recommend? 

Mr.  Hobbs.  As  I  say  here,  I  don't  believe  that  a  short-term  financing 
could  be  divorced  from  a  long-term,  and  Avithin  the  next  2  years  the 
system  should  be  totally  restructured.  I  didn't  think  tliat  immediate 
action  needs  to  be  taken  apart  from  long-term  restructuring. 

Mr.  Cotter.  What  would  you  do  as  far  as  long-term  financing? 

Mr.  HoBus.  Long-term  financing,  I  would  first  of  all  eliminate  the 
payroll  tax  entirely,  and  second,  return  that  money  in  the  form  of  an 


593 

increase,  pa}^  increase  to  the  workers  of  the  United  vStates  amounting 
to  what  they  are  presently  paying  in  taxes  and  what  their  employers 
are  presently  paying  in  taxes.  1  would  then  require  on  the  part  of  the 
Federal  Government  that  each  worker  in  the  United  States  provide 
for  his  own  retirement  income  through  one  of  the  following  two 
methods:  Either  by  investing  10  percent  of  his  earned  income  or  $2,500 
a  year,  whichever  is  less,  in  current  or  constant  dollars,  over  a  period 
of  time,  but  in  dollars  today  I  am  talking  about,  into  a  private  pension 
fund  that  is  set  up  under  the  Pension  Reform  Act  of  last  year,  or 
alternatively  invest  that  money  in  U.S.  retirement  bonds,  wliich  would 
be  structured  somewhat  differently  from  the  present  bonds  to  grow 
at  the  highest  of  three  rates.  One  would  be  the  rate  of  the  Consumer 
Price  Index.  The  second  would  be  the  rate  of  the  money  gross  national 
product,  and  the  third  the  interest  rate  on  current  short-term  notes 
of  the  Federal  Government. 

I  believe  that  that  pretty  much  outlines  what  I  have  in  mind. 
Mr.  Jones.  Would  the  gentleman  ^deld? 
Mr.  Cotter.  Yes;  I  yield. 

Mr.  Jones.  How  woidd  you  finance  the  current  recipients  of  social 
securitv  until  all  of  those  people  are  gone? 

Mr.  'Kobbs.  I  iirmly  believe  that  it  is  time  to  recognize  that  we 
have  incmTed  a  tremendous  debt  through  the  social  security  system 
to  people  who  are  presently  retired  and  people  who  are  presently 
working  roughly  over  the  age  of  40  who  will  get  back  much  more 
than  they  put  into  the  system.  We  must  recognize  this  debt  in  my 
opinion  openly  and  must"^  hnance  it  in  the  way  that  is  most  appro- 
priate to  the  country. 

That  means  to  me  that  we  should  finance  it  first  of  all  through  the 
sale  of  those  U.S.  retirement  bonds  to  the  extent  that  they  can  be 
financed  that  Avay,  and  the  amount  that  is  left  over  which  I  would 
say  was  sizable  "^  would  be  financed  through  increases  in  personal 
income  taxes. 

Mr.  Jones.  I  thank  the  gentleman. 

Mr.  Cotter.  You  mention  in  the  first  page  here  that  in  your 
opinion  social  security  as  presently  structured  is  unfair  and  unneces- 
sarily costly  to  both  active  and  Retired  workers.  My  God,  retired 
workers  are  getting  considerably  more  in  return  than  they  ever 
contributed. 

Mr.  HoBBS.  Some  are.  That  is  true.  In  view  of  the  rapid  rise  in 
cost  of  living  and  the  feature  of  the  income  test  in  the  social  security 
law,  a  person  who,  let's  say,  retires  at  65  and  just  as  an  example  has 
been  relatively  well  off  during  his  working  career,  and  let's  say  ended 
up  with  a  salary  of  somewhere  in  the  neighborhood  of  $20,000  to 
$25,000  as  a  construction  man,  retires  and  suddenly  finds  that  if  he 
were  to  continue  working  he  would  have  his  benefits  drastically  reduced. 
He  couldn't  possibly  make  half  as  much  by  working,  because  the 
reduction  in  social  security  benefits.  Either  he  disregards  the  social 
security  payments  entirely  or  gets  back  nothing  of  what  he  has  put 
into  the  system  until  he  turns  72,  or  else  settles  for  roughly  one-third 
or  a  quarter  of  his  active  working  income  in  retirement  and  at  the 
the  same  time  is  forced  into  a  sedentary  existence. 

I  feel  that  this  is  an  unfair  system  in  that  respect.  I  would  submit 
that  with  the  average  life  expectanc}^  of  American  males  at  some- 
where around  72,  this  is  an  ironic  feature  that  72  is  the  cutoff  point. 
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At  the  age  that  j^ou  are  supposed  to  die  the}^  will  let  yoii  go  out  and 
work  after  7  years  of  not  being  able  to  work  without  reducing  sub- 
stantially or  completely  your  payments. 

I  realize  that  $2,520  is  excluded  this  year,  but  that  is  peanuts 
when  you  are  talking  about  somebody  who  has  been  working  at  sub- 
stantially more  than  that  and  also  contributing  to  the  system.  It  is 
not  a  contribution  at  all.  It  is  a  forced  tax. 

I  think  it  is  unfair  in  that  regard  because  there  is  no  choice  either 
on  the  part  of  the  active  worker  or  on  the  part  of  the  person  who  is 
retired  as  to  how  his  benefits  are  to  be  received,  or  how  liis  pension 
program  is  to  be  set  up.  For  those  workers  who  make  less  than  the 
average  income  in  the  United  States  virtually  all  of  their  savable 
income  is  drained  off  in  social  security  taxes  right  now,  and  obviously 
from  the  proposals  we  have  heard  from  the  Social  Security  Adminis- 
tration and  Mr.  Myers'  proposal,  we  are  talking  about  raising  those 
taxes  even  higher. 

Mr.  Cotter.  To  sum  it  up,  you  are  basically  opposed  to  the  v^^hole 
system  and  would  create  a  new  system  such  as  a  retirement  plan 
where  people  are  required  to  deposit  a  certain  amount  of  their  salary 
into  the  fund. 

Mr.  Karth.  Would  the  gentleman  yield? 

Mr.  Cotter.  Certainly. 

Mr.  Karth.  A  voluntary  retirement  plan? 

Mr.  HoBBS.  No.  I  am  for  retaining  the  compulsory  requirement  on 
the  part  of  the  Federal  Government  that  people  provide  for  their 
retirement  income,  but  also  feel  that  that  can  be  done  and  give 
people  a  choice  at  the  same  time  whether  tliey  invest  in  U.S.  retirement 
bonds  which  cannot  be  manipulated  in  the  way  that  the  social  security 
system  has  been  over  the  years,  or  alternatively  to  invest  in  private 
pension  group  plans. 

Mr.  Cotter.  I  have  nothing  further,  Mr.  Cliairman. 

Mr.  Burke.  Are  there  any  further  questions? 

Mr.  Jones.  What  would  your  proposal  do  to  private  insurance 
agencies? 

Mr.  HoBBS.  Well,  it  won't  underwrite  them  as  Mr.  Myers'  proposal 
would.  I  think  that  the  insurance  industry,  like  most  industries  in  the 
United  States  is  as  buried  by  Federal  regulation  as  the}^  can  tolerate. 
I  certainly  understand  their  attempting  to  defray  the  risks  of  insuring 
people  to  make  sure  that  the  Govennnent  takes  care  of  those  people 
who  might  be  higher  risk. 

In  restructuring  the  system  I  believe  that  the  insurance  industry 
should  stand  on  its  own  feet.  If  they  can  provide  pension  programs 
that  will  surpass  investment  potential  and  returns  social  security  as 
I  feel  they  can,  then  they  should  be  able  to  do  that.  If  not,  we  will 
certainly  knew  within  a  few  years,  and  we  can  return  to  the  present 
mess. 

Mr.  Burke.  Mr.  Pickle. 

Mr,  Pickle.  Thank  you,  Mr.  Chairman. 

I  was  not  here  for  all  your  testimony,  so  that  I  may  be  retreading 
some  ground.  You  make' two  points  right  at  the  beginning.  One,  you 
said  that  social  security  benefits  unlike  private  insurance  benefits  are 
unrealistic  inasmuch  as  the  benefits  are  voted  by  Congress.  Are  you 
recommending  that  the  Congress  not  set  the  benefits,  that  we  have 
nothing  to  do  with  it? 
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Mr.  HoBBS.  That  is  right.  In  the  long-term  restructuring  I  am 
suggesting  that  the  Government  involvement  in  terms  of  the  issuance 
of  U.S.  retirement  bonds  to  people  and  also  in  the  insurance  in  the 
same  way  that  the  FDIC  insures  banks  as  the  Government  is  supposed 
to  he  insuring  the  pension  industry  through  the  recent  Pension  Re- 
quirements Act  in  the  Government  underwiiting  of  private  funds. 
But  that  the  Government  itself  not  be  involved  in  the  structuring  of 
benefits  that  go  to  people  or  in  the  setting  of  taxes  that  people  p:iy, 
aside  from  setting  a  maximum  amount  of  money  that  can  be  mvested 
in  U.S.  retirement  bonds  every  year. 

Mr.  Pickle.  I  guess  you  have  answered  the  second  question  I  had, 
and  that  is  that  you  point  out  that  social  security  drains  off  a  lot  of  the 
cash  flow  from  society  that  can  be  reinvested. 

Mr.  HoBBS.  Yes,  sir. 

Mr.  Pickle.  So  that  you  would  not  have  the  Government  actually 
passing  the  taxes  or  collecting  the  money? 

Mr.  HoBBS.  That  is  correct. 

Mr.  Pickle.  In  both  instances  you  just  go  to  the  retirement 
system,  or  retirement  program,  that  you  would  recommend  through 
restructuring? 

Mr.  HoBBs,  That  is  right.  Again,  the  Government  would  be 
issuing  bonds  and  redeeming  bonds  as  it  presently  does,  and  I  will 
leave  copies  of  my  monograph  with  you,  if  a"ou  would  like.  The  bonds 
that  I  have  suggested  would  grow  at  a  rate  that  would  guarantee 
that  anybody  investing  in  those  bonds  would  have  his  returns  geared 
to  the  economy  of  the  United  States,  not  just  to  the  Consumer  Price 
Index,  but  if  the  gross  national  product  rose  faster  than  the  CPI 
in  a  given  year,  if  we  had  productivity  for  a  change,  there  would  be 
a  faster  increase  in  the  value  of  those  bonds.  If  they  never  grew  rapidly 
but  the  short-term  notes  drew  a  higher  interest  rate  it  would  be  the 
return  on  those  notes. 

Mr.  Pickle.  Have  you  talked  to  Congressman  Udall  about  this? 

Mr.  HoBBs.  No. 

Mr.  Pickle.  It  seems  ready  made  for  liim,  election  laws,  postal 
laws.  Let  him  know  about  that. 

Mr.  Burke,  Are  there  further  questions? 

Mr.  Karth.  Mr.  Chairman. 

Just  one  observation,  and  I  want  to  see  if  the  witness  agrees, 

I  am  not  here  to  benefit  the  insurance  companies  any  more  than 
I  am  the  economic  consultants.  It  seems  to  me  that  if  everyone  had 
this  freedom  of  choice  to  invest  these  funds  v»'Ould  it  not  accrue  to 
the  benefit  of  the  economic  consultants  who  would  charge  for  their 
advice? 

Mr.  HoBEs.  Not  to  me.  That  is  not  laj  business. 

Mr.  Karth.  How  about  the  profession  as  a  whole? 

Mr.  HoBBS.  I  think  it  would  accrue  to  the  benefit  of  the  economic 
consultants  who  are  associated  vvdth  private  pension  programs,  and 
that  is  the  insurance  industry  in  a  large  part. 

Mr.  Karth.  But    not    necessarily    just    the    insurance    mdustry? 

Mr,  PIoBBS.  Well,  those  are  certainly  the  people  who  know  the  most 
about  pension  programs  and  their  returns. 

Mr,  Karth,  Are  you  suggesting  as  an  independent  economic 
consultant  that  you  don't  really  know  much  about  the  investment 
of  private  funds  for  purposes  of  returning  annuities? 
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Mr.  IIoBBS.  I  am  certain  that  I  don't  know  as  much  about  the 
details  of  any  g-iven  pension  program  as  the  people  who  work  in  it, 
in  the  same  sense,  and  I  think  this  is  an  interesting  point,  that  no 
one  can  possibly  know  as  much  about  the  data  involved  in  social 
security  as  the  Social  Security  Administration.  I  have  yet  to  see 
what  I  would  consider  to  be  a  complete  set  of  assumptions  provided 
to  the  Congress  or  provided  to  the  public  about  how  the  Social 
Security  Administration  makes  its  computations,  how,  for  instance, 
they  arrive  in  their  latest  trustees'  report  at  a  2-percent  difference  be- 
tween the  growth  in  wages  and  the  growth  through  inflation. 

Mr.  Karth.  That  is  all,  Mr.  Chairman.  Thank  you. 

Mr.  Burke.  Mr.  Jones. 

Mr.  Jones.  I  have  just  one  question,  Mr.  Chairman. 

Under  3^our  plan  what  would  you  do  with  disability? 

Mr.  HoBBs.  I  would  incorporate  disability  as  a  rider  to  the  bond 
program  itself.  In  other  words,  the  bond  program  would  provide  an 
annuity  at  age  65,  or  it  would  provide  an  annunity  to  a  disabled 
person  when  he  became  disabled.  I  would  incorporate  the  disability 
features.  I  would  not  incorporate  the  health  insurance  or  medicare 
features  in  such  a  program.  I  agree  there  very  much  with  Mr.  M3^ers 
that  the  danger  of  going  to  a  general  funding  of  the  medicare  program 
or  the  hospital  portion  is  acute,  and  if  you  divorce  the  entire  medical 
care  program  from  social  security  I  feel  you  can  address  it  in  general 
fund  terms,  other^\dse  we  are  back  to  playing  the  same  game  of  bene- 
fiting some  people  at  the  expense  of  others,  whether  or  not  they  work. 

Mr.  Jones.  I  would  appreciate  it  if  your  monograph  would  be 
included  as  part  of  the  record  if  you  furnish  it  to  us. 

I\Ir.  Ho  BBS.  I  had  limited  space  to  bring  them,  so  that  I  only 
have  a  few. 

Mr.  Burke.  That  is  3^our  monograph? 

Mr.  HoBBs.  Yes. 

Mr.  Burke.  If  you  leave  them  we  will  give  them  to  the  staff  to 
study. 

Mr.  HoBBS.  I  can  get  more  if  necessary. 

Mr.  Burke.  Does  that  complete  all  the  questions? 

Thank  you  very  much,  Mr.  Hobbs.  We  appreciate  jour  appearance. 

Mr.  HoBBs.  Thank  you. 

Mr.  Burke.  Our  next  witness  is  the  former  Commissioner  of  the 
Social  Security  Administration,  Hon.  Robert  M.  Ball. 

We  welcome  3'ou  back  to  the  committee,  Mr.  Ball.  You  look  well 
rested  and  tanned  up. 

STATEMENT  OF  ROEEET  M.  BALL  (FORMER  COMMISSIONER,  SOCIAL 
SECURITY  ADMINISTRATION),  SENIOR  SCHOLAR,  INSTITUTE  OF 
MEDICINE,  NATIONAL  ACADEMY  OF  SCIENCES,  WASHINGTON, 
D.C. 

Mr.  Ball.  Thank  a^ou,  Mr.  Chairman. 

I  just  came  from  your  general  ])art  of  the  countr}^  New  Hampshire. 
I  was  a  little  late.  One  of  those  little  feeder  lines  canceled  theii-  first 
flight  so  that  I  got  the  next  one. 

Mr.  Chairman,  I  am  appearing  here  as  a  private  individual.  My 
current  connection  is  as  senior  scholar  at  the  Institute  of  Medicine, 
which  is  part  of  the  National  Academy  of  Sciences. 
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As  you  suggested,  I  was  Commissioner  of  Social  Security  from  1962 
until  April  of  1973,  and  prior  to  that,  beginning  about  1950,  held 
quite  high  civil  service  level  jobs  in  the  Social  Security  Administra- 
tion so  that  my  acquaintance  with  the  program  is  over  a  very  long 
period  of  time. 

Mr.  Burke.  I  would  say  you  are  well  qualified. 

Mr.  Ball,  Mr.  Chairman,  you  have  had  witnesses  who  have  testi- 
fied to  the  facts  of  the  present  financial  situation,  and  I  feel  that  it 
would  be  highly  redundant  for  me  to  take  the  time  of  the  committee 
to  repeat  the  factual  situation. 

With  your  permission,  what  I  would  like  to  do  is  read  about  the 
first  two  pages  of  this  statement  of  mine,  which  is  a  summary  of 
policy  position  that  I  would  take  on  the  fact,  and  maybe  just  hit  one 
or  two  other  key  points,  and  then  have  the  full  statement  in  the  record. 

Mr.  Burke.  You  may  summarize,  and  your  entire  statement  will 
appear  in  the  record,  without  objection. 

Mr.  Ball.  Thank  you,  Mr.  Chairman. 

Since  the  first  two  pages  give  the  essence  of  what  I  consider  the 
right  legislative  plan,  I  thought  that  it  might  be  most  helpful  to  the 
committee  if  I  actually  did  read  that  part  of  the  statement. 

As  you  all  know,  during  the  past  year  there  have  been  many  alarmist 
stories  about  social  security  financing.  The  30  million  people,  1  out  of 
7  Americans  now  receiving  social  security  benefits,  and  the  nearly  100 
million  workers  contributing  to  the  program  are  concerned.  I  hope 
that  the  Congress  will  meet  this  concern  by  passing  legislation  this 
year — although  with  a  later  effective  date — that  will  form  a  proper 
basis  for  the  restoration  of  full  confidence  in  the  financing  of  the  social 
security  system. 

I  might  say,  Mr.  Chairman,  that  unlike  the  previous  witness,  I 
believe  that  the  social  security  program  has  been  a  very  unusually 
successful  program  overall  and  is  perhaps,  I  would  say,  probably 
without  question  the  most  important  social  reform  movenient  and 
reform  institution  that  we  have  had  in  this  last  two  genei-ations,  and 
I  think  our  concern  should  be  for  the  restoration  of  its  financial  health, 
not  major  modifications  in  the  general  approach  of  the  program. 

So  I  am  addressing  myself  just  to  the  question  of  how  one  can  re- 
store financial  health  to  the  sj^stem. 

If  the  maximum  amount  of  earnings  credited  for  benefits  and  on 
which  contributions  are  paid  is  increased  to  $24,000  in  1977  it  is 
possible  by  a  rescheduling  of  the  contribution  rates  provided  for  in 
present  law  to  cover  all  outgo  for  the  cash  benefit  system  for  the  next 
35  to  40  years  without  increasing  the  contribution  rates  above  the 
level  now  set,  and  without  relying  on  any  other  source  of  income. 

To  accomplish  this  objective,  the  scheduled  1978  contribution  rate- 
increase  of  0.2  percent  of  payroll  for  employees,  vnih  a  like  amount 
for  empioj^ers — this  is  in  present  law — should  be  allocated  to  the  cash 
benefit  program  and  not  to  the  medicare  progi'am  as  now  provided. 
AVith  the  higher  benefit  and  contribution  base  of  $24,000  in  1977,  it^is 
not  necessary  to  also  have  an  increase  in  the  medicare  rate  of  1978, 
but  the  increase  is  needed  for  the  cash  benefit  program. 

Under  the  assumptions  in  the  latest  reports  of  the  Boards  of 
Trustees,  these  changes  would  result  in  the  cash  benefit  program 
having  more  income  than  outgo,  year  by  year,  until  sometime  between 
1985  and  1990.  I  would  hope  that  the' legislation  passed  this  year 
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would  also  move  up  the  1 -percent  contribution  rate  increase  now 
scheduled  for  2011  that  is  also  in  the  present  law,  to  the  date  between 
1985  and  1990  calculated  here  as  the  point  when  the  fund  would 
otherwise  decline. 

Tliis  1-percent  rate  would  be  allocated  0.2  percent  to  hospital 
insurance  which,  although  it  doesn't  need  the  money  at  the  tune,  by 
the  1980's  would  need  it,  and  0.8  percent  to  cash  benefits.  These  com- 
bined actions  would  carry  the  cash  benefit  program  to  some  time 
between  2010  and  2015,  35  to  40  years  from  now,  under  the  assump- 
tions used  by  the  board  of  trustees.  It  would  also  keep  the  hospital 
insurance  program  in  actuarial  balance  over  the  25-3'ear  period  for 
which  estimates  are  made  for  that  program. 

I  want  to  make  clear,  Mr.  Chairman,  that  in  sajdng  that  these 
changes  in  financing  will  carry  the  program  for  35  to  40  j^ears  I  am 
assuming  that  the  Congress  would  never  allow  the  present  automatic 
provisions  to  develop  in  such  a  way  that  benefits  for  a  high  propor- 
tion of  those  coming  on  the  rolls  would  exceed  the  highest  wages  they 
had  ever  earned. 

Under  the  automatic  provisions  in  present  law  this  can  theoretically 
happen  in  the  next  century  under  certain  wage  and  price  assumj>tions, 
although  under  other  assumptions  it  would  not.  Such  a  benefit  result 
is  clearly  contrary  to  the  intent  of  the  automatic  provisions  and  would 
certainly  never  be  allowed  to  occur.  Yet  this  purely  theoretical  possi- 
bility accounts  for  about  45  percent  of  the  long-range  actuarial  deficit 
shown  in  the  last  trustees'  reports. 

Tliis  is  not  a  real  deficit  and  should  certainly  not  be  funded.  It 
would  be  a  great  mistake  to  provide  financing  for  benefits  at  the  time 
of  retirement  that  for  man}'',  many  people  exceeded  the  highest  wages 
they  had  ever  earned.  I  am  assuming,  therefore,  that  the  deficit  we 
should  be  paying  attention  to  in  the  trustees'  report  is  the  2.9  percent 
of  payroll  that  they  show  in  the  latter  part  of  their  report  for  a  system 
which  keeps  benefit  protection  fully  up  to  date  with  rising  wages,  and 
thus  with  the  level  of  living  of  the  communit}'"  as  a  whole,  but  does 
not  allow  protection  to  increase  automatically  more  than  wages 
increase. 

Any  increases  that  go  beyond  keeping  up  the  date  ^dth  wages 
should  not  be  the  accidental  result  of  the  movement  of  wages  and 
prices  under  the  automatic  provisions,  but  should,  be  a  deliberate 
congressional  decision.  To  summarize  this  point:  The  5.3  percent  of 
payroll  deficit  that  the  trustees  show  in  the  first  part  of  their  report 
arises  onl}^  because  the  wage  and  price  assumptions  the}"  have  chosen 
for  the  long-range  cost  estimates — and  they  are  as  good  a  guess  as 
any  others — produce  benefit  levels  around  the  years  2040  to  2050 
that  have  run  ahead  of  the  assumed  increases  in  wages  by  over  50 
percent.  The  benefit  results  of  these  assumptions,  then,  are  ridiculous 
and  would  never  be  allowed  to  occur. 

There  is  no  need  to  take  action  this  year  to  change  the  automatic 
provisions.  Under  any  set  of  reasonable  assumptions,  the  present 
provisions  work  quite  well  for  many  j-ears  into  the  future,  and  the 
changes  in  the  benefit  provisions  require  a  considerable  amount  of 
technical  consideration.  In  the  next  few  years,  however,  changes 
should  be  made  in  the  benefit  provisions  to  provide  that  those  retiring 
in  the  next  century  Avill  get  benefits  that  are  the  same  relationship  to 
past  earnings  as  is  the  case  for  those  retiring  today.  Such  a  change 
would  provide  greater  certainty  of  protection  for  covered  workers  and 
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doing  it  soon  will  prevent  the  future  reporting  of  these  large  theoretical 
deficits  which  have  been  so  upsetting  to  beneficiary  and  contributor 
alike. 

Such  a  change  in  the  next  few  j^ears  seems  generally  agreed  upon. 
The  change  has  been  supported  by  the  recent  advisory  council,  the 
board  of  trustees,  a  panel  of  outside  consultants  that  recently  reported 
to  the  Senate  Finance  Committee,  a  number  of  independent  experts, 
including  Mr.  Myers  a  few  minutes  ago,  the  AFI^CIO,  and  by  organi- 
zations of  senior  citizens.  The  President  has  also  given  general  ap- 
proval to  such  a  change. 

Thus  it  would  seem' safe  to  assume  that  either  wages  and  prices  will 
move  in  such  a  way  as  to  make  the  benefit  results  of  the  present  auto- 
matic provisions  reasonable,  or  that  some  time  in  the  next  several 
years  the  provisions  \^-ill  be  changed  so  that  benefit  protection  for 
contributors  rises  directly  with  wages. 

In  either  case,  the  realistic  long-range  deficit  that  should  be  ad- 
dressed under  the  assumptions  of  the  boards  of  trustees  is  2.9  percent 
of  payroll,  not  5.3  percent.  With  the  financing  changes  I  suggested 
earlier  as  a  solution  for  the  short-run  financing  problem,  the  long-range 
deficit  of  2.9  percent  of  payroll  becomes  less  than  2.5  percent. 

Mr.  Chairman,  the  question  of  what  should  be  done  35  or  40  years 
from  now  about  a  possible  2.5  percent  of  payroll  deficit  does  not  seem 
to  me  a  matter  that  has  to  be  decided  at  this  point.  Whether  or  not 
such  a  deficit  does  occur  depends  upon  a  series  of  highly  speculative 
assumptions.  I  happen  to  think  it  is  likely  that  there  will  be  a  deficit 
in  this  range  and  may  own  feeling  is  that  if  it  turns  out  to  be  as  we  get 
near  it  I  would  support  the  idea^of  there  being  a  gradual  introduction 
of  a  general  revenue  contribution  to  at  least  help  meet  that  size  deficit, 
but  I  don't  think  that  decision  has  to  be  made  now. 

It  is  perfectly  possible  to  move  within  the  present  contribution  rates, 
make  a  change  in  the  wage  base  and  satisfy  the  financing  for  the  whole 
next  generation. 

There  are  only  two  other  points  that  I  would  just  like  to  pull  out  of 
this  statement  and  mention  orally,  and  then  I  would  be  happy  to 
answer  any  questions  that  you  or  the  committee  may  have. 

One  point,  Mr.  CI i airmail,  is  that  I  would  like  to  stress  a  historical 
fact  growing  out  of  my  experience  over  the  years  with  social  security 
and  mth  this  committee,  and  with  the  Senate  committee.  That  is 
that,  contrary  to  some  reports  I  have  seen,  the  present  shortfall  in 
sociftl  security  financing  is  not  the  result  of  Government  irresponsibil- 
ity, it  is  just  not  true  that  the  Congress  was  willing  to  vote  for  benefit 
increases  but  not  willing  to  vote  for  the  contribution  rate  increases 
to  cover  those  costs.  That  is  not  at  all  what  happened. 

As  has  been  true  of  every  major  piece  of  social  security  legislation 
in  the  past,  at  the  time  of  the  1972  amendments,  the  20-percent  benefit 
increase  and  the  automatic  provision,  it  was  thought  by  the  Congress 
and  bv  the  Executive  that  those  provisions  were  adequately  financed. 

The  1973  trustees  report  that  was  issued  a  few  months  after  the 
1972  amendments,  showed  the  system  on  a  long-range  actuarial  basis 
to  be  out  of  balance  about  5  percent  relative  to  the  total  cost  of  the 
system,  about  0.5  of  1  percent  of  payroll  which,  given  the  uncertainties 
of  75-vear  estimates,  was  considered  to  be  an  approximate  balance. 

It  is  the  shifts  that  have  occurred  in  both  the  short-range  financial 
situation  because  of  the  rapid  inflation,  the  large  rate  of  unemployment, 
and  the  change  in  the  assumptions  about  long-range  fertility  rates 
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that  now  presents  the  program  as  having  these  major  deficits,  and  not 
at  all  a  failure  on  the  part  of  Congress  to  be  'v\dlling  to  pass  whatever 
contribution  rates  were  necessary  on  the  best  advice  that  was  given 
them  for  the  benefits  that  they  were  voting. 

The  only  other  point  that  I  want  to  call  especially  to  the  attention 
of  the  committee,  Mr.  Chairman,  is  perhaps  seen  best  in  relation  to 
the  table  that  I  attached  to  this  statement  where  correctly,  quite 
correctly,  a  great  deal  has  been  made  of  the  expected  growth  in  the 
proportion  of  people  beyond  65  in  the  next  century  as  compared  to 
people  of  what  has  been  thouglit  to  be  normal  working  age,  20  to  45. 
And  you  will  see,  if  you  look  at  this  table,  that  in  the  lower  half  of 
the  table  I  have  included  the  number  of  people  65  and  over  per  100 
workers  between  20  and  64. 

That  is,  the  table  65  and  over  as  a  number  of  people  65  and  over 
per  100  people  of  working  age.  You  will  see  that  where  in  1930  there 
were  9.7  people  65  and  older  related  to  those  of  working  age  by  1973 
it  was  at  18.6.  That  doesn't  change  very  much  up  until  about  2010. 

It  just  goes  along  to  19.5  and  then  it  realh^  takes  off  so  that  by  2040' 
you  have  30  people  65  nnd  over  for  those  of  working  age. 

As  I  say,  a  great  deal  has  been  correctly  made  of  those  conseciuences 
of  the  new  assumptions  about  the  lower  rate  of  fertility.  But  what  has 
not  received  very  much  attention,  Mr.  Chairman,  is  that  at  the  same 
time  that  that  is  going  on  the  same  assumptions  that  produce  this 
increase  in  the  proportion  of  older  people  to  those  of  working  age 
necessarily  produces  a  declining  proportion  of  those  below  30  compared 
to  those  of  working  age. 

Although  that  does  not  automatically  get  the  social  security  system 
out  of  its  parochial  problem  of  financing,  you  might  say  it  is  important 
to  keep  in  mind  if  you  are  thinking  of  the  fundamental  economics  of 
how  man}^  people  does  an  active  worker  have  to  support,  and  1  am 
merely  suggesting  that  we  keep  in  mind  that  we  are  not  faced  from 
this  fertilit}^  change  with  this  specter  that  I  have  seen  in  some  articles 
of  each  worker  carr3-ing  more  dependents  in  the  next  centur}^  than 
he  does  today. 

If  you  look  at  the  combined  dependencj-  ratio  over  on  the  right- 
hand  side,  and  that  means  putting  together  those  under  20  and  those 
over  65,  compared  to  per  himdred  of  working  age,  there  is  actually  a 
decline  from  where  we  are  today  all  through  the  first  half  of  the  next 
century,  so  that  from  that  more  fundamental  question  we  are  not 
faced  with  a  terrible  economic  difficulty  here  of  each  active  worker 
having  to  support  a  lot  of  extra  dependents. 

We  have  an  internal  technical  allocation  problem  3^ou  might  say, 
Will  people  because  they  have  fewer  children  to  raise  be  willing  to 
pay  higher  contribution  rates  for  retirement?  It  is  more  that  than  it 
is  the  other. 

Mr.  Chairman,  that  completes  what  I  had  in  mind  to  say  on  my  own 
initiative  to  the  committee.  I  would  be  glad  to  answer  any  questions. 

[The  prepared  statement  follows:] 

Statement  of  Robert  M.  Ball,  Senior  Scholar,  Institute  of  Medicine^ 
National  Academy  op  Sciences  (Commissioner  of  Social  Security, 
1962-73) 

Mr.  Chairman  and  members  of  the  committee,  as  you  all  know,  during  this 
past  year  there  have  been  many  alarmist  stories  about  social  security  tinaucing. 
The  31  million  people,  1  out  of  7  Americans,  now  recf  iving  social  security  benefits, 
and  the  nearly  100  million  workers  contributing  to  the  program  are  concerned.  I 
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hope  that  the  Congress  will  meet  this  concern  by  passing  legislation  this  year 
(although  with  a  later  effective  date)  that  will  form  a  proper  basis  for  the  restora- 
tion of  full  confidence  in  the  financing  of  the  social  security  system. 

If  the  maxinnmi  amount  of  earnings  credited  for  benefits  and  on  which  con- 
tributions are  paid  is  increased  to  $24,000  in  1977,  it  is  possible  by  a  rescheduling 
of  the  contribution  rates  provided  for  in  present  law  to  cover  all  outgo  for  the 
cash  benefit  system  for  the  next  35  to  40  years  without  increasing  the  contribu- 
tion rates  above  the  ]e\el  now  set  and  without  relying  on  any  other  source  of 
income.  To  accomplish  this  objective,  the  scheduled  1978  contribution  rate 
increase  of  0.2%  of  payroll  for  employees,  with  a  like  amount  for  employers, 
should  be  allocated  to  the  cash  benefit  program  and  not  to  the  Medicare  program 
.as  now  provided.  With  the  higher  benefit  and  contribution  base  of  $24,000  in 
1977,  it  is  not  necessary  to  also  have  an  increase  in  the  Medicare  rate  of  1978, 
but  the  increase  is  needed  for  the  cash  benefit  program.  Under  the  assumptions 
in  the  latest  reports  of  the  Boards  of  Trustees,  these  changes  would  result  in 
the  cash  benefit  program  having  more  income  than  outgo,  year  by  year,  until 
sometime  between  1985  and  1990.  I  would  ho]3e  that  the  legislation  passed  this 
year  v/ould  also  mo^■e  up  the  1%  contrilnition  rate  increase  now  scheduled  for 
2011  to  the  date  between  1985  and  1990  calculated  as  the  point  when  the  fund 
would  otherwise  decline.  This  1%  rate  would  be  allocated  0.2%  to  hospital 
insurance  and  0.8%  to  cash  benefits.  These  combined  actions  would  carry  the 
cash  benefit  program  to  sometime  between  2010  and  2015,  35  to  40  years  from 
now,  under  the  assunsi^tions  used  by  the  Boards  of  Trustees.  It  would  also  keep 
the  hospital  insurance  program  in  actuarial  balance  over  the  25-year  period  for 
which  estimates  are  made  for  that  program. 

I  want  to  make  clear  that  in  saying  that  these  changes  in  financing  will  carry 
the  program  for  35  to  40  years  I  am  assuming  that  the  Congress  would  never 
allow  the  present  automatic  provisions  to  develop  in  such  a.  way  that  benefits  for 
a  high  proportion  of  those  coming  on  the  rolls  would  exceed  the  highest  wages 
they  had  ever  earned.  Under  the  automatic  provisions  in  present  law  this  can 
thsoreiically  happen  in  the  next  centurj^  under  certain  wage  and  price  assumptions, 
although  under  other  assumptions  it  would  not.  Such  a  benefit  result  is  clearly 
contrary  to  the  intent  of  the  automatic  provisions  and  would  certainly  never  be 
allowed  to  occur.  Yet  this  purely  theoretical  possibilit}^  accounts  for  about  45% 
of  the  long-range  actuarial  deficit  shown  in  the  last  Trustees  Reports! 

This  is  not  a  real  deficit  and  should  certainly  not  be  funded.  It  would  be  a  great 
mistake  to  provide  financing  for  benefits  at  the  time  of  retirement  that  for  many, 
many  people  exceeded  the  highest  wages  they  had  ever  earned.  I  am  assuming, 
therefore,  that  the  deficit  we  siiould  be  paying  attention  to  in  the  Trustees  Report 
is  the  2.9%  of  payroll  that  they  show  in  tlie  latter  part  of  their  Report  for  a 
system  which  keeps  benefit  protection  fully  up  to  date  with  rising  wages,  and  thus 
with  the  level  of  living  of  the  community  as  a  whole,  but  does  not  allow  protection 
to  increase  automatically  more  than  wages  increase.  Any  increases  that  go  beyond 
keeoing  up  to  date  with  wages  should  not  be  the  accidental  result  of  the  movement 
of  wages  and  prices  under  the  automatic  provisions,  bat  should  be  a  deliberate 
congressional  decision.  To  smnmarize  this  point:  The  5.3%  of  payroll  deficit  that 
the  Trustees  show  in  the  first  part  of  their  reports  arises  only  because  the  wage 
and  price  assumptions  they  have  chosen  for  the  long-range  cost  estimates  (and 
they  are  as  good  a  guess  as  any  others)  produce  benefit  levels  around  the  years 
2040  to  2050  that  have  run  ahead  of  the  assumed  increases  in  wages  by  over  50%. 
The  ):)enefit  results  of  these  assumptions,  then,  are  ridiculous  and  would  never 
be  allowed  to  occur. 

There  is  no  need  to  take  action  this  year  to  change  the  automatic  provisions. 
Under  any  set  of  reasonal^le  assumptions  the  present  provisions  work  quite  well 
for  manv  years  into  the  future,  and  the  changes  in  the  benefit  provisions  require 
a  considerable  amount  of  technical  consideration.  In  the  next  few  j-enrs,  however, 
changes  should  be  made  in  the  benefit  provisions  to  provide  that  those  retiring 
in  the  next  century  will  get  benefits  that  are  the  same  relationship  to  past  earn- 
ings as  is  the  case  for  those  retirhig  today.  Ruch  a  change  would  provide  greater 
certainty  of  protection  for  covered  workers  and  doing  it  soon  will  prevent  the 
future  reuorting  of  these  large  theoretical  deficits  which  have  been  so  upsetting 
to  beneficiary  and  coiitrilivitor  alike.  Such  a  change  in  the  next  few  years  seems 
generally  agreed  upon.  The  change  has  been  supported  by  the  recent  Advisory 
Council,  the  Boards  of  Trustees,  a  panel  of  outside  consultants  that  recently 
reported  to  the  S?nnte  Finance  Committee,  a  immber  of  independent  experts, 
the  AFL-CIO,  and  bv  organizations  of  senior  citizens.  The  President  has  also 
given  general  approval  to  such  a  change. 
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Thus  it  would  seem  safe  to  assume  that  either  \vage>  and  prices  will  move  in 
such  a  way  as  to  inake  the  benefit  results  of  the  present  automatic  provisions 
reasonable,  or  that  sometime  in  the  ne::t  several  years  the  provisions  will  be 
changed  so  that  benefit  protection  for  contributors  rises  directly  with  wages. 
In  either  case,  the  realistic,  long-range  deficit  that  should  be  addressed  under  the 
assumptions  of  the  Boards  of  Trustees  is  2.9  7o  of  payroll,  not  5.3%.  With  the 
financing  changes  I  suggested  earlier  as  a  solution  for  the  short-run  financing 
problem,  the  long-range  deficit  of  2.9%  of  payroll  becomes  less  thon  2. .5%. 

Mr  Chairman,  the  rest  of  my  statement  goes  into  the  matters  I  have  presented 
in  more  detail.  I  would  propose  that  the  remainder  of  the  statement  merely  be 

inserted  in  the  record.  ,         .    ,     ,     .        .1,^1  1  j* 

Mr.  Chairman,  before  turning  to  a  discussion  of  the  factors  that  have  led  to  a 
current  shortfall  in  social  securitv  financing,  I  would  like  to  stress  one  additional 
point-  Contrary  to  some  reports  I  have  seen,  the  present  shortfall  in  social  security 
financing  is  not  the  result  of  government  irresponsibility.  The  Congress  has  not 
been  voting  increases  in  benefits  and  then  been  unvv-illing  to  vote  the  increased 
contributions  necessary  to  pay  for  the  benefits.  This  is  just  not  so.  Over  the  whole 
lono-  history  of  social  security,  Vv'hen  benefits  have  been  improved,  full  financing, 
based  on  the  best  information  available  has  been  provided  at  the  same  time. 
As  had  been  the  situation  in  the  past,  when  the  social  security  amendments 
providing  for  automatic  cost-of-living  increases  and  a  20%  benefit  increase  were 
sio-ned  into  law  in  1972,  the  svstera  v/as  thought  to  be  adecpiately  financed.  The 
1973  reports  of  the  Boards  of  Trustees  issued  shortly  after  these  amendments 
showed  a  long-range  imbalance  of  \k  of  1%  of  covered  social  security  payroll,  or 
an  imljalance  of  about  5%  relative  to  the  cost  of  the  whole  program  over  the  /O- 
year  period  for  which  social  security  estimates  are  made.  This  relatively  minor 
degree  of  imbalance  was  considered  acceptable  considering  the  major  uncertainties 
attached  to  such  long-range  estimates.  ^    ,^„-     ,  ,  ., 

As  previously  indicated,  the  Trustees  Report,  issued  May  2,  197o,  showed  the 
program  to  be  out  of  balance  for  the  long  run  by  about  5.3%  of  payroll,  or  by 
almost  Yz  relative  to  total  costs,  and  to  need  at  least  some  additional  financing  m 
the  very  near  future.  What  has  happened? 

THE    SHORT-RITN    PROBLEM 

For  the  short-run,  the  main  problem  is  the  unprecedented  economic  situation — 
high  rates  of  inflation  combined  with  a  genera!  slowdown  in  economic  activity. 
The  high  rate  of  inflation  is  resulting  in  substantial  increases  in  benefit  outgo 
under  the  automatic  cost-of-living  provisions  at  the  same  time  that  the  income  of 
the  system  is  substantially  below  expected  levels  because  of  the  high  rate  of 
unemplovment.  As  a  result,  according  to  the  Trustees,  social  security  outgo  will 
exceed  contribution  income  by  over  $3  billion  in  1975,  and  by  nearly  $G  biUion  m 
1976,  and  again  in  1977.  . 

The  fact  that  social  security  benefit  payments  will  exceed  contribution  income 
for  a  short  time  would  not,  in  itself,  be  a  proper  cause  for  concern.  This  is  why 
social  security  has  the  reserves  it  has.  They  should  be  drawn  on  in  a  period  of 
recession  like  the  present.  For  social  security  beneficiaries  to  get  more  money  to 
spend  than  is  being  deducted  from  workers'  earnings  and  paid  by  employers  jis 
social  securitv  contributions  is,  today,  good  for  the  economy.  The  annual  deficit 
cannot,  however,  be  allowed  to  continue.  This  short -run  problem  in  social  security 
financing  is  not  a  matter  of  speculation.  Under  any  reasonable  set  of  assumptions, 
social  security  income  over  the  next  20  to  25  years  falls  short  of  what  is  needed  by 

about  10%.  ,     ,  ,j    ,      V,  T    .1     T 

One  way  to  solve  the  short-run  problem— a  way  which  would  also  help  the  long- 
run  situation — is  to  increase  the  maximum  amount  counted  for  the  computation 
of  benefits  and  for  contributions.  Contribution  rates  are  already  quite  high  (5.S5% 
of  earnings)  and  to  increase  these  rates  which  apply  to  all  covered  workers  above 
the  level  already  scheduled  would  certainly  meet  considerable  resistance  unless 
accompanied  by  major  additional  benefit  protection.  Increasing  the  m.aximum 
benefit  and  contribution  base,  on  the  other  hand,  would  make  the  financing  of  the 
system  more  progressive  and  at  the  same  time  would  increase  protection  for  those 
who  pay  more. 

Under  the  automatic  provisions  of  present  law,  the  maximum  base  rises  as  aver- 
age earnings  covered  by  social  security  increase.  Thus  under  present  law,  the  pres- 
ent maximum  amountcovered  is  $14,100  this  year  and  is  estimated  to  be  $16,500 
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in  1977.  I  would  propose  that  the  maximum  base  be  raised  legislatively  to  $24,000 
in  1977,  or  perhaps  it  could  be  increased  more  gradually  starting  with  a  lower 
figure  in  1977  but  rising  somewhat  more  later  on. 

In  any  event,  the  increase  above  what  would  result  from  the  automatic  provi- 
sions of  present  law  should  not  start  until  1977  for  reasons  of  economic  policy. 
Starting  the  increase  in  1977  would  mean  that  the  change  would  have  no  effect 
until  the  fall  of  1977 — a  time  when  we  should  be  well  on  our  way  to  economic  re- 
cover5\  It  has  little  effect  until  fall  because  it  is  not  until  then  that  any  significant 
number  of  workers  would  have  earnings  exceeding  tlie  $16. .500  base  that  would, 
in  any  event,  be  in  effect  for  1977  under  the  automatic  provisions. 

With  this  higher  benefit  and  contribution  base,  the  contriliution  schedule  in 
present  law  would  substantially  over-finance  the  Medicare  hospital  insurance 
program  for  many  years  into  the  future.  It  would  be  possible,  then,  without  weak- 
ening a  sound  financing  plan  for  Medicare  to  shift  to  the  cash  benefit  program  the 
small  increase  in  the  Medicare  contribution  rate  which  is  now  scheduled  to  occur 
in  1978.  This  scheduled  increase  is  0.2%  of  payroll  for  employees  and  a  like  amount 
for  employers. 

These  changes  in  financing  will  have  two  effects:  (1)  The  cash  benefit  trust 
funds  will  start  to  build  up  again  and  under  the  most  likely  assumptions  the  build- 
up will  continue  past  1985  or  even  much  later.  Specifically,  under  this  proposal, 
instead  of  an  estimated  decline  in  the  trust  funds  of  $5.8  billion  in  1977,  $6  billion 
in  1978,  $G.8  billion  in  1979,  and  $7.7  billion  in  1980,  the  trust  funds  would  decline 
by  only  $600  million  in  1977  and  then  increase  by  $5.2  billion  in  1978,  $6.6  billion 
in  1979,  and  $7.5  biUion  in  1980.  After  these  changes  there  would  be  no  short- 
term  financial  problem  for  either  the  social  securitj'  cash  benefit  program  or  the 
Medicare  hospital  insurance  program.  (2)  The  increase  in  the  contribution  and 
benefit  base  will  increase  the  protection  as  well  as  the  payments  for  the  15% 
of  wage  earners  who  are  not  now  paying  social  security  contributions  on  their 
full  earnings.  For  example,  a  person  earning  at  the  maximum  amount  covered 
by  social  security  and  age  55  in  1977  would  get,  when  he  or  she  retired  at  65,  a 
benefit  of  over  $100  a  month  above  what  he  or  she  would  get  imder  present  law. 
An  individual  earning  the  maximum  amount  and  age  60  in  1977  would  get  about 
$50  a  month  more  than  under  present  law  when  he  or  she  retires  at  65. 

The  short-run  problem  in  social  security  financing  is  easily  manageable  in  this 
way,  while  retaining  the  self-financing  principles  that  have  been  traditional 
in  the  American  social  security  system.  This  approach  avoids  the  need  for  higher 
contribution  rates.  It  is  also  greatly  to  he  preferred,  in  my  opinion,  to  the  pro- 
posal made  by  the  majority  of  the  Advisory  Council  to  finance  all  of  the  Medicare 
hospital  insura.nce  program  out  of  general  revenues  (five  of  the  13-member  Council 
dissented  from  this  recommendation).  Making  Medicare  entirely  dependent  on 
general  revenues  could  easily  lead  to  a  loss  of  the  concept  of  a  right  to  benefits 
and  to  the  introduction  of  a  means  test  into  the  program.  Instead  of  a  social 
insurance  program,  Medicare  might  in  this  way  be  turned  into  a  relief  program. 

THE  PROBLEM  IN  THE  NEXT  CENTURY 

There  may  also  be  a  longer-run  problem  in  social  securitj'-  financing.  But  the 
5.3%  of  payroll  actuarial  imbalance  mentioned  by  the  Trustees  is  m.ade  up  of  two 
quite  distinct  parts;  they  need  to  be  considered  separately.  First  of  all,  about  45% 
of  this  imbalance,  2.4%  of  payroll,  arises  solely  because  the  wage  and  price  assump- 
tions used  in  the  estimates  would  result  in  the  next  century  in  benefit  protection 
rising  over  50%  more  than  the  assumed  increases  in  wages.  A  high  proportion  of 
people,  under  these  assumptions,  would  get  benefits  when  they  retired  higher  than 
any  wages  they  had  ever  earned.  In  other  words,  the  benefit  results  of  the  set  of 
assumptions  used  by  the  Trustees  would  be  ridiculous  and  would  never  be  allowed 
to  go  into  effect.  The  law,  of  course,  would  be  changed  long  before  such  a  situation 
was  reached  because  the  results  are  clearly  contrary  to  program  purpose.  There- 
fore, the  estimate  of  an  actuarial  imbalance  that  should  be  realistically  considered 
is  2.9%  of  payroll,  not  5.3%. 

But  let's  go  into  the  nature  of  the  automatic  provisions  somewhat  more  at  this 
point  to  discover  what  it  is  about  the  provision  that  makes  it  even  theoretically 
possible  for  social  security  benefit  protection  increases  to  run  way  ahead  of  in- 
creases in  the  general  level  of  living. 

The  problem  with  the  present  automatic  provision  is  that  protection  may  rise 
under  certain  circumstances  less  than  wages  rise  or  under  other  circumstances 
more  than  wages  rise,  depending  on  the  movement  of  wages  and  prices.  The 
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■desirable  goal  would  be  to  have  an  automatic  system  which  paid  benefits  in  the 
long-range  future  which  were  the  same  proportion  of  earnings  just  before  retire- 
ment as  are  paid  to  people  retiring  today.  In  the  event  that  the  country  wished  to 
provide  protection  that  was  a  greater  proportion  of  future  wages  than  is  supplied 
today,  this  should  be  done  by  new  legislation. 

The  present  automatic  provisions  are  particularly  vulnerable  to  a  high  average 
rate  of  inflation  over  the  long  run.  With  relatively  low  average  price  increases 
from  vear  to  vcar,  sav  2%,  the  present  system  works  quite  well,  but  if  one  assumes 
hiiih  avf.rage'rates  of  inflation  for  the  next  75  years— say  4%  or  5% — it  does  not. 

This  is  how  the  automatic  provisions  in  present  law  work:  Once  people  start 
receiving  benefits,  the  amount  payable  is  kept  up  to  date  automatically  with 
increases  in  the  consumer  price  index.  Except  for  the  fact  that  the  adjustment 
needs  to  be  more  frequent  and  should  be  made  in  relation  to  a  special  price  index 
for  the  elderlv  and  poor — this  part  of  the  provision  works  well.  For  people  on  the 
benefit  rolls,  the  automatic  provisions  provide  for  the  protection  of  the  purchasing 
power  of  the  benefit.  It  is  assumed  that  from  time  to  time  Congress  may  wish  to 
raise  b-^nefits  further  to  adjust  them  to  improvements  in  the  level  of  living  of  the 
communitv  generallv,  but  the  automatic  provisions  merely  protect  the  purchasing 
power  of  beneficiaries.  I  would  not  propose  to  change  this  in  any  fundamental 
wav  and  neither  would  the  recent  Advisory  Council  on  Social  Security. 

For  those  who  have  not  yet  retired — those  still  contributing  to  the  program. — 
the  automatic  provisions  do  much  better  than  keep  the  protection  up  to  date 
with  prices.  The  benefits  payable  to  a  retired  worker  are  determined  by  a  table 
in  the  social  securitv  law.  For  each  average  monthly  wage  interval,  as  defined 
for  social  securitv  purposes,  there  is  a  specified  retirement  benefit  amount.  Now, 
under  the  automatic  provisions,  when  the  consumer's  price  index  goes  up,  the 
benefit  amount  for  each  average  wage  interval  is  increased  by  the  same  percentage 
as  the  rise  in  the  CPI.  Thus  a  $300  a^•erage  monthly  Avage  in  May  proauced  a 
benefit  of  $214.40.  In  June  there  was  an  8%  benefit  increase  and  the  table  in  the 
law  has  been  rewritten  so  that  in  the  future  an  average  monthly  wage  of  $300 
will  produce  an  8%  higher  benefit,  or  $231.70.  This  change  provides  full  com.pen- 
sation  for  the  price  increase. 

As  prices  rise,  however,  so  do  earnings,  and  the  higher  wages  are  included  in  the 
computation  of  the  average  monthly  wage  on  which  the  social  security  benefit 
is  based.  Thus,  when  it  comes  time  for  the  worker  who  had  been  earning  a  $300 
wage  to  retire,  his  average  will  no  longer  be  $300  but — dejjending  on  the  number 
of  wage  increases  that  have  accumulated  over  his  working  lifetime — may  be 
$400,  S500,  or  $600.  So  when  it  comes  time  to  compute  his  benefit,  it  is  no  longer 
the  benefit  shown  in  the  table  for  the  $300  average  wage  that  counts,  but  the 
benefit,  amount  related  to  some  much  higher  average  wage.  It  is  a  combination, 
then,  of  the  increase  in  the  social  security  benefit  for  a  particular  average  wage- 
level — an  increase  which  alone  fully  reflects  the  higher  cost  of  Hving — plus  the 
increase  in  the  average  itself  which  results  in  an  updating  of  the  level  of  protection 
for  tho^e  still  contributing  to  the  program.  This,  of  course,  is  considerably  more 
than  enough  to  keep  up  with  prices. 

The  question  becomes:  How  much  more  than  prices?  If  the  protection  is  kept 
up  to  date  enough  more  than  prices  so  as  to  keep  up  with  wages,  the  result  would 
seem  to  be  highly  satisfactory.  This  would  mean  that  social  security  protection 
was  keeping  up  to  date  with"  increases  in  the  general  level  of  living  of  the  com- 
munitv  and  that  the  ratio  of  social  security  benefits  to  earnings  just  before 
retirtment  remained  stable.  This  is  approximately  what  does  happen  if  one 
assumes  an  average  productivity  increase  of  2%  a  year  and  a  relatively  low  infla- 
tion rate,  say  2%.  On  the  other  hand,  as  I  indicated,  if  you  assume,  as  the  Trustees 
did,  an  inflation  rate  of  4%  and  a  productivity  increase  of  2%,  so  that  while 
prices  rise  at  4%  a  year,  wages  are  rising  at  6%,  the  combined  cumulative  effect 
is  that  benefit  protection  in  the  next  century  increases  much  more  than  wages. 
If  one  assumes  an  average  rate  of  inflation  of  5%  with  wages  rising  at  7%,  the 
cumulative  effect  on  the  relationship  of  benefits  to  wages  earned  is  even  more 
ridiculous  with  still  larger  numi^ers  of  people  receiving  benefits  greatly  in  excess 
of  th<-ir  highest  wages. 

On  the  other  hand,  there  is  no  actuarial  deficit  at  all  if  the  rate  of  inflation  is 
keut  to  2%  on  the  average  and  wage  increases  average  5%  because  under  these 
fissuniptions  benefit  protection  does  not  even  keep  pace  with  wage  increases. 

'the  way  to  cure  the  appearance  of  a  financing  problem  that  arises  from  the 
s^ensitivity  of  the  formula  to  assumptions  about  the  rate  of  inflation  is  to  change  the 
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formula  so  that  benefit  protection  rises  directly  with  increases  in  wages.  This  is  a 
good  idea  anyway  because  it  stabilizes  the  relationship  of  benefits  to  wages  and 
gives  contributors  the  security  of  knowing  what  percent  of  their  wages  at  retire- 
ment will  be  paid  in  benefits.  At  the  same  time  the  current  estimate  of  a  long- 
range  actuarial  imbalance  of  5.3%  of  payroll  is  reduced  to  2.9%  by  tills  one  change. 
The  Advisory  Council  proposal  to  base  benefits  on  a  system  of  wage  indexing — a 
sj^stem  similar  to  the  one  used  for  some  time  in  West  Germany — seems  to  me  a 
good  way  to  accomplish  the  objective.  It  provides  that  benefits"  in  the  long-range 
future  will  be  the  same  proportion  of  earnings  just  before  retirement  as  are 
benefits  being  paid  today  to  people  retiring  today.  This  would  give  contributors 
the  security  that  they  need  and  would  remove  from  the  discussion  of  long-range 
social  security  financing  the  highly  unreal  "cost"  attributable  to  assumptions  that 
show  benefit  protection  outpacing  wage  increases. 

THE    LONG-RANGE    EFFECT    OF    THE    PROPOSALS    MADE    TO    SOLVE    THE    SHORT-RUN 

PROBLEM 

The  estimate  of  2.9%  of  paj^roll  actuarial  deficit  jjrojected  over  the  next  7.5 
years  would  be  reduced  to  imder  2. .5%  as  a  result  of  raising  the  maximum  benefit 
and  contribution  base  to  $24,000  in  1977  and  by  applying  the  scheduled  1978 
increase  in  the  contribution  rate  to  the  cash  benefit  program,  as  recom.mended 
earlier.  Thus,  under  the  latest  estimates  of  the  Trustees  we  have  left  a  possible 
actu.arial  deficit  of  under  2.-5%  of  payroll,  all  of  which  occurs  in  the  next  century. 
What  causes  this  possible  deficit? 

THE  PROBLEM  OF  THE  NEXT  CENTURY 

The  1975  reports  of  the  Boards  of  Trustees  indicate  that  under  certain  popula- 
tion assumptions  there  will  need  to  be  significant  additional  social  security  financ- 
ing because  of  very  dramatic  changes  in  the  age  composition  of  the  population. 
These  changes  arise  from  the  assumption  that  the  low  fertility  rates  of  recent  years 
will  continue.  Since  1957,  the  expected  number  of  births  per  woman  has  steadily 
declined  from  the  rate  cf  3.77  estimated  for  that  vear.  By  1965,  the  rate  was  2.93; 
by  1970,  2.48;  and  by  1974  it  was  1.9. 

The  Trustees  have  assumed  that  the  decline  v/ill  continue  until  the  rate  reaches 
1.7  in  fiscal  year  1977  and  that  the  rate  will  then  slowly  climb  to  an  ultimate 
level  of  2.1  children  per  woman  in  2005,  a  rate  which  is  about  the  rate  producing 
zero  population  growth  in  the  long  run.  The  results  of  the  change  to  this  assump- 
tion from  the  assumption  of  2.5  children  per  woman  used  in  the  1973  report  (the 
report  which  found  the  system  to  be  in  balance)  are  startling.  Instead  of  the 
United  States  population  moving  up  from  220  million  in  1974  to  312  million  in 
the  year  2000,  and  to  515  million  bj^  2050,  under  the  1975  assumptions  there 
will  be  264  million  in  the  year  2000  and  308  million  in  2050,  with  near  zero  popu- 
lation growth  being  reached  at  that  time. 

But  it  is  the  shift  in  the  age  composition  of  the  n.-innlnt.ion  that  is  so  significant 
for  social  security  financing.  In  1940  there  were  77  million  persons  in  the  group 
of  working  age — 20  to  64— and  9  million  people  over  65,  a  ratio  of  11.7  aged 
persons  for  every  100  persons  of  working  age.  Comparable  figures  in  1974  are 
120  million  and  22  million,  for  a  ratio  of  18.3  aged  for  every  1 00  persons  of  working 
age.  Under  the  assumption  in  the  1975  Trustees'  report,  there  are  only  minor 
fluctuations  in  this  ratio  between  now  and  2010,  but  at  that  time  the  growth  in 
the  age  20-64  population  comes  to  a  halt,  while  the  number  of  people  aged  65 
and  over  shoots  up  from  33  million  in  2010  to  51  million  in  2030,  resulting  in  a 
ratio  of  31  people  past  65  for  every  100  persons  of  working  age.  (See  table 
attached.) 

Thus  the  result  of  assuming  the  continuation  of  the  low  fertility  rates  of  the 
recent  past  is  a  population  distribution  beginning  about  2010  that  will  require 
the  active  labor  force  to  support  a  much  larger  retired  i^opulation  relative  to  the 
size  of  the  labor  force  than  is  now  true.  This  is  so,  of  course,  quite  aside  from 
social  security.  With  these  population  changes,  if  all  the  support  for  the  retired 
aged  were  to  come  from  private  pensions,  or  a  negative  income  tax,  or  from  private 
savings,  or  relief,  or  the  support  of  working-age  children,  the  fundamental  eco- 
nomic fact  would  still  be  that  it  would  take  a  higher  proportion  of  the  goods  and 
services  produced  by  active  workers  in  the  next  century  to  support  older  people 
than  it  will  in  this  centur}^,  assuming  a  continuation  of  the  same  relative  living 
standards  between  the  two  age  groups. 
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Fortunatelj^,  the  increasing  demand  on  goods  and  services  by  tlie  aged  resulting 
from  these  new  population  projections  will  be  oflFset  by  a  decline  in  the  number 
of  younger  dependents.  If  we  look  not  just  at  the  elderly  but  at  the  combined 
number  of  people  below  20  and  over  65  and  consider  this  combined  group  to  be 
the  number  to  be  supported  by  active  workers,  we  get  a  very  different  picture  than 
when  looking  at  the  aged  alone.  Even  allowing  a  higher  per  person  living  cost  for 
older  people  than  for  children,  it  still  can  be  said  with  considerable  confidence 
that  the  kind  of  population  shift  that  would  occur  under  the  1975  Trustees' 
assumptions  does  not  represent  an  increase  in  the  overall  economic  burden  on 
active  workers,  but  rather  an  increased  obligation  to  support  older  people,  balanced 
by  a  lessening  of  the  obligation  to  support  children.  (See  table  attached.) 

From  the  narrow  point  of  view  of  the  closed  system  of  social  security,  however^ 
there  may  well  be  a  problem.  Since  about  four-fifths  of  the  cost  of  tlie  system  is 
for  the  payment  of  benefits  to  older  people,  the  lower  cost  to  the  system  for  bene- 
fits to  children  is  offsetting  to  onlj-  a  minor  degree.  Looked  at  strictly  from  the 
standpoint  of  the  social  security  sj'stem  in  the  next  centurj^,  the  issue  could 
well  become  how  the  "savings"  to  active  workers  from  the  lessened  burden  of 
raising  children  can  be  translated  into  a  willingness  to  pay  higher  contribution 
rates  for  retirement  protection. 

EVALUATING    THE    LONG-RANGE    ESTIMATES 

But  how  certain  is  this  short-fall  in  social  security  financing?  Will  there  really 
be  a  problem  of  financing  social  security  in  the  next  century? 

Perhaps  the  first  point  to  be  dealt  with  in  answering  this  question  is  to  ask 
whether  it  is  reasonable  to  expect  fertility  rates  to  remain  below  the  rate  needed 
for  zero  population  growth  until  2005  and  then  stabilize  at  the  zero  population 
growth  rate  of  2.1.  If  we  look  not  at  the  period  just  since  1957  but,  say,  over  the 
last  75  years,  there  have  been  many  ups  and  downs  in  the  fertility  rate  in  the 
United  States.  It  was  high  at  the  turn  of  the  century,  dropped  sharph'  during 
the  depression  of  the  1930s,  began  to  rise  during  World  War  II,  and  remained 
on  the  rise  until  1957.  If  the  fertility  rate  were  to  rise  quickly  to  the  2.5  level — 
about  where  it  v.'as  from  1967  through  1970 — there  would,  of  course,  be  no  social 
security  financing  problem  of  the  t.ype  now  anticipated. 

Population  experts  have,  on  the  record,  not  been  particularly  successful  at 
predicting  fertility  rates,  and  in  that  sense  everyone  can  take  his  choice  on  thfr 
basis  of  experience.  Yet,  it  would  seem  im]:)rudent  to  count  on  there  being  a  major 
reversal  of  the  long-extended  decline  in  the  fertility  rate  since  1957  and  in  this 
waj^  dismiss  any  long-range  social  securitj^  financing  problem.  The  widespread 
knowledge  about,  and  availability  of,  inexpensive  (for  the  United  States)  methods 
of  contraception,  the  tendency  to  prefer  a  higher  level  of  living  made  possible  b}^ 
a  smaller  family,  and  the  widely  recognized  major  social  reasons  for  zero  popula- 
tion growth  persuade  me  that  it  is  reasonable  to  base  jirojections  of  social  security 
costs  on  a  fertility  rate  ultimately  producing  zero  population  growth.  I  believe 
we  should  assume  that  there  will  be  a  larger  number  of  those  who  will  take  out 
of  the  social  security  funds  in  the  next  century  relative  to  those  who  will  pay  in, 
as  compared  with  what  has  previously  been  assumed  to  be  the  case. 

But  we  have  been  ignoring  another  fundamental  factor.  If  productivity  were 
to  increase  enough,  and  if  some  of  the  increase  were  used  disproportionately  to 
support  the  aged,  the  cost  effects  of  the  population  shift  could  be  offset  rather 
painlessly.  It  may  well  be  that  our  recent  experience  of  very  low  or  even  zero 
increases  in  productivity  have  made  us  unduly  pessimistic  about  the  level  of 
productivity  increases  for  the  long  run.  Perhaps  o\'er  the  next  75  years  we  will 
achieve  an  average  increase  of  2}i%  or  3%  a  year  instead  of  the  2%  assumed  in 
the  various  recent  cost  estimates.  When  we  can  begin  to  place  major  reliance  on 
new  power  sources  (hopefully  in  the  next  century  not  only  on  the  conventional 
Avater-cooled  nuclear  fission  reactor  of  today,  but  on  the  much  more  efficient 
liquid  metal  n^actor,  the  power  breeder,  and  perhajis  on  safer  and  what  might 
prove  to  be  even  more  efficient  thermonuclear  fusion,  plus  solar  and  gec<physical: 
power  sources)  perhaps  pr(-)ductivity  increases  will  be  at  significantl.y  higher  rates 
than  for  the  last  20  years  when  we  experienced  slightly  less  than  2%  average 
increases.  For  the  perird  from  2000  to  2050,  say,  there  need  be  no  lack  of  industrial 
power,  and  the  application  of  the  scientific  metliod  to  production  and  the  efficient 
use  and  reuse  of  raw  materials  has  a  long  way  tt)  go. 
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Thus  it  could  he  that  the  anticipated  problem  for  social  security  financing 
caused  by  the  expected  population  shift  may  not  occur,  either  t)ecause  the  fertihty 
rate  rises  quiclvly  to  the  1970  level  or  because  productivity  increases  are  greater 
than  has  been  assumed.  As  indicated,  however,  it  seems  prudent  to  assume  that 
the  demographic  shifts  will  occur.  And,  at  the  same  time,  it  would  not  seem 
prudent  to  count  on  optimistic  productivity  projections  to  fully  offset  these 
demographic  shifts.  On  the  contrary,  the  ])rudent  course  would  seem  to  be  to 
consider  a  2.5%  of  payroll  long-range  actuarial  deficit,  while  by  no  means  certain, 
to  be  a  real  jDossibility  even  after  we  have  modified  the  benefit  formula  and  done 
the  things  that  should  be  done  about  short-run  financing.  After  all,  although 
unlikely,  it  is  possible  that  fertility  rates  would  stay  below  those  needed  for  zero 
population  growth  and  that  the  increase  in  productivit}^  might  be  even  less  than 
the  2%  increases  now  being  assumed. 

One  thing  that  can  be  done  to  reduce  the  possibility  of  such  a  deficit  in  the  next 
century  has  to  do  Avith  the  declining  rate  of  labor  force  participation  by  older 
people. 

The  most  signifi.cant  social  trend  causing  higher  than  necessary  social  security 
costs  in  the  next  century  is  this  trend  toward  earlier  retirement.  In  the  Trustees' 
reports  the  actuaries  assume  a  continuation  of  this  trend — an  assumption  that 
results  in  additional  costs  to  the  sj^stem.  If  we  could  reverse  this  trend  and  have 
greater  labor  force  participation  among  older  people  in  the  next  century  than  we 
have  today,  there  could  be  a  significant  saving  for  social  security  over  the  costs 
currently  estimated. 

There  may  well  be  a  question  Avhether  a  policy  of  earlier  and  earlier  retirement 
makes  sense — either  for  the  indi\idual  or  for  society — when  one  considers  the 
probability  of  more  older  people  living  somewhat  longer  and  with  a  high  propor- 
tion of  those  in  the  yoimger  part  of  the  aged  population  being  in  reasonably  good 
health.  One  quite  possible  and  highly  rational  response  to  the  change  in  the  age 
distribution  of  the  population  now  being  predicted  would  be  for  society  to  em- 
ploy a  higher  proportion  of  older  people  rather  than  a  lower  proportion  as  has 
been  assumed  in  the  cost  estimates. 

The  most  finidameutal  determinant  of  the  cost  of  pensions  is  the  jDroportion 
of  the  aged  group  that  is  productively  employed.  This  is  true  becoAise  prix'ate 
plans  almost  alwaj^s  i-equire  retirement  from  the  particular  employer  or  industry 
as  a  condition  of  drawing  benefits,  and  social  security  reduces  benefits  in  pro- 
portion to  earnings  for  those  who  earn  more  than  relatively  low  exempt  amounts. 
(It  is  to  be  noted  that  if  social  security  financing  is  to  gain  suVjsTantially  Oy  any 
increase  in  labor  force  participation  by  older  people,  the  system  must  remain  a 
retirement  sj^stem  and  not  paj^  benefits  to  older  people  whether  they  continue 
to  work  full  time  or  not.) 

In  summary,  I  believe  we  should  plan  for  the  continuation  of  a  low  fertility 
rate.  The  result  may  not  be  as  serious  as  the  latest  Trustee's  report  shows,  but 
I  do  believe  that  after  2010  there  will  be  a  larger  number  of  peojjle  taking  out  of 
social  security  as  compared  to  those  paying  in  than  has  pre\iously  been  assiuned. 
To  counter  this  situation  I  would  urge  that  we  support  measures  to  increase  labor 
force  participation  rates  among  older  people.  I  believe,  also,  that  as  the  Advisory 
Council  has  recommended,  we  should  modify  the  automatic  provisions  of  present 
law  sf)  that  contriliutions  have  the  certainty  of  benefits  rising  A\'ith  future  wages. 
This  change  has  the  additional  result  of  showing  a  substantial  reduction  in  the 
cost  of  the  program  as  compared  with  the  n  ost  recent  estimates.  I  would  also 
raise  the  maximum  earnings  base  to  $24,000  in  1977,  allocate  the  0.2%  of  payroll 
increase  in  the  contribution  rate  scheduled  for  1978  to  the  cash  benefit  program 
rather  than  to  Medicare,  and  move  up  the  rate  increase  now  scheduled  for  2011. 
These  changes,  under  the  Trustees'  assumptions,  adequatel}'  finance  the  cas  h 
benefit  program  for  at  least  3o  to  40  years  in  the  future. 

If  in  the  next  century  it  turns  out  that  tliese  changes  are  insufficient  to  fully  sup- 
port the  program  on  a  self-financed  basis,  I  would  favor  the  gradual  introduction 
of  a  government  contribution.  But  there  is  no  hurr,y  about  this  desicion.  The  need 
for  such  a  government  contribution  rests  on  highly  speculative  assumptions  about 
what  will  occur  many,  many  years  into  the  future — assumptioi»s  about  fertility 
rates,  mortality  rates,  labor  force  participation  rates  by  older  people  and  th(^ 
productivity  increases  we  may  expect. 

In  any  event,  the  one  out  of  seven  Americans  now  drawing  social  security 
benefits,  and  the  100  million  peojjle  contributing  to  the  progratu  each  year  have 
every  right  to  feel  seciu'e  that  their  government  will  keep  its  jiart  of  the  social 
security  compact.  Tiie  financing  problems  of  social  security,  both  in  the  short  and 
in  the  long  run  are  of  clearly  manageable  proportions. 
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ACTUAL  PAST  AND  PROJECTED  FUTURE  POPULATION  OF  THE  UNITED  STATES  BY  BROAD  AGE  GROUPS,  AND 

DEPENDENCY  RATIO 


Population  (In  thousands) 

Depeti 

idency  ratio  i 

Year 

Under  20 

20  to  64 

65  and  over 

Total 

Under  20   65 

and  over 

Total 

1930  2 

47,609 

68, 438 

6,634 

122, 681 

69.6 

9.7 

79.3 

1940  2 

45,306 

77,344 

9,019 

131,669 

58.5 

11.7 

70.2 

19502 

51,295 

86,  664 

12,257 

150,216 

59.2 

14.1 

73.3 

19602 , 

73,116 

98, 687 

17, 146 

188,  949 

74.1 

17.4 

91.5 

19702.. 

80,637 

112,500 

20,  655 

213,792 

71.7 

18.4 

90.0 

1973  2 , 

79,665 

117,956 

21,916 

219,  533 

67.5 

18.6 

86.1 

19903... 

71,929 

147,457 

28,  789 

248, 176 

48.8 

19.5 

68.3 

20003 

76,333 

157,038 

30,214 

263,  585 

48.6 

19.2 

67.8 

20103... 

76,222 

167,  432 

32,  662 

276,316 

45.5 

19.5 

65.0 

20203. 

78,561 

167, 873 

42,  061 

283,  494 

45.8 

25.1 

71.9 

20303 

80,768 

164,  636 

51,227 

296,  632 

49.1 

31.1 

80.2 

20403 

81,989 

169,  501 

50,  806 

302,  296 

48.4 

30.0 

78.4 

20503 

84,462 

173,  843 

49,  352 

307,  657 

48.6 

28.4 

77.0 

>  Dependency  ratio  is  here  defined  as  the  total  number  of  persons  aged  under  20  and/or  over  65  per  hundred  persons 
aged  20  to  64. 

2  Figures  for  1930,  1940,  and  1950  are  for  the  United  States  according  to  census  counts.  Figures  for  1960  and  1970  are 
according  to  census  counts  and  include  adjustment  for  other  areas  covered  by  social  security  as  well  as  for  net  under- 
count.  Figures  for  1973  are  census  estimates  for  the  United  States  including  net  undercount,  plus  an  adjustment  for 
other  areas  covered  by  social  security. 

3  Basedon  the  population  projections  prepared  by  the  Office  of  the  Actuary  for  the  1975  long-range  cost  estimates.  Source: 
Office  of  the  Actuary,  Social  Security  Administration. 

Mr.  BuEKE.  Mr.  Cotter. 

Mr.  Cotter.  Thank  you,  Mr.  Chairman. 

Mr.  Ball,  you  mentioned  increasing  the  wage  base  to  $24,000 
in  1977. 

Mr.  Ball.  Yes. 

Mr.  Cotter.  For  us  to  act  now  to  have  it  effective  in  1977,  then 
is  that  correct? 

Mr.  Ball.  Yes. 

Mr.  Cotter.  Have  3''ou  given  any  thought  to  what  the  economic 
impact  of  that  increase  would  be  on  the  economy? 

Mr.  Ball.  Yes,  I  have.  The  reason  that  I  would  recommend  that 
you  act  nov»^  but  with  an  effective  date  for  1977,  is  that  a  wage  base 
increase  has  almost  no  economic  impact  until  the  fall  of  the  year  in 
which  you  put  it  into  effect.  That  is  clear,  I  am  sure,  because  at  that 
time  the  wage  base  under  the  automatic  provisions  would  be  roughly 
$16,500.  Ver}'-  few  people  would  have  gone  over  $16,500  until  the 
fall  of  the  year. 

At  that  time,  if  you  had  the  $24,000  base  you  would  start  to  collect 
more  money  from  people  who  earn  more  than  $16,500,  but  not  until 
then,  and  it  has  seemed  to  me  that  recovery  should  be  at  a  phase 
hopefully  much  before  the  fall  of  1977,  but  certainly  by  the  fall  of 
1977,  where  the  economic  impact  of  a  reduction  of  purchasing  power 
on  the  part  of  the  15  percent  of  workers  who  would  be  affected  by 
this  change  would  certainly  not  be  unacceptable  from  the  stand- 
point of  economic  policy,  and  just  speculatively  I  can  imagine  that  we 
might  even  be  glad  to  have  a  slight  lack  of  expansionism  by  the  fall 
of  1977. 

Mr.  Cotter.  But  that  difference  between  $16,500  and  $24,000, 
5  percent,  appears  to  me  to  be  a  lot  of  money  that  you  are  taking 
out  of  the  economy. 

Mr.  Ball.  It  is  an  increase  of  about  7  percent. 

As  I  sa3',  would  not  suggest  doing  it  earlier.  However  you  do  it, 
contribution  rate  increase  or  the  wage  base,  whatever  you  do,  when- 
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ever  you  do  it  the  impact  of  it  is  to  reduce  the  purchasing  povv'er  of 
workers,  and  I  would  not  want  to  see  either  one  done  until  1977. 

The  wage  base  increase  comes  a  little  later.  It  comes  in  the  fall 
of  1977. 

Mr.  Cotter.  You  also  mentioned  about  putting  general  revenue 
money  in  at  some  point  if  necessary.  When  would  that  be,  or  when 
do  you  envision  it?  If  the  $24,000  is  not  sufficient,  is  that  what  you 
had  in  mind? 

Mr.  Ball.  Yes;  I  would  like  to  solve  the  financing  problems  of 
social  security  for  the  next  35  to  40  years  without  general  revenue. 

Mr.  Cotter.  You  feel  the  $24,000  base  would  do  it? 

Mr.  Ball.  Would  do  it  with  the  rescheduling  of  contribution  rates 
alread}^  in  the  present  law.  You  would  have  to  do  both.  That  would 
carry  you  to  probabl}^  around  2015.  As  we  approach  that  time  there 
is  a  great  deal  of  additional  knov/ledge  that  v/e  will  have  the  closer  we 
get  to  it,  whether  this  is  really  going  to  develop.  It  depends  on  such 
things  as  whether  the  fertility  rate  assumptions  that  the  actuaries 
have  adopted  turn  out  to  be  the  right  ones.  All  you  have  to  do  is  come 
back  to  the  fertility  rate  very  quickly  to  about  where  it  was  in  the  late 
1960's  and  this  problem  disappears.  Even  if  the  actuaries  are  right  on 
this  selection  of  fertilitj^  rates,  if  we  v/ere  fortunate  enough  to  have 
somewhat  higher  productivity  increases  than  have  been  assumed,  a 
large  part  of  the  problem  could  be  handled  by  a  reallocation  of  part  of 
that  productivity. 

So  that  I  am  not  quarreling  with  the  general  size  of  this  2.5  percent 
of  payroll  long-range  deficit  that  would  remain  after  what  I  am 
proposing  w&s  adopted  but  I  am  saying  we  don't  really  know.  It  is  a 
long  way  off.  If  it  turns  out  to  be  correct  I  think  a  gradual  introduction 
of  general  revenue  would  be  a  satisfactory  answer,  but  I  say  we  don't 
have  to  face  it  now. 

Mr.  Cotter.  Thank  j^ou  very  much. 

Mr.  Burke,  Mr.  Ai'cher. 

Mr.  Archer.  Mr.  Ball,  you  do  not  mention  what  your  recommenda- 
tions would  do  to  the  disability  fund. 

Mr.  Ball.  I  should  have  been  more  specific  on  that,  sir.  I  was 
treating  both  the  cash,  that  is  old  age  and  survivors  and  disability 
as  a  single  cash  program  and  these  deficits  that  I  am  speaking  to  are 
for  the  combined  program. 

But  you  make  a  very  good  point.  A  significant  part  of  the  increase 
in  the  deficit  shown  by  the  1975  trustees  report  is  because  of  changed 
expectations  about  the  amount  of  disability  that  they  are  now  pro- 
jecting as  a  result  of  recent  experience  in  the  disability  program. 

Mr.  Archer.  From  your  background  and  experience  in  the  program, 
can  you  give  this  committee  any  msight  as  to  why  you  think  the 
increase  has  been  so  dramatic  in  the  disability  benefits,  far  beyond 
any  projections  that  the  actuaries  had  made? 

Mr.  Ball.  I  really  have  not  been  able  to  pin  that  down  and  I  don't 
believe  the  Social  Security  Administration  has,  and  j^our  own  staff  of 
your  committee  working  together  with  the  Librar}^  of  Congress  issued 
a  comprehensive  report  on  this  matter. 

It  has  not  been  possible  to  determine  whether,  for  example,  there 
has  actually  been  a  liberalization  of  administrative  decision.  That 
possibly  is  one  part  that  over  time  ^^ith  court  decisions  and  precedent 
decisions  there  is  some  liberalization.  Personally,  I  think  there  might 
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be  some  but  I  don't  think  it  has  been  a  major  thing.  Speculation, 
again,  but  I  tliink  this  one  I  would  be  quite  sure  has  some  merit  to  it, 
is" that  as  the  program  has  become  better  known,  you  get  people  filing 
-for  claims  who  probably  in  the  early  days  didn't  file. 

Now,  the  rate  of  disability  allowance  of  those  who  have  filed  an 
application  has  not  varied  a  great  deal  over  the  years  but  you  may 
be  getting  a  higher  proportion  of  those  who  potentially  could  get 
benefits,  and  that  could  explain  somewhat  the  increased  disability 
favorable  decisions  as  the  proportion  of  the  total  exposed  population. 

I  am  inclinded  also  to  think  that  there  should  be  some  changes  in 
the  administrative  arrangements  in  disability  that  would  assure  us 
that  we  were  getting  more  uniform  decisions  both  in  the  initial  deter- 
mination and  in  the  appeals  process. 

You  will  remember  that  this  is  a  contracted  out  decision  in  the 
first  instance  with  the  State  and  so  you  have  50  different  jurisdictions 
although  operating  under  Federal  regulation,  nevertheless,  with  rnore 
independence  than  if  they  were  directly  a  part  of  the  Federal  decision- 
making establishment. 

Then  you  have  a  highly  independent  appeals  group  really  with 
all  the  protection  of  independent  judges  looking  at  individual  cases 
with  a  tendency  toward  overturning  the  cases  that  come  up  to  them. 
I  think  both  of  those  things  led  to  kind  of  an  increase  in  the  cases. 

Mr.  Archer.  I  was  surprised  at  your  comment  that  the  Congress 
was  not  responsible  for  the  deficit  in  funds.  If  my  recollection  is 
correct,  the  actuaries  under  the  standard  level  of  earnings  concept 
said  that  they  had  an  accuracy  of  0.1  percent  of  payroll  plus  or  minus, 
and  that  they  had  that  tolerance  that  they  could  work  within,  but 
that  when  we  went  on  the  d^mamic  earnings  concept  in  1972  the 
actuaries  said  that  they  would  have  to  have  a  tolerance  of  plus  or 
minus  0.5  percent  of  payroll. 

In  other  words,  the}^  could  not  be  as  accurate  in  their  projections 
and  it  has  turned  out  that  they  have  been  10  times  more  inaccurate 
than  what  they  told  us  at  that  time. 

Now  we  are  at  a  minus  5.32  percent,  which  you  have  talked  about 
and  broken  down.  In  1972,  the  Ways  and  Means  Committee  never 
deliberated  this  increase.  There  was  never  any  detailed  consideration 
given  to  it.  It  was  adopted  in  the  conference  committee  and  I  under- 
stood that  there  were  reservations  that  were  presented  at  the  time 
as  to  what  we  were  doing  with  the  20-percent  increase  in  benefits, 
and  no  increase  in  taxes.  But  I  do  know  that  in  1973  as  a  member 
of  the  Ways  and  Means  Committee  that  I  participated  in  a  very 
cursor}^  consideration  of  what  was  done  in  1973,  and  we  were  specifi- 
cally told  by  the  actuaries  that  since  we  had  gone  to  this  dynamic 
level  of  earnings  concept  that  they  were  not  going  to  be  as  accurate. 
Whereas,  before  under  the  standard  level  earnings  concept  the 
Congress  had  never  approved  a  program  that  was  below  minus  0.1 
percent  of  payroll  because  that  is  the  tolerance  that  the  actuaries 
said  they  could  live  with,  but  because  they  became  less  accurate  the 
majority  in  Congress  decided  it  would  build  a  deficit  of  0.5  percent 
of  payroll  into  the  program  because  of  the  greater  tolerance  of 
inaccuracy. 

That  to  me  makes  no  sense  whatsoever.  I  suppose  by  that  same 
concept  you  would  say  it  would  be  responsible  for  the  Congress  to 
say  that  since  the  tolerance  now  is  plus  or  minus  5.32  percent  that 
we  can  plan  a  5.32-percent  deficit  in  the  program. 
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I  think  that  was  irresponsible  on  the  part  of  the  majority  in  Congress 
in  1973  and  I  am  sorry  to  hear  you  say  that  that  was  a  responsible 
action. 

INIr.  Ball.  There  are  several  points  to  respond  to. 

Mr.  Burke.  I  think,  Bill,  that  you  are  making  statements  here 
that  won't  bear  up  under  the  facts. 

Mr.  Archer.  The  facts  are  there,  Mr.  Chairman. 

Mr.  Burke.  It  is  nice  to  have  hindsight.  It  is  nice  to  Monday 
morning  quarterback  about  the  information  we  had  in  1972  about 
the  20-percent  increase,  and  I  just  relate  to  that  because  I  don't 
take  credit  for  the  other  amendment  which  was  pushed  b}^  the 
administration. 

Mr.  Archer.  Mr.  Chairman,  it  is  not  hindsight  because  I  so  stated 
at  the  time,  and  that  was  not  the  administration,  that  was  a  com- 
promise presented  b}^  Mr.  Corman  in  the  committee  in  1973. 

Mr.  Burke.  It  was  backed  by  the  administration. 

]Mr.  Archer.  No;  it  was  not  backed  by  the  administration. 

Mr.  Burke.  An3'^way,  on  the  20-percent  increase  we  were  inforrned 
that  there  would  be  a  surplus  in  the  fund.  That  was  the  information 
we  had  at  that  time.  Anything  that  happened  after  that  I  think  that 
the  administration  and  some  Members  of  the  Congress  can  take  the 
blame  for.  I  don't  think  you  can  blame  it  on  Congress  alone  because 
all  the  time  I  was  on  the  committee  any  time  we  increased  the  benefits 
we  always  provided  the  revenue  and  we  had  the  courage  to  provide 
the  revenue  because  we  knew  it  was  needed. 

That  is  the  problem  today.  We  know  that  there  is  some  revenue 
needed.  We  know  it  has  to  be  done  but  as  the  saying  goes,  nobody 
wants  to  bite  the  bullet  now.  Everybody  says  1977.  We  know  now 
that  there  is  a  deficit. 

Mr.  Steiger.  That  is  not  what  Mr.  Ball  said.  He  said  do  it  in  1977. 

Mr.  Burke.  That  is  all  right  for  Mr.  Ball  to  say  that.  We  are  the 
elected  officials.  We  are  answerable  to  the  people. 

Go  ahead,  Mr.  Archer.  I  am  sorry  to  interrupt. 

Mr.  Archer.  You  interrupted  Mr.  Ball,  I  believe. 

Mr.  Ball.  Mr.  Archer,  I  have  two  or  three  points.  One  is  that  per- 
haps we  should  separate  out  the  two  parts  of  the  1972  amenduients. 
The  administration  supported  the  automatic  cost  of  living  provisions 
and  thej^  were  adopted  in  the  form  that  the  administration 
recommended. 

These  were  traditional  cost  of  living  proposals  that  had  been  around 
for  a  long  time  and  introduced  in  much  the  same  form  by  Mr.  Byrnes. 
They  were  always  thought  to  be  self-financing  in  the  sense  that  the 
increase  in  earnings,  not  just  the  base,  but  in  earnings  generally  in 
running  ahead  of  the  cost  of  living  would  be  sufficient  to  cover  the  cost 
of  the  automatic  provisions. 

That  was  the  administration  position  that  the  cost  of  living  pro- 
visions were  adequatel}'  financed  by  the  proposal  they  had.  The  20 
percent  increase  was  thought  to  be  adequately  financed  really  when  you 
shifted  over  to  a  dynamic  basis  of  making  the  cost  estimates. 

I  would  quarrel  with  you  about  the  actuaries  saying  that  their  level 
wage  approach  was  more  accurate.  I  would  just  change  that  to  say  it 
was  more  conservative.  So  that  was  a  leeway. 

Mr.  Archer.  Mr.  Ball,  I  can  tell  you  that  the  record  is  very  clear 
that  the  actuaries  said  that  their  tolerance  for  accuracy  was  much 
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better  under  the  standard  level  earnings  tlian  it  was  under  the  dy- 
namic level  earnings. 

Mr.  Ball.  If  you  change  the  word  slightly  I  don't  think  you  and  I 
have  a  real  quarrel. 

Mr.  Archer.  I  fear  you  might  be  trying  to  spin  a  web  around  me 
here  now  and  I  am  not  going  to  let  you  do  it  because  the  facts  are  clear 
as  to  what  the  actuaries  said.  You  have  more  knowledge  about  social 
security  than  I  do  because  of  the  many  years  you  have  been  in  it  but  I 
sat  in  the  committee  and  listened  carefully  and  I  know  what  they  said 
and  what  the  committee  did  m  1973. 

Mr.  Ball.  Let's  skip  the  web  and  go  to  the  conclusion  and  see  if  we 
really  have  a  difference.  It  was  the  traditional  position  on  the  part  of 
social  security  actuaries  that  you  should  not  have  the  system  out  of 
balance  by  more  than  0.1  of  1  percent  of  payroll.  That  is  clear.  That 
was  when  they  were  making  the  estimates  on  a  level  wage  basis. 

I  was  quarreling  only  with  saying  that  that  was  a  more  accurate 
way  to  make  the  estimates.  I  do  not  quarrel  with  you  m  sajang  that 
you  could  only  have  a  0.1  when  you  are  doing  it  in  a  conservative  w^aj, 
and  you  ought  to  have  at  least  no  more  than  0.1,  though  I  would  say 
it  was  more  accurate  but  didn't  have  the  kind  of  cushion  that  the  level 
wage  assumption  had. 

I  am  not  reall}'  quarrehng  with  that  conclusion  but  some  of  the 
pomts  you  are  making. 

Mr.  Archer.  I  am  pleased  that  you  agree  with  me  then  that  th& 
majority  in  Congress  did  knowingly  plan  a  deficit  of  0.5  percent  in 
1973. 

Mr.  Ball.  Wliat  I  am  saying  is  that  the  Congress  took  action 
on  the  20  percent  and  on  the  cost  of  living  combined  with  the  best 
advice  of  the  official  social  security  actuaries  at  that  time  that  this 
was  an  adequately  financed  plan.  The  trustees  made  the  report 
in  1973.  It  is  out  5  percent  over  a  75-year  period  of  being  out.  That  is 
what  they  found  in  1973,  5  percent,  and  I  think  if  you  and  I  check 
the  trustees  you  will  find  that  they  found  that  no  cause  for  concern. 
That  5  percent  of  payroll  is  different  than  what  had  previously 
been  the   actuaries'   own  judgm.ent,   I   agree  with  you. 

Mr.  Archer.  Let  me  talkto  you  just  quickly  about  this  base 
increase  because  your  testimony  is  contrary  to  some  that  we  have 
had  from  other  experts  on  social  securitj^ 

You  have  said  that  to  increase  the  base  will  not  have  any  long- 
term  effects  on  the  program,  as  I  understand  you.  Other  witnesses 
have  testified  that  whereas  the  base  increase  would  give  us  additional 
money  now,  that  in  the  long  term  it  v/ould  compound  our  problems 
because  it  would  increase  the  benefits  and,  therefore,  we  would  have 
to  make  that  up  down  the  line. 

I  wonder  if  you  would  explain  the  divergence  of  your  testimony 
from  that  of  others. 

Mr.  Ball.  I  don't  know  what  experts  defended  that  wa}-,  Mr. 
Archer,  but  the  position  of  the  only  experts  on  this  subject  that  I 
know  of  has  been  traditionally  that  an  increase  in  the  wage  base 
improves  the  long-range  financial  situation  of  the  program,  as  well 
as  the  short  range.  The  specific  proposal  that  I  made  of  $24,000  in 
1977  would  lower  the  deficit  for  the  75-year  period  by  about  0.4 
of  a  percent  of  payroll.  It  is  quite  true  that  the  savings  are  larger 
in  the  first  part  of  that  75-year  period  than  they  are  later  but  if 
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you  average  it  over  the  TS-^^ear  period  you  have  about  0.4  of  a  percent 
of  pa3'-roll  saving  that  you  have  made  up  by  that  time. 

Mr.  Archer.  Thank  you  very  much. 

Mr.  Burke.  Mr.  Karth. 

Mr.  Karth.  Mr.  Chairman. 

Mr.  Commissioner,  if  I  understand  what  you  are  proposing  it  is 
that  we  now  go  to  a  $24,000  base  but  that  that  base  be  effective 
in  1977  and  not  before,  and  that  from  there  on  the  base  increase  in 
proportion  to  the  increase  in  income. 

Mr.  Ball.  Yes. 

Mr.  Karth.  So  that  if  in  1990,  just  taking  that  as  a  date,  the 
income  has  increased  by  50  percent,  then  the  base  would  be  36,000 
instead    of    $24,000.    Is    that    correct? 

Mr.  Ball.  That  is  correct. 

Mr.  Pickle.  Doesn't  he  also  recommend  a  rate  increase? 

Mr.  Ball.  I  recommend  that  the  rate  increase  scheduled  in  present 
law,  which  is  an  increase  of  0.2  of  the  employees'  1978  be  put  into 
the  cash  flow  and  that  the  2011  rate  that  is  in  present  law  be  moved  up. 

Mr.  Karth.  To  1985. 

Mr.  Ball.  The  solution  is  a  combination  of  an  increase  in  the  wage 
base  and  an  increase  in  the  contribution  rate  for  the  cash  program. 
But  I  think  it  important  to  emphasize  that  I  am  not  proposing 
increases  in  the  contribution  rate  bej'ond  those  scheduled. 

Mr.  Karth.  And  that  we  increase  the  benefit  rate  for  those  who 
would  get  more  in  retirement  than  they  got  during  then-  highest 
years  of  work. 

Mr.  Ball.  Yes. 

Mr.  Karth.  The  only  persuasive  argument  that  I  have  heard 
for  not  increasing  the  base  from  $14,000  to  $24,000  is  that  it  would 
have  a  rather  serious  adverse  effect  on  capital  expansion  and  influence 
the  creation  of  more  jobs  because  of  a  lack  of  capital  investment. 
How  do  you  answer  that,  Mr.  Commissioner? 

Mr.  Ball.  Well,  I  think  on  the  question  of  what  role  you  want 
social  security  to  play  in  the  formation  of  capital,  I  was  impressed 
though  not  persuaded  by  Mr.  Feldstein's  testimony,  who  has  focused 
on  this  question  of  social  security  and  capital  formation  I  guess 
more  than  any  other  economist,  and  his  quarrel  is  not  with  just  the 
$24,000  but  he  would  like  to  finance  social  security  under  a  much 
bigger  funded  arrangement  as  a  way  of  increasing  savings  and, 
therefore,  capital  formation. 

I  am  personally  inclined  to  think  that,  if  the  experts  come  to  the 
conclusion  that  we  need  more  stimulus  for  capital  formation  in  the 
country,  that  there  are  better  ways  of  doing  it  than  building  up  social 
security  trust  funds  on  the  one  hand,  or  refraining  from  proper 
contribution  rates  applied  to  a  proper  base  to  fund  the  program 
adequately. 

If  you  say  let's  not  increase  the  wage  base  your  choice  is  going  to 
have  to  be  then  to  increase  the  contribution  rate  to  take  it  all  out  of 
general  revenue,  and  to  increase  the  contribution  rate  beyond  what 
seems  to  me  a  fairly  stiff'  rate  now  for  relatively  low  wage  earners 
turns  me  in  the  direction  of  the  higher  wage  base. 

I  am  not  able  to  say  that  that  has  absolutely  no  effect  on  capital 
formation.  I  think  it  might. 
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Mr.  Karth.  And  if  we  ought  to  assist  capital  formation  we  ought 
to  do  it  through  other  means,  including  the  general  revenue  code. 

Mr.  Ball.  You  must  not  forget,  Mr.  Karth,  the  fact  that  when  the 
Germans  changed  from  a  funded  sj^stem  over  to  a  pay-as-you-go 
type  system  they  at  the  same  time  took  other  broad  steps  unrelated 
to  social  securit}/"  that  promoted  capital  formation.  They  changed 
tax  laws  in  other  ways  to  help  that. 

Mr.  Karth.  And  that  perhaps,  if  we  do  as  you  suggest,  is  one  thing 
that  the  committee  ought  to  keep  in  mind  during  the  course  of  tax 
reform. 

Mr.  Ball.  I  would  think  they  might.  I  would  not  purport  to  be 
an  expert  on  that. 

Mr.  Karth.  Thank  you. 

Mr.  Burke.  Mr.  Pickle. 

Mr.  Pickle.  Mr.  Ball,  it  is  good  to  talk  with  you.  I  have  written 
you  many  letters  over  the  years,  and  gnawed  at  you  in  a  few  instances, 
and  discussed  many  things  with,  you  and  others  and  it  is  nice  to  see 
you  in  the  flesh  and  see  that  j'-ou  reall}^  exist. 

Mr.  Ball.  Maj'be  we  had  two  automatic  pens  talking  to  each  other. 

Mr.  Pickle.  I  used  to  get  a  lot  of  pens  when  we  were  called  to  the 
White  House  to  sign  bills  in  those  days.  I  still  have  some  of  them. 

Let  me  ask  you  about  the  solvenc}^  of  the  funds.  You  are  talking 
about  the  deficit  and  about  what  we  should  not  allow.  Wliat  kind  of 
surplus  should  we  have?  What  kind  of  safety  valve  should  we  have? 
What  amount  of  funds  should  we  keep  on  hand  to  give  us  some 
degree  of  solvency  so  that  people  will  feel  tliat  the  fund  is  in  good 
shape? 

Mr.  Ball.  I  think  this  is  a  hard  question  to  have  an  exact  answer 
to,  Mr.  Pickle,  but  it  might  be  helpful  to  the  committee  to  talk  of 
just  a  little  history  on  this  point  with  some  comm.ents  on  the  future. 

The  1971  Advisory  council  was  the  first  one  to  frankly  state  a 
position  in  favor  of  pay-as-you-go  financing  with  really  dropping 
entirely  the  philosophy  of  even  a  partial  earning  reserve  and  sa3ang 
instead  the  function  of  the  trust  funds  should  be  just  a  contingency 
fund;  in  other  words,  just  enough  so  that  in  a  period  like  we  are  in 
now  when  it  would  be  very  bad  economics  to  raise  contribution  rates 
right  away  that  you  don't  have  to,  you  can  let  that  fund  carry  you 
for  a  few  j^ears. 

The3^  just  happened  to  hit  on  the  idea  of  1  j^ear's  benefits,  a  fund 
equal  to  next  year's  benefit  outgo.  I  was  at  the  meeting  where  this 
occurred  and  I  think  that  is  because  that  is  where  the  fund  was  and 
it  was  a  nice  rounded  number.  There  was  reall}^  no  study  of  how  long 
such  a  fund  would  carry  you  or  how  much  one  should  carry  you.  We 
have  a  fund,  I  tliink,  of  maybe  about  two-thirds  of  next  3'ear's  outgo 
now  and  it  is  clearly  in  my  judgment  more  than  we  need,  because 
even  if  you  didn't  take  action  until  somewhere  between  1979  and  1981 
you  still  have  this  contingenc}^  fund  which  is  enough  and  nobody, 
I  think,  would   propose  postponing  action  that  long. 

That  leads  me  to  say  that  I  think  the  1  year  was  higher  than  was 
needed  and  that  I  wouldn't  urge  that  you  build  that  fund  up  again 
to  a  full  3^ear's  outgo. 

But  I  think  there  would  be  a  basis  for  concern  if  it  gets,  say,  below 
a  third  or  something  of  that  kind  of  next  year's  outgo.  What  I  would 
like  to  see  is  some  real  calculations  made  wihch,  say,  given  a  fund 


ei5 

of  this  size,  v/itli  a  benefit  outgo  in  the  follomng  j^-ear  of  that  size, 
what  level  of  unemployment,  what  kind  of  a  recession  could  that 
fund  sustain  for  how  long? 

I  would  say  a  3-  or  4-year  answer  to  that  would  be  enough. 
Mr.  Pickle.  Wlien  we  got  the  program  underway  good  and   it 
was  at  its  peak,  I  suppose  we  had  funds  on  hand  for  years  of  safety ; 
didn't  we? 

Mr.  Ball.  That  is  true,  but  I  think  it  was  the  accidental  result 

of  the  fact  that  in  the  beginning,  Mr.  Pickle 

Mr.  Pickle.  There  was  a  sudden  infusion  of  funds. 
Mr.  Ball.  Also  all  during  the  early  days  of  the  program  you  had 
a  relativel}^  small  proportion  of  people  drawing  out.  We  have  only 
hit  this  90  percent  of  all  the  aged  you  know  fairly  recentl}^  If  you 
charge  any  sizable  contribution  rate  the  funds  are  building  during 
the  early  years. 

Mr.  Pickle.  It  was  bound  to  close  the  gap. 

Mr.  Ball.  When  you  get  to  a  more  mature  situation  like  the  present 
it  is  different. 

Mr.  Pickle.  You  say  you  don't  need  a  full  year's  funds  set  aside, 
but  less  than  a  third  would  be  too  low. 
Mr.  Ball.  I  just  pulled  that  out. 

Mr.  Pickle.  I  am  tiying  to  see  myself  what  the  people  would 
expect.  I  think  the  people  are  feeling  that  we  have  gone  from  a  posi- 
tion of  strength  to  a  position  that  the  funds  are  going  to  go  broke 
within  the  next  3  years. 
Mr.  Ball.  I  think  so. 

Mr.  Pickle.  And  thejT-  also  know  and  they  are  told,  that  they  are 
actually  paying  benefits  in  the  basis  of  payrolls  that  are  being  paid 
in  that  same  year.  It  is  less  than  a  year  now;  is  that  right? 
Mr.  Ball.  Yes. 

Mr.  Pickle.  So  the  people  are  bound  to  have  the  feeling  of  uncer- 
tainty and  are  scared  of  what  is  going  to  happen  to  the  program. 
If  we  just  take  the  attitude  of  an  actuary,  the  one-thnd  of  1  year 
would  be  enough,  I  have  a  feeling  that  people  are  going  to  think  that 
that  fund  is  in  great  trouble,  and  we  are  going  to  have  to  be  more 
conservative  about  it,  or  build  up  a  little  more.  That  is  a  personal 
feeling,  I  take  it,  from  looking  at  it  from  the  people's  viewpoint  rather 
than  from  what  an  actuary  would  say.  I  am  concerned  about  that. 

I  am  also  concerned  about  the  rate  of  benefits  now  in  times  of 
difficult  economic  conditions.  We  are  hurt  by  inflation.  We  are  hurt 
by  the  decoupling,  or  the  condition  that  permits  it.  We  are  hurt 
by  the  oil  embargo.  Within  the  last  year  or  two  we  have  been  seri- 
ously hurt. 

What  is  to  keep  us  from  the  same  thing  happening  in  the  next 
year?  W^hy  aren't  we  going  to  be  that  much  worse  in  the  opposite 
direction?  Is  that  a  possibility? 

Mr.  Ball.  Mr.  Pickle,  I  don't  think  that  a  continuation  of  the 
level  of  inflation  that  we  had  a  year  or  two  ago  combined  with  the 
level  of  unempjo^^ment,  which  has  been  the  immediate  cause  of  the 
social  security  difficulties,  a  realistic  possibility  over  any  significant 
period  of  time. 

Mr.  Pickle.  There  is  a  real  possibility  of  us  continuing,  isn't  there? 

Mr.  Ball.  If  we  go  back  to  a  12-  or  13-percent  rate  of  inflation 

and  maintain  an  8-  or  9-percent  level  of  unemployment,  then  I  just 
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don't  really  think  yon  can  plan  the  social  security  system  given  a 
continuation  of  such  conditions.  You  guard  yourseliP  against  that 
at  a  terrible  cost. 

Mr,  Pickle.  We  are  in  the  type  of  situation  that  we  have  to  guard 
against  these  types  of  things. 

Mr.  Ball.  Maybe  this  would  help.  The  proposfils  that  I  am  making 
start  to  build  the  fund  benefit  at  the  rate  of  $5  biUion  and  $8  billion 
a  year  beginning  in  1978.  It  makes  it  even  in  1977  and  then  it  begins 
this  new^rate  between  1985  and  1990  it  would  start  building  sub- 
■stanlially  again. 

It  would  build  and  level  off  and  build  again.  I  was  reallv  only  talking 
to  how  m_uch  it  would  build.  I  am  agreeing  that  I  think  financing 
ought  to  be  set  up  so  that  over  the  next  35  or  40  years  there  is  a  net 
grovv^th  in   the   fund   year   by  year. 

Mr.  BuEKE.  Mr.  Ball,  if  3'ou  will  relax  at  that  point,  we  vail  go 
out  and  vote  and  be  right  back. 
[A  recess  was  taken.] 

Mr.  Burke.  Now  I  think  we  can  begin,  Mr.  Ball. 
Is  there  anything  you  haven't  covered  now,  Mr.  Ball,  that  you 
would  like  to  say? 

Mr.  Ball.  Or  forever  hold  your  peace? 
No,  I  have  nothing  else,  Mr.  Chairman. 

Mr.  Burke.  Yes.  You  know,  I  hold  you  in  high  regard,  Mr.  Ball, 
I  really  do.  But  I  am  a  little  disappointed,  just  a  little.  And  I  am  dis- 
appointed vnth.  all  the  witnesses  that  have  come  in.  Everybody  comes 
in  and  says — and  I  am  not  criticizinc^  you,  believe  me — everybody 
comes  in  here  and  says:  Put  the  tax  in  effect  in  1977. 

If  we  were  to  raise  the  wage  base,  say  from  $14,000  up  to  the  $17,000, 
it  would  mean  that  everybody  earning  over  $14,000  a  year  would 
pav  about  $3  more  a  vv^ek  in  taxes. 

bo  you  think  that  that  would  disrupt  those  people  economically? 
Mr.^BALL.  No,  I  don't  Mr.  Chairman.  I  think  the  effect  of  a  rela- 
tivel.y  small  increase  in  the  wage  base  in  1976  which  would  have  an 
effect  in  September  of  1976  ought  not  to  be  significantly  disruptive. 
And  it  would  be  an  alternative  to  what  I  am  suggesting  by  domg 
it  bv  steps;  that  is,  you  might  say  $17,000  in  1976,  and  then  go  to 
$21,000  in  1977,  and  hit  $26,000  in  1978,  say.  So  that  you  would  have 
accomplished  in   three   steps   the    equivalent. 

Of  course  I  am  just  maldng  up  the  figures  at  the  mom_ent,^but  vou 
would  have  three  steps  that  were  the  equivalent  in  its  financmg 
effect  on  the  social  security  system  of  $24,000  in  1977.  I  think  that 
would  be  a  perfectly  acceptable  way  to  do  it.  I  would  like  to  defer  to 
people  who  are  much  more  famiUar  with  the  timing  of  the  economic 
recovery  than  I  am  to  whether  they  would  be  concerned  about 
an.y  increase  at  all  in  contributions  in  the  fall  of  1976. 

1  think  it  might  turn  out  that  they  wouldn't.  I  was  thinking  when 
I  was  saying  $24,000  that  that  would  be  a  very  substantial  nnpact 
as  early  as  the  fall  of  1976.  But  the  step  idea  might  take  most  of  the 
problem  out  of  that. 

Mr.  Burke.  Well,  I  think  that  the  increase  to  $24,000  is  somethmg 
that  we  would  have  to  do  in  a  gradual  way.  But  I  can't  understand 
whv  everybody  that  has  come  before  this  comniittec  keeps  saying 
let's  increase  the  tax  in  1977.  You  know  from  your  experience  before 
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the  committee,  and  I  tliink  Mr.  Mj^ers'  experience  before  the  com- 
mittee, despite  what  was  said  today,  the  Ways  and  Means  Committee 
over  the  years  always  tries  to  have  a  dollar  more  coming  in  than  is 
paid  out  of  the  fund. 

Mr.  Ball.  Yes. 

Mr.  Burke.  And  we  always  try  to  provide  the  revenue,  despite 
all  the  criticism.  When  we  voted  for  increases,  we  were  sure  that  the 
funds  were  there,  and  if  they  weren't  there  we  voted  them  with  taxes. 

Mr.   Ball.   That  is   the  entire  history,   Mr.   Chairman. 

Mr.  Burke.  I  can't  understand  why  everybody  this  year  is  shun- 
ning away  from  that  principle,  saj^ing,  well,  let's  not  do  anything 
for  2  years.  They  are  talking  about  $3  billion.  We  could  raise  $3  billion 
if  we  just  adjusted  the  wage  base  up  to  $17,000,  a  httle  over  $17,000. 

You  know,  it  is  not  going  to  disrupt  anything.  In  fact,  it  will  give 
the  Government  a  chance  to  have  some  more  trust  fund  money  that 
they  can  borrow,  that  they  are  going  to  borrow  anyway.  I  don't 
see  how  it  is  gomg  to  disrupt  the  economy. 

I  think  that  what  is  bothering  a  lot  of  people  is  not  the  economic 
question.  I  think  it  is  a  political  thinking  and  I  think  that  it  is  where 
we  have  these  problems  with  social  secruity.  If  people  could  divorce 
themselves  from  the  political  aspects  of  it,  and  just  deal  with  it  iu  a 
realistic  way — and  say  well,  we  know  we  are  going  to  pay  out  so 
much  raonej',  so  we  have  to  raise  that  much  money — instead  of  trying 
to  be  led  by  everybody.  You  know,  this  idea  of  voting  for  all  the 
benefits  and  against  all  the  taxes  just  won't  work  ia  the  long  run. 

Mr.   B>.LL.   Well,    Mr.    Chairman,   I   could 

Mr.  Burke.  Do  you  know  what  this  country  is  facing?  I  have  been. 
watcldng  my  colleagues  out  there  on  the  floor  of  the  House,  and  on 
this  energy  bill.  We  have  got  votes  out  there  for  benefits,  tax  breaks — 
the}^  win  by  something  like  280  to  about  85.  They  are  for  all  the  tax 
breaks  and  vote  against  all  the  increased  taxes. 

I  think  the  trouble  in  the  country  is  that  we  are  living  in  a  fantasy 
now  and  somebody,  sometime,  someplace,  somewhere,  has  to  grab 
the  bull  by  the  horns  and  say,  look,  we  have  to  deal  Math  social  security. 
There  are  a  hundred  million  people,  almost,  paying  into  this  trust 
fund,  who  are  concerned  about  the  fact  that  they  are  being  taxed 
every  week,  and  they  are  paying  into  it  and  they  are  saying,  "My 
God,  when  I  retire  there  is  not  going  to  be  any  social  security  there 
for  me." 

Then  there  is  the  social  security  beneficiary  who  is  receiving  a 
check  once  a  month,  who  is  living  in  mortal  fear  that  his  check 
isn't  going  to  continue  to  come. 

It  is  about  time  that  we  in  the  Government  did  something  to  calm 
these  people  down  and  make  this  fund  stable,  and  it  could  be  done 
very  quickly  tiiis  year.  We  could  do  it  in  a  half  hour,  in  the  committee, 
if  we  can  just  get  somebody  to  come  up  here,  you  know,  and  take 
a  strong  stand. 

Now,  I  am  not  asking  you  to  do  it,  Mr.  Ball ;  you  are  no  longer  the 
Commissioner.  If  you  were,  I  might  ask  you  to  do  it.  And  I  am  not 
going  to  ask  my  good  friend  Bob  Myers  to  do  it,  but  I  think  that  is 
what  our  big  problem  is. 

Everybody  wants  to  put  off  the  unpleasant  things  until  1977  and 
they  want  to  be  led  by  everybody.  But  you  can't  be  led  by  everybody 
when  you  are  scaring  hell  out  of  the  old  folks  by  having  them  feel 
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that  their  checks  aren't  going  to  be  continued,  and  j^ou  are  not  going 
to  be  loved  by  everybody  when  the  people  paying  the  taxes  week  in 
and  week  out  feel  that  that  tax  money  is  going  to  no  avail. 

Mr.  Ball.  You  and  I  are  in  complete  agreement,  Mr.  Chairman, 
that  the  Ways  and  Means  Committee  and  the  Congress  as  a  whole 
have  handled  the  social  security  financing  sustem  very  responsibly. 
It  has  not  in  many  other  respects,  but  has  not  in  this  program  voted 
benefits   and   then  not  wanted   to   vote   the   contribution. 

I  think  it  is  very  important,  just  as  you  do,  that  action  be  taken 
this  year,  and  to  be  passed  this  year. 

Now,  it  is  a  separate  question  to  my  mind,  it  you  are  going  to 
raise  the  wage  base  as  a  part  of  doing  it,  at  least  a  major  part  of  doing 
it,  there  is  only  one  issue  there!  Should  part  of  it  go  into  effect  in 
1976,    or   it   all   be   postponed   to    1977? 

Either  way  I  think  it  would  reassure  people  if  the  legislation 
were  passed  this  year,  and  the  only  way  I  said  1977  is  that  it  is  some- 
what inconsistent  from  an  economic  standpoint  to  have  stimulative 
features  in  the  economic  tax  being  pursued  with  refunds  and  then 
unbalancing  the  budget  on  purpose  to  stimulate  the  economy,  if 
we  more  or  less  at  the  same  time  were  making  policy  that  was  not 
stimulative  in  social  security.  But  as  I  was  saying,  by  the  fall  of  1977 
it  might  work  all  right. 

Mr.  Burke.  Well,  most  of  these  people,  Mr.  Ball,  that  will  be 
paying  this  tax  received  about  a  $200  rebate,  so  we  will  be  taking 
$175  of  it  back,  and  they  will  have  $25  to  stimulate  the  economy. 

Mr.  Ball.  Stimulative  effect. 

Mr.  Burke.  Talking  about  stimulative  effects,  the  people  have  got 
all  these  rebate  checks  and  I  haven't  seen  any  rush  on  department 
stores.  I  haven't  got  a  report  on  any  sales,  other  than  the  payments 
the  elderly  got — the  $50  checks.  You  might  see  some  of  those  spent. 
They  might  go  down  and  stock  up  on  some  groceries. 

But  I  think  that  there  have  to  be  some  responsible  people  some 
place  around  this  country  that  will  face  up  to  the  fact  that  we  can't 
wait  until  1977  to  start  doing  things.  Because  as  I  see  it  they  will 
have  to  come  in  with  a  request  in  January  of  1977.  From  what  they 
are  doing  out  there,  it  is  going  to  cost  $35  billion  for  the  interest 
on  the  national  debt.  They  are  going  to  have  a  $67  bilHon  or  $70 
bilhon  deficit.  They  will  lose  $2  milhon  in  interest  on  the  social 
security  trust  fund  alone. 

With  all  these  other  tilings  combined,  I  would  say  that  by  a  con- 
servative estimate  they  will  have  to  come  in  and  ask  for  an  additional 
$100  billion  in  taxes  in  January  1977.  How  would  you  hke  to  be  the 
President  presenting  that  message  to  Congress  in  1977?  And  a  lot 
of  it  has  been  because  they  have  been  voting  for  every  spending  bill, 
voting  for  rebates  and  reduced  taxes,  and  everything  else.  I  don't 
know. 

Well,  I  am  chairman  of  this  committee  and  they  have  handed  me 
a  lulu  but  I  go  back  to  my  people  in  my  district  and  I  tell  them  I 
am  in  favor  of  increasing  the  taxes  and  making  this  social  security 
trust  fund  sound.  People  come  up  to  me  and  say  that  that  is  right, 
keep  that  social  security  fund  sound.  They  want  it.  You  could  poll 
an}'  group  of  i)eople  in  this  countr}^  and  you  will  find  that  90  percent 
of  them  want  that  social  security  system  kept  intact.  And  they  don't 
want    any    fiddle-faddle    go-'round    with    it. 


619 

I  think  that  is  where  all  these  politicians  that  think  they  are  being 
loved   by  everybody   are   making   the   big  mistake. 

Mr,  Ball.  Mr.  Chairman,  there  is  another  provision  that  has  to 
do  with  the  financing  that  you  remind  me  of  that  I  am  very  much 
in  favor  of.  And  that  is  taking  the  whole  social  security  financing 
out  of  the  general  budget,  and  going  back  to  the  way  it  was  handled 
up  to  fiscal  year  1969  as  a  completely  independent  fund. 

I  would  also  like  to  see  it  set  up  as  an  independent  agency  reporting 
directly  to  the  President.  Mr.  Mills  introduced  a  bill  like  that  last 
year,  and  Senator  Church  has  had  one  both  this  year  and  last.  I 
think  that  would  be  important. 

Mr,  Burke.  Both  bills,  it  seems,  have  a  lot  of  merit. 

Well,  Mr.  Ball,  thank  you  very  much  for  your  contribution. 

The   committee   stands   adjourned   until   tomorrow   at   1    o'clock. 

[Whereupon,  at  4:05  p.m.,  the  subcommittee  was  adjourned,  to 
reconvene  at  1  p.m.,  Thursday,  June  19,  1975.] 


FINANCING  THE  SOCIAL  SECURITY  SYSTEM 


THURSDAY,  JUNE   19,    1975 

House  of  Representatives, 
Subcommittee  on  wSocial  Security 
OF  the  Committee  on  Ways  and  Means, 

Washington,  D.O. 
The  subcommittee  met  at  1:10  p.m.,  pursuant  to  notice,  in  room 
H-208,  the  Capitol,  Hon.  James  A.  Burke   (chairman  of  the  sub- 
committee) presiding. 

Mr.  Burke.  The  subcommittee  will  be  in  order.  Our  first  witness 
here  today  is  Wilbur  J.  Cohen,  the  former  Secretary  of  Health,  Educa- 
tion, and  Welfare,  who  is  well  known  to  the  committee. 

We  are  glad  to  see  you  back  and  looking  in  such  good  shape.  You 
may  identify  j^ourself  for  the  record  and  proceed  \vith  your  testimony. 

STATEMENT  OF  WILBUE  J.  COHEN,  UEAN,  SCHOOL  OF  EDUCATION, 
UNIVERSITY  OF  MICHIGAN;  PROFESSOR  OF  PUBLIC  WELFARE 
ADMINISTRATION  OF  THE  UNIVERSITY  OF  MICHIGAN;  COCHAIR- 
MAN  OF  THE  INSTITUTE  OF  GERONTOLOGY  OF  THE  UNIVERSITY 
OF  MICHIGAN-WAYNE  STATE  UNIVERSITY;  FORMER  MEMBER 
OF  THE  BOARD  OF  TRUSTEES  OF  THE  SOCIAL  SECURITY  SYSTEM; 
AND  PRESIDENT  OF  TEE  AMERICAN  PUBLIC  WELFARE  ASSOCI- 
ATION 

Mr.  Cohen.  Thank  3^ou,  Mr.  Chairman. 

I  appear  before  you  today  in  my  capacity  as  professor  of  public 
welfare  administration  of  the  University  of  Michigan,  cochairman 
of  the  Institute  of  Gerontology  of  the  University  of  Michigan- Wayne 
State  Universit}^  a  former  member  of  the  board  of  trustees  of  the 
social  security  system,  and  the  president  of  the  American  Public 
Welfare  Association.  I  also  claim  to  have  been  the  first  employee 
of  the  Social  wSecurity  Board  in  1935. 

So  I  think  I  establish  at  least  my  seniority  in  connection  with  the 
subject,  if  nothmg  else. 

Mr.  Chairman,  I  would  like  to  urge  you  as  strongly  as  I  can  to 
enact  legislation  as  promptly  as  possible  to  put  the  Social  Security 
S3'stem  on  a  sound  financial  basis.  I  recommend  that  the  legislation  be 
passed  by  the  Congress  this  year,  to  be  effective  in  1977. 

In  my  opinion  it  is  vitally  important  that  we  allay  the  anxieties  of 
people  about  the  financial  soundness  of  the  Social  Security  system.  It 
is  essential  that  we  take  steps  this  3'ear  to  assure  that  newspaper 
and  magazine  articles  will  not  distiu'b  and  provoke  uncertainty 
distrust,  and  concern  about  the  Government's  stewardship,  respon- 
sibility, and  integrity  of  this  important  program  which  affects  every 

person  in  the  Nation. 
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I  would  like  to  say  this,  Mr.  Chaii*man.  I  have  been  connected  with 
the  Social  Security  System  in  one  way  or  another  for  40  years,  since 
I  was  a  staff  member  of  the  President's  Committee  on  Economic 
Security  that  drafted  the  original  law,  and  I  want  to  pa}^  my  respects 
to  the  Ways  and  Means  Committee  for  its  responsible  action  over 
those  40  years  in  keeping  Social  Security  a  fuiancially  sound  institution. 
I  say  this,  too,  irrespective  of  who  was  chairman  of  this  committee, 
from  Mr.  Doughton  on,  whether  the  committee  was  chaired  by 
Republicans  or  Democrats.  Your  committee  has  had  a  record  of 
financial  integrity  about  the  system,  and  I  look  upon  the  Ways  and 
Means  Committee  and  the  Senate  Finance  Committee  as  the  board  of 
directors  of  the  Social  Security  System. 

I  want  to  say  that  over  these  years  I  think  you  have  an  absolutely 
unparalleled  record  of  keeping  the  system  in  good  shape,  no  matter 
what  the  problems  were,  and  I  have  complete  confidence  that  you  are 
going  to  take  action  now  that  will  keep  the  S3'stem  sound. 

My  own  recommendation  is  that  you  increase  the  maximum 
earnings  base  to  $24,000  for  1977,  with  a  transfer  of  part  of  the 
allocation  from  the  medicare  program  to  the  OASDI  program. 

Now,  Mr.  Chairman,  I  have  considered  a  number  of  alternatives.  I 
think  any  general  overall  rate  increase  in  the  5.85  percent  would  be 
undesirable  in  the  immediate  future.  A  rate  increase  would  be  in 
effect  for  all  employees  and  all  employers  in  the  country. 

I  thinli  of  all  of  the  alternatives  that  could  be  explored  in  what  to 
do  to  handle  the  problem  now,  that  is  the  least  desirable  alternative, 
and,  therefore,  I  do  not  recommend  that  you  take  that  option. 

There  are  other  possible  ways  of  financing  Social  Security  than  the 
one  I  am  recommending,  or  even  the  one  about  the  general  rate  in- 
crease, or  some  combination  thereof,  although  these  all  involve  more 
debatable  and  controversial  issues  and  hence  may  take  a  long  time 
for  you  to  consider  and  process. 

I,  therefore,  urge  you  take  the  kind  of  steps  which  will  produce  the 
most  prompt  and  effective  action.  The  increase  in  the  maximum  earn- 
ings base  that  I  have  recommended  has  the  advantage  that  it  follows 
a  sound  and  acceptable  policj"  which  the  Congress  has  adopted  on 
several  different  occasions.  Therefore,  the  policy  is  one  which  is  also 
v/ell  known,  well  understood,  both  with  regard  to  its  advantages  and 
disadvantages. 

There  are,  of  course,  objections  not  only  to  any  increase  in  the 
maximum  earnings  base  but  also  to  any  increase  in  the  financing  cost 
of  the  system.  But  each  time  the  Congress  has  considered  the  problem 
of  the  maximum  earnings  base,  it  has  rejected  the  objections  which 
have  been  made  to  its  increase.  These  objections  may  be  summarized 
as  follows : 

An  increase  in  the  maximum  earnings  base  curtails  the  scope  of 
private  pension  plans  and  the  roles  of  private  insurance  carriers,  banks, 
trust  companies,  and  the  roles  of  investment  in  the  stock  market. 

Second,  it  expands  the  role  of  the  public  sector. 

Third,  it  increases  the  cost  of  business  and  to  the  individuals  who 
have  to  pay  for  it. 

I  do  not  believe  these  objections  are  persuasive  enough  to  have  any 
substantial  validity  at  this  time  in  relation  to  the  imperative  need  for 
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additional  income  to  the  Social  Security  System.  These  three  types  of 
objections  have  been  reviewed  and  rejected  by  the  Congress  on  nine 
different  occasions  and  by  distinguished  advisory  councils  over  the 
years  on  a  number  of  occasions. 

As  a  matter  of  fact,  when  you  come  to  consider  these  items,  the 
scope  of  private  pension  plans  is  being  expanded  partially  as  a  result 
of  recent  legislation  enacted  by  Congress,  with  the  participation  of  this 
committee.  As  a  matter  of  fact,  the  expansion  of  social  security  has 
tended  to  encourage  the  sale  of  private  life  insurance  and  retirement 
protection.  Therefore,  in  conclusion,  I  think  that  a  proper  regard  for 
oth  the  private  and  public  sectors,  the  private  pension  plans  and 
social  security,  and  the  need  for  doing  something  now  leads  me  to  the 
inescapable  conclusion  that  for  the  Congress  the  simplest,  the  easiest, 
the  soundest,  the  most  practical  method  is  to  increase  the  maximum 
earnings  base. 

Hov/ever,  I  do  recognize  that  any  appreciable  increase  in  the  maxi- 
mum earnings  base  at  a  given  moment  of  time  may  have  repercussions 
on  business  costs,  adjustments  in  private  pension  plans,  and  on  other 
factors.  Consequently,  a  graduated  increase  ma}^  have  some  merit. 

It  should  be  noted  that  the  first  increase  in  the  maximum  earnings 
base  in  1951  of  $3,600  from  $3,000  was  20  percent.  The  largest  single 
dollar  increase  in  1  3^ear  was  $2,400  in  1965.  It  should  also  be  noted 
that  during  the  period  1971-75,  the  maximum  earnings  base  increased 
from  $7,800  to  $14,000,  an  increase  of  $5,300  in  a  3-year  period.  So 
there  has  been  a  record  of  substantial  increase,  recognizing  the  increase 
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It  should  also  be  kept  in  mind,  Mr.  Chahman,  that  when  Congress 
determined  the  original  $3,000  base  in  1939,  it  intended  at  that  time 
to  cover  somewhere  between  90  and  95  percent  of  the  total  earnings 
of  the  individuals  in  the  covered  population  at  that  time. 

If  the  same  principle,  which  I  believe  is  sound,  were  to  be  applied 
today,  it  is  clear  that  an  earnings  base  of  very  substantially  more 
than  $14,100  at  the  present  time  would  be  the  effective  limit  in  the 
law. 

So,  if  you  reall}^  wanted  to  get  back  to  fu-st  principles,  the  principles 
of  the  original  founding  fathers  of  the  system,  3^ou  would  be  sub- 
stantially above  the  $14,000  at  the  present  time. 

Since,  under  present  law,  the  maximum  earnings  base  in  1977  is  now 
estimated  at  approximately  a  level  of  $16,500,  using  the  economic 
assumptions  that  are  contained  in  the  1975  trustees'  report,  a  20- 
percent  increase  would  be  about  $20,000.  Thus  an  alternative  possible 
schedule  would  be  $20,000  for  employees  in  1977;  $24,000  in  1978; 
$28,000  in  1979,  and  $30,000  for  employees  in  1980  and  thereafter. 

In  addition,  I  recommend  that  whatever  new  maximum  earnings 
base  is  established  that  as  provided  in  present  law  the  base  be  auto- 
matically adjusted  to  changing  earnings  conditions  as  provided  in  the 
present  law. 

Now,  on  that  point,  Mr.  Chairman,  if  you  follow  the  economic 
assumptions  that  were  made  in  the  1975  trustees'  report,  it  is  estimated 
that  by  1980  the  maximum  earnings  base  will  be  over  $20,000  by  that 
time  anyway — under  the  existing  law. 

I  am  informed  by  that  time  it  may  be  as  much  as  $21,300  because 
f  of  the  automatic  provisions  in  the  present  law. 
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So  I  believe  that  till  that  we  are  talking  about  now  is  no  longer  a, 
matter  of  principle  about  whether  the  maximiun  ought  to  be  increased,, 
but  to  what  extent  and  how  fast. 

I  would  also  like  to  say  that  mj^  own  view  is  that  the  employer 
contribution  to  the  system  should  not  be  limited  to  any  earnings 
contribution  maximum.  The  employer's  entire  payroll  is  the  appro- 
priate taxable  base,  as  in  workers'  accident  compensation,  and  as  in 
man}'-  other  types  of  insurance,  and  only  the  employee  contribution 
should  be  limited  by  the  amount  of  earnings  which  are  included  for 
benefit  computation  and  contribution  purposes. 

I  would  like  to,  however,  see  return  to  1939  level,  Mr.  Chairman, 
if  it  were  possible.  I  don't  know  exactly  what  that  limit  would  be  in 
terms  of  present  wages,  but  I  know  it's  substantially  more  than 

$14,100. 

Now,  in  making  this  recommendation  to  you  today,  I  just  want  to 
indicate  that  I  did  consider  quite  a  number  of  different  alternatives 
which  I  am  not  proposing  to  you  today  but  which  you  well  might  want 
to  consider. 

One  possibility  which  might  be  explored  for  the  future  is  a  cliange 
in  the  present  50-50  division  of  costs  between  the  employer  and  em- 
ployee. This  pohcy  established  by  this  committee  in  1935  has  the  great 
advantage  of  M^hat  Prof.  J.  Douglas  Brown  once  called  esthetic 
logic  and  it  has  great  political  appeal  in  trying  to  sell  emploj'ers  and 
emplo3^ees  to  pay  an  equal  amount;  but,  as  a  matter  of  fact,  it  doesn't 
have  very  much  economic  rationale. 

So  the  50-50  idea  deserves  careful  reconsideration,  in  m}^  opinion, 
by  your  subcommittee  in  the  3^ears  ahead. 
"  Now,  why  do  I  say  that  it  doesn't  have  too  much  economic  rationale? 

The  employee  contribution,  when  it  is  made,  is  part  of  the  taxable 
income  of  the  individual.  When  the  employee  pays  his  contribution, 
he  made  it  out  of  his  gross  income,  and  he  gets  no  deduction  for  the 
employee  contribution;  but  the  employer  contribution  is  deductible 
as  a  business  expense,  at  least  for  corporations. 

Since  the  corporation  tax  is  nearly  50  percent,  it  can  be  argued  that 
for  corporations,  the  Federal  Government  and  the  general  taxpayer 
pay  about  one-half  of  the  eniployers'  cost.  To  the  extent  that  the 
employer  shifts  part  of  the  contribution  to  higher  prices,  the  consumer 
pays  part  of  the  cost.  The  employee  contribution  is  borne  solely  and 
clearly  by  the  employee  plus  whatever  Federal  and  State  income  tax 
he  miist  pay  on  his  taxable  income,  of  which  that  earnings  was  a 
part. 

However,  I  do  have  to  recognize  that  under  the  existing  law,  i)ay- 
ments  to  the  beneficiaries  in  terms  of  taxable  income  are  not  taxable 
under  the  present  law. 

It  would  be  possible,  in  my  opinion,  to  rationalize  increasing  the 
employer's  share  to  two-thirds  of  the  cost  and  reducing  the  employee's 
share  to  one-third  of  the  cost.  This  could  be  done  by  steps  over  a 
10-3^ear  period. 

I  am  really  directing  my  attention  more  to  the  longrun  costs  now, 
Mr.  Chairman.  In  other  words,  if  something  like  the  actuar}^  records 
show  the  eventual  cost  of  the  system  is  going  to  be  15  percent  of  the 
payroll,  I  could  conceive  of  the  situation  where  the  employer  would 
pay  5 — the  employee  would  pay  5,  and  the  emploj^er  would  pay  10 
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In  that  kiiid  of  a  division,  if  it  were  a  15-percent  cost  system,  with  the 
emi)ioyer  still  getting  the  reduction  due  to  the  fact  that  his  contribu- 
tion is  a  business  expense. 

That  is  only  one  way,  an  alternative  way  of  handling  the  present 
system,  and  I  will  deal  with  others. 

I  do  favor,  ]Mr.  Chairman,  some  general  revenue  financing  for  the 
social  security  system,  but  at  an  appropriate  time.  However,  it  will 
be  virtually  necessary  to  utilize  substantial  general  revenue  funds  to 
finance  low-income  individuals  in  any  national  health  insurance  plan 
which  this  committee  must  consider  and  which  I  hope  it  will  do  in 
the  near  future. 

Therefore,  I  would  be  conservative  at  this  time,  and  I  v/ould  al- 
locate whatever  additional  general  funds  to  the  social  security  pro- 
gram were  available  for  welfare  reform  and  national  health  insurance. 

I  should  like  to  point  out,  however,  in  making  this  point,  general 
revenues  are  already  utilized  in  the  social  security  system.  This  is 
not  a  wholly  new  principle. 

General  revenues  were  authorized  in  1965  by  this  committee  to 
pay  one-haK  of  the  cost  of  part  B  of  medicare,  providing  for  the 
physicians'  services  as  part  of  the  social  security  system.  So  we  are 
not  talking  about  a  wholl^^  new  nrinciple. 

But  I  do  think  that  when  you  consider  general  revenue  financing,  it 
is  easier  to  consider  it  as  part  of  a  health  program  than  it  is  in  terms  of 
the  present  system.  Although  I  have  for  many  years  argued  that,  if  a 
general  Government  contribution  is  to  be  brought  into  the  system, 
you  should  use  it  to  finance  the  actuarial  cost — or  I  should  put  it  this 
way,  you  should  finance  the  difference  between  the  cost  of  the  benefits 
and  the  actuarial  cost  of  the  benefits  to  particule^r  individuals,  or  what 
is  sometimes  called  the  "social  adequacy'"  part  of  the  benefit  structure. 

If  I  ma}'^  illustrate  that,  let's  say  a  person  gets  a  minimum  benefit  of 
$100,  but  the  actuarial  value  of  his  contributions  toward  that  was, 
let's  sajT-,  $60 ;  $40  is  the  social  adequacy  pai't  of  the  benefit. 

One  could  argue  that  that  ought  to  be  paid  out  of  general  revenues, 
and  the  employer-employee  pay  the  so-called  actuarial  part  of  the 
l)enefit.  That  has  a  good  deal  of  rationale  to  it. 

However,  I  am  reluctant  to  recommend  that  in  any  wa}^  now.  I 
think  that  is  a  longer  run  proposition,  and  of  those  various  alternatives, 
I  therefore  think  raising  maximimi  earnings  base  and  reallocating 
amount  from  national  health  insurance  system  to  OASI  is  the  most 
practical  way. 

As  you  know,  Mr.  Chairman,  the  Congress  included  in  the  social 
security  law  of  1944  a  provision  kno^vn  as  the  Vandenberg-Murray 
amendment,  wliich  provided  as  follows : 

There  is  also  authorized  to  be  appropriated  to  the  trust  fund  such_  additional 
sums  as  may  be  required  to  finance  the  benefits  and  pajTnents  provided  under 
this  title. 

That  was  section  201(a)  of  the  act.  I  think  Mr.  Mills  and  I  would  be 
the  first  to  admit  that  we  joined  together  in  taking  that  out  of  the  law 
in  1950,  but  I  think,  if  I  may  say  so,  Mr.  Mills,  I  think  it  was  a  mistake. 
I  will  take  my  share  of  the  responsibility  for  supporting  it.  That 
Vandenberg-Murray  amendment,  if  it  had  been  in  effect  the  last 
couple  of  years,  would  have  helped  us  very  substantially  to  overcome 
what  I  consider  very  undesirable  propaganda  against  the  mtegrity  of 
the  financing  of  the  social  securitj^  system. 
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That  provision  was  never  utilized,  as  you  know,  between  1944  and 
1950.  Nobody  has  &n.j  idea  that  it  would  be  utilized  in  the  future,  but 
I  do  recommend  that  you  reenact  it  as  part  of  the  law  today,  primarily 
to  allay  the  anxiety  and  doubts  which  have  been  stimulated  by  the 
rash  of  publicity  and  propaganda  against  the  financial  integrity  of 
the  system. 

No  appropriation  would  have  to  be  made  under  that  amendment 
unless  it  were  necessary,  and  no  appropriation  could  be  made  without 
further  action  of  the  Congress,  so  you  have  plenty  of  control  there. 
But  such  a  sentence  in  the  law  would  be  a  big  help  in  removing 
concerns. 

I  would  make  one  other  argument.  I  cannot  conceive,  no  matter 
what  the  financial  difficulties  of  the  present  sj^stem  are,  or  would  be 
in  the  future,  of  Congress  abdicating  its  financial  responsibility  under 
the  system.  And  I  don't  think  any  Member  of  the  Congress  would 
stand  up  to  say  that,  if  the  fund  for  any  unknown  reason  were  to  be 
inadequate,  or  income  to  be  inadequate  to  pay  the  benefits,  that  the 
benefits  would  be  cut  back. 

Therefore,  I  think,  putting  the  Vandenberg-Murray  amendment 
into  the  law  is  simply  recognizing  not  onl}^  the  morality  of  the  support 
for  the  integrity  of  the  S3^stem,  but  the  pohtical  reality  of  Congress' 
support  for  the  system. 

I  also  suggest  that  sometime  you  give  consideration  to  an  appro- 
priate increase  in  the  self-employment  contribution  rate,  but  allowing 
the  self-employed  individual  to  claim  a  deduction  from  their  income 
tax  of  the  amount  equivalent  to  the  employer  contribution,  just  as 
an  employer  can  do  as  a  business  expense  if  he  is  a  business.  This 
would  equalize  their  situation  with  respect  to  other  employers. 

The  reason  for  this  is  that  the  self-emplo3^ed  person  is  really  a 
kind  of  a  unique  combination  of  an  employer  and  an  employee  attri- 
bute, or  both  of  them.  It's  kind  of  hard  to  say  is  he  50  percent  em- 
ployee, 50  percent  employer;  he's  both;  the  self-employed  person. 

And  we  recognize  that  in  the  original  law  by  setting  the  self- 
employed  rate  in  effect  at  one  and  one-half  times  the  emplo^^ee  rate; 
recognizing  the  differential  in  the  benefit  liability  with  regard  to  the 
self-employed. 

I  do  think,  though,  that  you  might  give  some  consideration  to  a 
change  in  that. 

I  also  recommend  that  you  extend  the  earned  income  credit  enacted 
in  the  1975  tax  reduction  law.  This  provision  is  effective  only  for  1975 
in  the  present  law. 

Incidentally,  Mr.  Chairman,  I  find  most  people  don't  even  know 
that  it's  in  the  law.  I  have  done  my  own  little  public  opinion  poll, 
asking  people  about  it,  and  I  have  yet  to  find  one  average  person 
outside  of  Washington  who  knows  that  it's  in  the  law. 

It  provides,  as  you  know,  a  refund,  or  a  tax  credit,  of  10  percent  on 
earned  income,  which  is  approximately  the  combined  emploj^er- 
employee  social  security  contribution  to  persons  with  dependents  with 
earned  income  of  $4,000  a  year  or  less.  With  a  matching  provision  at 
$4,000,  it  fades  out  at  $8,000.  So  that  an  earned  income  of  $4,000  with 
a  dependent  will  get  a  $400  refund  this  year,  irrespective  of  other  tax 
liability. 

_  This  provision,  which  incidentally  was  adopted  by  the  Senate  three 
times  before  it  was  included  in  the  conference  report,  relieves  many 
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low-income  earners  of  a  large  part  of  the  amount  equivalent  to  what 
they  pay  in  social  security  contributions.  That  is,  it  relieves  them  not 
only  of  their  5.85  percent  which  they  paid,  but  a  proportion  of  the 
employer's  cost,  which  is  really  a  deferred  wage  element  anywa}^. 

In  my  opinion,  this  provision  which  you  put  in  the  law,  which  I 
favor  very  strongly,  is  a  rebuttal  to  the  many  charges  that  have  been 
coming  out  particularly  from  economists  that  the  social  security 
contribution  is  regressive. 

I  disagree  with  these  economists  that  the  social  security  system  is 
regressive.  The  social  security  system  is  not  regressive  when  jou  take 
the  taxes  and  the  benefits  and  put  them  together. 

But  if  you  just  look  at  the  social  security  tax  as  a  whole,  of  course, 
5.85  percent  on  a  person  earning  $2,000  and  earning  $14,000  is  not 
progressive. 

So  I  strongly  urge  you  to  extend  this  provision  permanently  in  the 
law,  or  at  least  for  a  longer  period  of  time,  in  order  to  relieve  low- 
income  people  of  the  burden  of  the  social  security  tax,  which,  of  course, 
eventually  must  go  up  somewhat  higher  than  it  is  today  if  we  are  going 
to  have  a  fmancially  sound  sytem. 

Now,  Mr.  Chairman,  I  am  deeply  concerned  that  many  individuals 
today,  particularly  young  people  and  women,  do  not  realize  the  great 
economic-social  value  of  the  social  security  sj^stem. 

The  peojole  who  enacted  the  original  law  came  out  of  the  period  of 
the  depression  of  1929-33  and  valued  the  social  security  S3^stem  as  an 
important  part  of  the  new  social  fabric  of  our  Nation.  But  some  people 
today  only  see  it  as  another  form  of  tax.  Some  think  of  it  as  a  savings 
system,  erroneously.  Some  do  not  know  it  provides  a  monthly  form  of 
life  insurance. 

The  total  value  of  the  life  insurance  in  social  security  is  equal  to  about 
all  the  private  life  insurance  in  the  United  States. 

Or,  of  3^ou  put  it  another  way,  if  you  take  all  the  life  insurance  in 
effect  in  the  United  States,  half  of  it's  social  security  and  half  of  it's 
private. 

I  find  many  young  people  do  not  realize  that  there  is  a  great,  great 
value  in  the  life  insurance.  When  I  told  my  son,  after  his  second  child 
was  born,  that  he  had  a  total  of  about  $70,000  to  $100,000  worth  of 
life  insurance  in  social  security,  like  most  young  people  he  didn't 
believe  me. 

Of  course,  he  doesn't  believe  his  father  on  a  lot  of  other  things,  too, 
but  at  least  on  that  point  I  thought  he  would  take  my  knowledge 
for  granted. 

But  the  fact  of  the  matter  is  that  very  few  people  realize  today  that 
in  social  security  they  are  not  only  paying  for  old  age  protection,  they 
are  paying  for  me  insurance  protection,  they  are  paying  for  disability 
insurance  protection,  they  are  pajdng  for  health  insurance  protection. 

Some  do  not  realize  that  it  includes  disability  insurance,  and  that  the 
program  helps  more  individuals  mentally  retarded  at  birth  than  any 
other  such  program  in  the  United  States. 

Under  an  amendment  adopted  by  this  committee  which  provides 
that  any  child  under  the  age  of  18  who  was  mentally  retarded  at  birth 
will  be  provided  with  benefits  for  the  rest  of  their  life,  if  their  father 
or  mother,  who  is  eligible,  is  a  retired  or  disabled  individual,  is  com- 
pletel}^  taken  care  of  in  terms  of  benefit  payments  for  a  lifetime 
period. 
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Now,  that's  a  great  advantage  to  many  parents  of  many  families. 
But  3'ou  can't  find  many  people  who  loiow  that.  Some  people  think 
it  onl}"  provides  old  age  benefits.  Most  persons  do  not  know  that  the 
social  securit}^  program  enables  700,000  persons  age  18  to  22  to 
continue  their  education.  It  is  one  of  the  largest  student  financial 
aid  programs  in  the  Nation;  700,000  bo3^s  and  girls  continue  to  finish 
high  school  and  go  to  college  because  of  an  amendment  that  this 
committee  put  in  the  law  that  permits  young  people  who  are  the 
children  of  these  beneficiaries  to  continue  to  get  their  benefits  until 
age  22. 

I  believe  that  in  the  light  of  these  financial  problems  that  the 
social  security  system  has  today,  we  must  do  a  much  better  job  of 
informing  the  people  of  the  costs,  benefits,  coverage,  and  value  of 
this  program. 

I  favor  including  in  the  envelope  sending  out  the  checks  to  the  in- 
dividuals that  we  include  strictly  factual  information  designed  to 
inform  beneficiaries  about  the  facts  of  the  progro^m. 

However,  I  wouldn't  put  that  in  the  law  until  you  convert  the 
social  security  system  to  a  board  of  three  people,  sot  that  it  would 
not  at  any  time  be  subject  to  political  manipulation. 

I  strongl}^  favor  the  bills  that  are  in  Congress  to  transfer  the  Social 
Security  Administration  outside  of  HEW  to  an  independent  board, 
as  it  was  in  the  original  law  proposed  b}^  this  committee,  which 
during  the  early  periods  maintained  its  political  independence  and 
nonpolitical  character. 

]\'Iany  individuals  do  not  know  that  the  combined  social  security 
contribution  of  5.85  percent  goes  for  four  different  types  of  protection 
and  that  this  protection  includes  millions  of  children,  youths,  and 
middle-aged  persons  in  addition  to  the  aged.  I  urge  that  you  consider 
ways  to  overcome  the  misconceptions  which  are  widespread  about 
the  system,  in  order  that  we  have  a  better  acceptance  by  people  of 
paying  the  cost  of  the  social  security  system. 

The  costs  of  social  security  are  going  to  go  up,  Mr.  Chairman.  We 
all  know  that.  I  believe  we  must  find  a  better  way  than  we  have  so 
far  of  educating  the  American  taxpayer,  the  American  beneficiary, 
the  American  public,  to  the  values  of  the  program,  so  he  and  she  will 
continue,  as  they  have  in  the  past,  to  be  mlling  to  pay. 

You  have  got,  in  the  way  you  have  constructed  the  social  security 
system,  one  of  the  great  geniuses  of  Congressional  action;  nam.ely, 
the  workers  of  this  country  over  the  last  40  jears  have  been  Tvdlling 
to  pay  their  social  security  taxes,  thcA^  have  been  willing  to  pay  every 
increase  since  it  v/as  1  percent  to  5.85  percent. 

There  has  never  been  a  time  in  the  40  years  that  I  am  aware  of 
that  any  organized  labor  group  came  before  this  committee  and 
objected  to  the  raise  in  the  social  security  tax  to  finance  the  benefit 
structure. 

Now,  I  don't  tliink  you  had  that  same  experience  in  regard  to  other 
tax  laws  that  you  had  before  this  committee.  Now,  there  has  been  a 
magnificent  contribution  of  the  Congress  and  the  executive  branch 
in  this  system,  that  there  lias  been  a  built-in  consensus  about  the 
financial  integrity  of  the  system  and  the  vdllinffness  to  pay  the  cost. 
I  would  like  to  see  that  continued,  but  to  continue  it  we  ha\^e  got  to. 
have  the  sympathetic  understanding  and  fnll  Imov/ledge  of  the 
people  that  they  are  getting  their  money's  worth. 
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I  think  you  do  get  j^our  money's  worth  out  of  the  Social  Security 
System.  The  program  today  vnth  the  benefit  structure,  plus  the 
dynamic  improvement  of  the  benefits  in  relation  to  cost  of  living, 
gives  everybody,  in  effect,  their  money's  worth;  gives  everybody  a 
sense  of  security;  gives  everybody,  the  community,  the  Nation,  a 
sense  of  security.  I  think  it's  a  great  system. 

I  think  it  needs  to  be  improved  in  many  waj'-s.  I  think  you  are 
going  to  improve  it.  But  in  order  to  improve  it  you  have  got  to  have 
the  cooperation,  the  understanding,  the  willingness  to  pay  the  contri- 
butions and  I  think,  therefore,  we  have  got  to  do  more  about  selling 
the  American  people  the  great  values. 
So  I  come  up  v.dth  one  small  suggestion. 

I  recommend  that  you  amend  the  law  to  require  that  the  W-2 
form  specifically  state  the  proportions  of  the  social  security  contribu- 
tions which  go  to  each  risk.  At  the  present  time,  Mr.  Chr.innan,  if 
you  look  at  the  W-2  form,  it  provides  a  Kttle  column  up  there  wliich 
says  F.I.C.A.  ,      ^ 

I  am  a  teacher,  and  I  asked  my  students,  "What  does  F.I.C.A. 
mean?"  Half  of  them  don't  know,  and  the  other  half  said,  "It  means 
social  security,  but  I  don't  know  why."  "I  don't  know  how  F.I.C.A. 
can  mean  social  security." 

Of  course  it  means  the  Federal  Insurance  Contributions  Act, 
which  was  put  in  the  law  by  this  committee. 

I  suggest  that  you  wTite  in  the  law  a  requirement  making  the 
Internal  Revenue  Service  make  the  column  read,  "Social  Security"; 
and  then  require  on  the  form  some  kind  of  an  explanation,  something 
like  this,  with  a  change  in  the  figures  v/hich  I  have  to  make  them 
correct : 

"Social  security  contribution,  75  percent  goes  for  old  age  and 
survivors  insurance;  10  percent  for  disability  insurance;  and  15 
percent  for  medicare;  the  employer  makes  an  equal  contribution." 

That  is  something  which  would  make  the  individual  both  aware 
of  what  the  cost  is,  aware  that  the  employer  is  fmancing  it  and  that 
there  is  more  in  the  program  than  just  old  age. 

In  conclusion,  Mr.  Chairman,  the  social  security  system  now  paj^s^ 
benefits  to  31  million  persons,  and  that's  going  up  every  year.  It  won't 
be  long  till  we  are  at  40  million  and  50  million  people  paj^ing  benefits. 
About  100  million  persons  make  some  contribution  to  the  system 
each  year  as  they  go  through  the  work  force.  The  program,  as  you 
know,  is  one  of  the  most  efficiently  administered  programs  in  the 
Government.  Its  costs  of  administratio]i  compare  favorably  with  any 
other  system  of  sim.ilar  type,  public  or  private,  not  only  in  the  United 
States  but  in  the  whole  world. 

It  has  always  had  excellent  leadership  ever  since  Mr.  Altmeyer  was 
the  first  Commissioner  of  Social  Securit}^  The  local  offices,  in  my 
opinion,  render  efficient  and  compassionate  services  under  great  handi- 
caps of  limited  personnel  and  salary  increases. 

The  program  and  its  administration  need  to  be  improved,  in  my 
opinion,  in  a  number  of  respects.  If  we  were  considering  that  todaj',  I 
would  be  glad  to  tell  you  how  I  would  change  it.  But  before,  I  recognize 
that  before  you  can  consider  these  important  and  far-reaching  changes, 
you  must  restore  the  program  to  the  kind  of  financial  stability  and 
soundness  which  it  has  always  had  in  the  past  which_  will  make  it 
possible  for  the  newspapers,  magazines,  radio  and  television  to  explain 
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the  program  in  a  way  tliat  will  relieve  the  anxieties  of  these  31  million 
people  who  are  drawdng  benefits,  and  the  millions  of  people  who  expect 
to  draw  benefits  in  the  next  5  or  10  j^ears. 

This  is  a  ver}^  important  task  that  3^011  have,  and  as  a  former  member 
of  the  board  of  trustees  of  the  system,  I  urge  you  to  take  prompt 
action  this  year  on  financing  of  the  program,  even  though  the  effective 
date  on  those  changes  in  the  financing  have  to  be  made  in  the  future. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 

Improving  the  Financing  of  the  Social  Security  System 
(By  Wilbur  J.  Cohen,  Secretary  of  Health,  Education,  and  Welfare,  1968) 

I  appear  before  yovi  todaj'  in  my  capacity  as  Professor  of  Public  Welfare  Ad- 
ministration of  The  Universit}^  of  Michigan,  Co-Chairman  of  the  Institute  of 
Gerontology  of  The  University  of  Michigan- Wayne  State  University,  a  former 
member  of  the  Board  of  Trustees  of  the  Social  Securit}^  Sj'stem,  and  the  President 
of  the  American  Public  Welfare  Association. 

I  urge  you  as  stronglj^  as  I  can  to  enact  legislation  as  prompth^  as  possil^le  to 
put  the  social  secxirity  system  on  a  sovmd  financial  basis.  I  recommend  that  the 
legislation  be  passed  by  the  Congress  this  year  to  be  effective  in  1977. 

It  is  vitally  important  that  we  allay  the  anxieties  of  many  people  about  the 
financial  soundness  of  the  social  security  system.  It  is  essential  that  we  take  steps 
to  assure  that  newspaper  and  magazine  articles  wiU  not  disburf  and  provoke  uncer- 
tainty, distrust,  and  concern  about  the  government's  stewardship,  responsibility, 
and  integrity  of  this  important  program  which  affects  every  person  in  the  Nation. 

My  recommendation  is  that  yuii  increase  the  maximum  earnings  base  to  $24,000 
for  1977,  with  a  transfer  of  part  of  the  allocation  from  the  Medicare  program  to 
the  OASDI  program. 

There  are  other  possible  ways  of  financing  social  security  although  these  in- 
volve more  debatable  and  controversial  issues  and  hence  mas'"  take  more  time 
to  consider  and  process.  I  therefore  suggest  you  take  the  steps  which  will  produce 
the  most  prompt  action.  The  increase  in  the  maximum  earnings  base  has  the 
advantage  that  it  follows  a  sound  and  acceptable  policy  which  the  Congress  has 
adopted  on  several  different  occasions. 

There  are,  of  course,  objections  to  anj^  increase  in  the  maximum  earnings  base 
which  the  Congress  has  considered  each  time  but  has  rejected.  These  objections 
may  be  summarized  as  follows: 

1.  It  curtails  the  scope  of  private  pension  plans  and  the  role  of  private  insurance 
carriers,  banks,  trust  companies,  and  the  role  of  investment  in  the  stock  market. 

2.  It  expands  the  role  of  the  public  sector. 

3.  It  increased  the  cost  of  business  and  to  individuals. 

I  do  not  believe  these  objections  are  persuasive  enough  to  have  any  substantial 
validity  in  relation  to  the  imperative  need  for  additional  income  to  the  social 
security  system.  These  objections  have  been  reviewed  and  rejected  by  the  Con- 
gress on  nine  different  occasions  and  by  distinguished  Advisory  Councils  on 
Social  Security  on  several  occasions.  The  scope  of  private  pension  plans  is  being 
expanded  as  a  result  of  recent  legislation  enacted  by  this  Committee.  The  ex- 
pansion of  social  security  has  tended  to  encourage  the  sale  of  private  life  insurance 
and  retirement  protection. 

However,  it  must  be  recognized  that  any  appreciable  increase  in  the  maximum 
earnings  base  at  a  given  moment  of  time  maj^  have  repercussions  on  business 
costs,  adjustments  in  private  pension  plans,  and  on  other  factors.  Consequentlj", 
a  graduated  increase  may  have  some  merit.  It  should  be  noted  that  the  lirst 
increase  in  1951  of  $8,600  from  $3,000  was  20%.  The  largest  single  dollar  increase 
in  one  j^ear  was  $2,400  in  196.5.  During  the  period  1971-75,  the  maximum  earnings 
base  increased  from  $7,800  to  $14,000 — an  increase  of  $5,300  in  a  three-year 
period. 

Since  imder  present  law  the  maximum  earnings  base  in  1977  is  estimated  at 

about  $16,500,  a  20%  increase  would  be  about  $20,000.  A  possible  schedule  would 

be  $20,000  for  emploj^ees  in  1977;  $24,000  in  1978;  $28,000  in  1979  and  $30,000 

for  employees  in  1980  and  thereafter;  with  no  maximum  on  the  employer  and  the 

•self-employed  contribution  after  1976. 
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In  addition,  I  recommend  that  whatever  new  maximum  earnings  base  is 
•established  that  as  provided  in  present  law  the  base  be  automatically  adjusted  to 
changing  earnings  conditions  as  provided  in  the  present  law. 

THE    EMPLOYER    CONTRIBUTION 

My  own  view  is  that  the  emploj^er  contribution  to  the  system  should  not  be 
limited  to  any  earnings  contribution  maximum.  The  employer's  entire  payroll 
is  the  appropriate  taxable  base  (as  in  workers'  accident  compensation),  and  only 
the  employee  contribvition  should  be  limited  by  the  amount  of  earnings  which 
are  included  for  benefit  computation  and  contribution  purposes. 

CHANGE    IN    THE    60-50    DIVISION    OF    COSTS 

One  possibility  which  might  be  explored  for  the  future  is  a  change  in  the  present 
50-50  division  of  costs  between  the  employer  and  employee.  This  policj*  has  the 
great  advantage  of  "aesthetic  logic"  and  political  appeal  but  not  much  economic 
rationale.  It  deserves  careful  reconsideration  during  the  years  ahead. 

The  employee  contriljution  is  part  of  taxable  income  while  the  employer  con- 
tribution is  deductible  as  a  business  cost.  Since  the  corporation  tax  is  nearlj^  50%, 
it  can  be  argued  that  for  corporations,  the  federal  government  and  the  general 
taxpayer  pay  about  one-half  of  the  employers'  cost.  To  the  extent  the  emplo.yer 
shifts  part  of  the  contribution  to  higher  prices,  the  consumer  pays  part  of  the 
cost.  The  employee  contribution  is  borne  solely  and  clearlj^  by  the  emploj^ee  plus 
the  federal  and  state  income  tax  on  his  taxable  income.  However,  the  payments  to 
the  beneficiaries  are  not  taxable  under  present  law. 

It  would  be  possible  to  rationalize  increasing  the  employer's  share  to  ^3  of  the 
cost  and  reducing  the  employee's  share  to  H  of  the  cost.  This  could  be  done  hj 
steps  over  a  ten-year  period. 

GENERAL    REVENUES 

I  favor  some  general  revenue  financing  for  the  social  security  system  at  an 
appropriate  time.  However,  it  will  be  virtually  necessary  to  utilize  substantial 
general  revenue  funds  to  finance  low-income  individuals  in  any  national  health 
insurance  plan.  Therefore,  I  would  be  conservative  at  this  time  in  allocating 
additional  general  funds  to  the  social  security  program  and  allocate  available 
general  revenue  funds  for  welfare  reform  and  national  health  insurance. 

General  revenues  were  authorized  in  1965  to  paj^  one-half  of  the  cost  of  Part  B 
of  Medicare. 

THE  GOVERNMENT  GUARANTEE 

As  you  know,  the  Congress  included  in  the  social  security  law  in  1944  a  provi- 
sion sponsored  by  Senator  Vandenberg  and  Senator  Murray,  which  provided  as 
follows: 

"There  is  also  authorized  to  be  appropriated  to  the  Trust  Fund  such  additional 
sums  as  may  be  required  to  finance  the  benefits  and  payments  provided  under 
this  title  (last  sentence  of  section  201(a))." 

This  sentence  was  repealed  in  1950.  It  never  was  utilized. 

I  recommend  it  be  reenacted  as  part  of  the  law  primarily  to  allay  the  anxieties 
and  doubts  which  have  been  stimulated  by  the  current  problems.  No  appropriation 
would  have  to  be  made  unless  it  were  necessary  and  no  appropriation  could  be 
made  without  further  action  by  the  Congress.  But  such  a  sentence  would  be  a 
big  help  in  removing  concerns. 

THE    SELF-EMPLOYED    RATE 

I  suggest  consideration  be  given  to  an  appropriate  increase  in  the  self- 
employment  contribution  rate  but  allowing  the  self-employed  to  claim  a  deduc- 
tion from  their  income  tax  of  the  amoimt  equivalent  to  the  employer  contribution. 
This  would  equalize  their  situation  with  respect  to  other  employers.  Since  the  self- 
■emplo3'ed  person  is  an  unusual  combination  of  employer  and  employee  attributes, 
this  would  be  a  reasonable  modification  which  would  yield  more  income  to  the 
securitj^  system  but  with  some  reduction  in  federal  income  taxes. 

EARNED    INCOME    CREDIT 

I  al«o  recommend  that  you  extend  the  earned  income  credit  enacted  in  the  1975 
tax  reduction  law.  This  provision  is  effective  only  for  1975  in  the  present  law. 
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It  provides,  in  effect,  a  refund  of  approximately  the  combined  employer- 
emploj-ee  social  security  contribution  to  persons  with  dependents  with  earned 
income  of  §4,000  a  year  or  less.  It  provides  some  refund  up  to  nearlj'  $S,000  of 
earned  income. 

This  provision  relieves  many  low-income  earners  of  a  large  part  of  the  amount 
equivalent  to  what  they  pay  in  social  security  contributions.  It  is  the  rebuttal  to 
the  charge  that  the  social  security  contribution  is  regressive. 

I  strongly  urge  the  extension  of  this  provision. 

COST,  BENEFITS,  VALUES 

I  am  deeply  concerned  that  many  individuals  today,  particularly  young  people 
and  women,  do  not  realize  the  great  value  of  the  social  security  program.  »5ome 
only  see  it  as  another  form  of  tax.  Some  see  it  as  a  savings  system,.  Some  do  not 
know  it  provides  a  form  of  monthly  life  insurance,  the  total  face  value  which  is 
equal  to  all  the  private  life  insurance  in  force  in  the  United  States.  Some  do  not 
realize  it  includes  disability  insurance  and  that  the  program  helps  more  individuals 
mentally  retarded  at  birth  than  any  other  such  program  in  the  United  States. 
Some  think  it  only  provides  old  age  benefits.  Most  persons  do  not  know  that  the 
social  security  program  enables  700,000  persons  age  18-22  to  continue  their  edu- 
cation. It  is  one  of  the  largest  student-aid  programs  in  the  nation.  Vve  mu-st  do  a 
much  better  job  of  informing  people  of  the  costs,  benefits,  coverage  and  value 
of  the  entire  program.  I  sti'ongly  favor  inclusion  in  the  envelope  sending  the 
checks  to  individuals  strictly  factual  information  designed  to  inform  beneficiaries 
of  the  facts  about  the  program. 

Many  individuals  do  not  know  that  the  combined  social  security  contribution 
of  5.85%  goes  for  four  different  types  of  protection  and  that  this  protection  in- 
cludes children,  youths,  and  middle-aged  persons  in  addition  to  the  aged.  I  urge 
that  you  consider  ways  to  overcome  the  misconceptions  which  are  widespread 
about  the  system. 

EDUCATING   THE    PUBLIC 

I  recommend  that  you  amend  the  law  to  require  that  the  W-2  form  specifically 
state  the  portion  of  the  social  security  contributions  which  go  to  each  risk.  At  the 
present  time  all  the  W-2  form  provides  is  the  total  employee  deduction  for  "FICA.' 
The  vast  majority  of  taxpaj-ers  do  not  even  know  what  these  initials  mean!  I 
suggest  changing  the  law  to  make  the  column  read:  "Social  Security"  and  then  re- 
quire an  explanation  on  the  form  something  like  this:  Social  security  contribution: 
70%  goes  for  old  age  and  survivors  insurance  protection;  15%  for  disabiHty  in- 
surance; and  10%  for  Medicare.  The  employer  makes  an  equal  contribution. 

CONCLUSION 

The  social  security  system  now  pays  benefits  to  31  million  persons.  About  100 
million  persons  make  some  contribution  to  the  svistem  each  j^ear. 

The  y:)rogram  is  one  of  the  most  efficiently  administered  programs  in  govern- 
ment. It  has  always  had  excellent  leadershi]).  The  local  offices  render  efScient  and 
compassionate   services   under   great   handicaps. 

The  program  and  its  administration  need  to  be  improved  in  a  number  of  im- 
portant respects.  Before  you  can  consider  these  changes  you  must  restore  the  pro- 
gram to  the  kind  of  financial  stability  and  soundness  which  will  make  it  possible 
for  the  newspapers,  magazines,  radio  and  television  to  explain  the  program  in  a 
way  which  will  reUeve  anxieties. 

This  is  a  very  important  task.  As  a  former  member  of  the  Board  of  Trustees  of 
the  system,  I  urge  you  to  take  prompt  action  on  the  financing  of  the  program. 

Mr.  Burke.  Thank  you,   Mr.   Cohen. 

As  usual,  j^ou  have  made  an  excellent  statement.  You  have  covered 
the  problem  of  financing  very  well,  and  have  made  some  recommenda- 
tions   that   should   be    considered. 

Mr.  Cotter. 

Mr.  Cotter.  I  just  have  one  short  question,  Mr,  Chairman. 

Mr.  Cohen,  I  want  to  congratulate  you  on  a  well-prepared  state- 
ment, in  which  you  have  suggested  that  the  employees'  tax  be  made 
deductible. 

Mr.  Cohen.  The  employer's. 
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Mr.  Cotter.  Employees,  or  employers  as  well? 

Mr.  Cohen.  I  am  sorry;  I  misspoke. 

Mr.  Cotter.  The  employer's  is. 

Mr.  Cohen.  Yes. 

Mr.  Cotter.  Yes. 

Mr.  Cohen.  I  suggested  that,  if  you  are  going  to  increase  the  em- 
ployer contribution,  you  make  it  partially  deductible,  yes,  sir. 

Mr.  Cotter.  Not  the  emploj/^ees? 

Mr.  Cohen.  Well,  let  me  put  it  this  waj^ 

Mr.  Jones.  You  were  talkmg  about  the  self-emploj^ed. 

Mr.  Cohen.  The  emplo^^^er's  is  already  deductible;  I  misspoke. 

Mr.  Cotter.  Yes. 

Mr.  Jones.  You  were  talking  about  the  self-employed. 

Mr.  Cohen.  Yes;  let's  start  with  the  self-employed;  don't  get 
confused.  I  was  speaking  at  that  point  about  the  self-employed. 
When  the  self-employed  pays  $1,000  now  as  self-employed,  that's 
all  out  of  his  gross  income;  he  gets  no  tax  deduction  for  that  at  all. 

Mr.  Cotter.  Right. 

Mr.  Cohen.  I  was  suggesting  as  that  goes  up,  wdiich  becomes  a 
more  onerous  responsibility^,  that  you  might  consider,  I  said,  in  taking 
it  w^hat  would  otherwise  be  the  employer  share,  that  is,  the  5.85, 
and  giving  him  a  tax  deduction  for  that;  yes. 

Mr.  Cotter.  Do  you  have  any  idea  what  the  revenue  loss  would  be 
for  allomng  the  self-employed  to  deduct  one-half  of  their  payment? 

Mr.  Cohen.  I  don't  have  it  right  at  hand,  no,  sir. 

Mr.  Cotter.  But  this  is  just  in  the  case  of  the  self-employed, 
right? 

Mr.  Cohen.  That  was  the  only  point  I  was  recommending  at  that 
point  there.  You  see  you  are  going  to  get  a  situation,  the  reason  I 
brought  that  up,  of  course  you  have  problems  with  tax  costs  no  rnatter 
who  pays  it,  but  the  self-emploj^ed  contribution,  as  you  go  up  in  the 
rate  particularly,  becomes  a  pretty  substantial  amount  of  money. 

I  thought  I  would  locate  it  here  very  easily.  But  if  you  should 
eventually  get  up  to,  let's  say,  6  or  7  percent  as  a  rate,  and  you  have 
the  150  percent  rate  for  the  self-employed,  7  percent,  that  would  be 
lOK  percent;  you  are  going  to  get  some  rebeUion  from  those  self- 
emplo3^ed  people,  and  I  was  trying  to  think  of  some  way  that,  as  the 
rate  \vent  up,  3^ou  could  moderate  that  impact  upon  them. 

JSlr.  Cotter.  What  proportion  of  the  total  number  contributing  to 
the  system  does  the  self-employed  represent,  do  you  know? 

Mr.  Co  KEN.  The  self-employed? 

Mr.  Cotter.  Yes. 

Mr.  Cohen.  I  don't  have  that  figure  right  with  me,  but  of  course 
it's  not  a  large  proportion,  because  employees — you  also  have  to  keep 
in  mind  this  point,  the  way  the  tax  system  w^orks.  For  many  people 
who  are  both  emplo3^ees  and  seif-emplo3'ed,  once  they  reach  $14,100 
of  employment  tax,  there  is  no  self-employment  tax  on  them,  even 
though  they  are  self-employed. 

Do  you  imderstand  what  I  mean? 

There  are  a  lot  cf  persons  wdio  draw  both.  If  you  are  an  employee 
of  a  corporation  and  a  director,  let's  say  you  have  both  employee 
income  and  self-employment,  you  never  get  tax  on  self -employment 
income,  because  first  the  thing  you  deduct  is  $14,100  as  an  employee, 
so  you  would  reall}^  have  to  study  it. 
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The  staff  could  get  that  for  you  from  the  Social  Security  Administra- 
tion. 

Mr.  Cotter.  Thank  you  very  much. 

That  is  all  I  have. 

Mr.  Burke.  Mr.  Jones. 

Mr.  Jones.  Thank  you,  Mr.  Chairman. 

I,  too  want  to  commend  Mr.  Cohen  not  only  for  his  testimony,  but 
for  his  great  dedication  to  social  causes,  and  to  this  particular  social 
security  system. 

Let  me  see  if  I  understand.  For  the  immediate  problem,  all  you  are 
suggesting  that  this  Congress  do  this  year  or  next,  to  become  effective 
in  1977,  is  to  raise  the  earnings  base  to  $24,000? 

Mr.  Cohen.  That  would  be  the  simplest,  Mr.  Jones;  yes.  And  then 
make  it  automatic,  as  the  present  law  does,  thereafter. 

Mr.  Jones.  Now,  some  witnesses  that  appeared  here  in  commenting 
on  that  recommendation  say  all  you  are  doing  is  postponing  the  more 
dift'cult  problem  doA\m  the  road.  Now,  what's  your  comment  to  that? 

Mr.  Cohen.  Well,  we  do  have  a  financial  problem  about  the  social 
securit}^  system  doM'n  the  road,  and  I  think  Congress  ought  to  go  into 
it.  But  that  is  not  an  immediate  problem.  You  have  got  5  to  10  years 
to  deal  with  that  problem,  and  I  recommend  that  you  do  it. 

But  to  solve  the  long-run  problem  and  the  short-run  problem,  it 
would  seem  to  me,  dela}^  your  solution  to  the  long-run  problem  and,  as 
I  say,  to  keep  people 

Mr.  Jones.  Well,  the  people  who  say  that,  sa}^  that  you  are  really 
just  exacerbating  the  long-run  problem,  and  that  you  should  have  a 
slight  inci'ease  in  the  tax  instead  of 

Mr.  Cohen.  Wei!,  I  don't  happen  to  agree  with  that.  We  have 
increased  the  tax  rates  considerably  since  they  were  1  percent.  We  are 
up  to  5.85  percent,  and  we  have  increased  the  wage  base  from  $3,000 
to  $14,100.  So  far,  we  have  done  both  of  those. 

I  think  now  it  M^ould  be  desirable,  more  desirable,  to  increase  the 
maximum  earnings  base  in  the  short-run.  When  a^ou  come  to  the 
long-run,  I  don't  favor  substantially  increasing  the  5.85  percent  on 
emplo^^ees.  I  think  you  have  got  to  find  other  substitutes. 

Now,  why  do  I  feel  that.  Air.  Jones? 

I  think  you  are  going  to  adopt  a  national  health  insurance  plan  in 
the  future. 

Mr.  Jones.  At  that  point,  do  j^ou  see  taking  medicare  out  of  the 
trust  fund  entirely? 

Mr.  Cohen.  No,  sir;  perhaps  I  don't  understand  your  point.  You 
mean  paying  it  all  out  of  general  revenue? 

Mr.  Jones.  Right. 

Mr.  Cohen.  No,  sir;  I  would  be  violentl}^  opposed  to  that. 

Mr.  Burke.  I  think  we  will  have  to  recess.  The  second  bell  has 
rung. 

Do  you  want  to  continue  A'our  questionuig? 

Mr.  Jones.  How  much  time  do  we  have? 

Mr.  Burke.  If  you  will  wait  here  imtil  we  come  back. 

Mr.  Cohen.  Certainly. 

lA  recess  was  taken.] 

Mr.  Burke.  The  committee  will  be  in  order. 

Mr.  Cohen. 

Mr.  (^OHEN.  Shonld  T  just  finish  answeiing  Mr.  Jones'  question? 

Mr.  Burke.  We  will  keep  the  record  open. 
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Mr.  Cohen.  I  will  just  finish  it  for  the  record. 

Mr.  Burke.  Yes. 

Mr.  Cohen.  Mr.  Jones  asked  if  I  favor  the  recommendation  made 
by  the  majority  of  the  Advisory  Council  on  Social  Security  that  the 
medicare  program  be  financed  entirely  out  of  general  revenue.  My 
answer  was:  No;  I  am  vigorously  opposed  to  that  recommendation  as 
being  basically  unsound  and  undesirable. 

I  believe  that  every  benefit  should  have  a  contributory  element  in  it;. 
that  is,  every  benefit  should  have  some  employer-emplo3"ee  contribu- 
tion toward  it  so  that  the  benefit  continues  as  a  matter  of  statutory 
right.  Once  you  take  a  whole  benefit  and  make  it  financed  out  of 
general  revenue,  you  are  going  to  have  some  kind  of  immediate  public 
issue  over  it,  as  veterans'  benefits  and  food  stamps,  and  everj^thing 
else.  Congress  is  going  to  decide  each  year  whether  it  should  increase  or 
decrease  or  change  it. 

The  value  of  a  contributory  social  security  system  with  the  employer 
and  employee  contributing  part  of  the  cost  is  that  the  beneficiary 
knows  that  he  has  got  as  good  a  guaranteed  right  to  benefit  by  a 
statutorj^  provision  as  man  can  make  it.  There  is  no  absolute  certainty 
in  this  world,  but  insofar  as  Congress  is  able  to  say  to  a  person  you  are 
going  to  be  sure  you  get  this,  the  backbone  for  that,  the  background 
for  that  is  that  the  employer  and  employee  have  contributed  toward  it^ 
and  Congress  will  therefore  recognize  that  statutor}?^  right. 

Therefore,  I  am  opposed  very  vigorously  to  the  recommendation 
made  by  the  majority  of  the  Advisory  Council. 

Mr.  Burke.  Thank  you.  Now,  with  reference  to  the  benefits  that  are 
paid,  how  would  you  make  a  breakdown  of  what  part  of  the  social 
security  benefits  come  under  welfare  and  what  part  comes  under  social 
insurance? 

Mr.  Cohen.  Well,  if  I  were  to  have  to  make,  I  would  prefer,  instead 
of  calling  it  welfare,  to  call  it  the  social  adequacy  part  of  it,  instead  of 
the  benefit  part  of  it.  And  those  are  not  my  terms;  those  are  terms 
invented  by  Reinhardt  Wholehouse,  the  actuary  of  Metropolitan  Life 
Insurance  Co.  in  1937  or  so,  a  very  great  man. 

Generall}^  speaking,  my  concept  of  the  social  adequacy  part  of  the 
benefit  is  that  part  of  the  cost  of  the  benefits  that  are  not  paid  for  by 
the  employer-employee  contribution  while  the  s^'stem  is  still  immature, 
or  what  in  private  pension  plans  would  be  called  the  liabiht}'-  that  is 
created  by  putting  a  system  into  effect,  by  paying  full-rate  benefits 
before  people  have  a  full  lifetime  to  contiibute. 

It  is  my  understanding,  although  you  can  verify  this  from  other 
sources,  my  understanding  is  based  upon  some  5  or  6  years  ago,  or 
7  years  ago,  when  I  was  Secretary,  that  that  social  adequacy  part  is 
about  a  third  of  the  long-run  cost  of  the  benefits. 

Mr.  Burke.  So  there  is  almost  a  moral  obligation  on  the  part  of  the' 
Federal  Government  to  pay  for  some  of  that  out  of  general  revenue 
rather  than  have  the  trust  fund  carry  the  full  load? 

Mr.  Cohen.  Well,  that  is  a  debatable  question.  I  think  that  there 
is  a  good  case  for  that,  Mr.  Burke,  and  I  think  that  would  be  the  basis 
for  the  bill  which  you  introduced  which  jirovides,  as  I  recall,  one- 
third  for  Federal  Government  financing;  does  it  not? 

Mr.  Burke.  M}^  bill  reduces  the  tax  rate  for  emploj'er  and  employee 
to  3.9  percent  and  j^rovides  that  one-third  of  the  trust  fund  receipts 
come  from  general  revenues. 
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Mr.  Cohen.  Well,  in  general,  the  concept  of  what  I  would  call  a 
tripartite  system,  equal  fmancing  by  the  employer,  the  emploj^ee,  and 
the  Federal  Govermnent,  can  roughly  be  justified  on  the  philosophy 
that  I  have  just  indicated,  that  in  the  long  run,  over  a  100  years  or 
so,  the  costs  of  the  social  adequacy  part  of  the  benefits  would  be 
rouglily  a  third  of  the  costs. 

So  you  come  back  to  my  point  that  I  made.  If  according  to  these 
estimates  the  system  is  going  to  cost  about  15  percent  of  payroll  in 
about,  I  forget,  25  or  50  years,  it  then  could  be  financed  on  a  5,  5,  and 
5  equal-partite  basis.  That  would  be  logical,  that  would  be  intelligible, 
and  it  Vv^ould  have  a  good  deal  of  merit.  I  don't  think  you  have  to  do  it 
today,  though,  Mr.  Burke. 

Mr.  Burke.  I  am  not  for  moving  too  fast  on  it.  I  am  making  a 
gradual  movement  in  this  direction,  and  I  am  waiting  until  I  get 
219  cosponsors.  I  have  135  right  now,  and  we  are  not  being  too 
aggressive  about  it  this  year  because  of  budgetary  problems  and  the 
rebates  and  everytliing  else  that  they  put  out  slowed  us  down  a  little 
bit. 

I  can  tell  you  the  sun  will  come  up  tomorrow  morning  if  it  doesn't 
rain,  and  maybe  I  am  a  little  ahead  of  my  time.  But  in  your  experience 
in  the  years  that  you  were  Secretary  of  HEW  and  in  other  positions 
you  have  had  a  chance  to  observe  some  of  the  countries  that  have  this 
system.  It  seems  they  don't  have  anv  real  problems  over  there,  do 
they? 

Mr.  Cohen.  Well,  let  me  say,  every  country  in  the  world 

Mr.  Burke.  I  know  that  the}''  have  some  problems. 

Mr.  Cohen.  Every  country  in  the  world  has  problems.  These  types 
of  S3^stems  are  now  about  75  years  old,  more  or  less,  and  ever}?"  country 
and  every  public  and  private  pension  plan  has  had  one  pervasive 
problem,  and  that  has  been  inflation,  whether  it  was  Germany  in  the 
twenties,  or  our  country  now,  or  England  now,  or  Turkey  or  Israel, 
all  who  have  higher  inflation  than  we  do.  So  the}^  have  had  their 
problems. 

And  that  is  one  of  the  reasons  why  you  a  couple  of  j^ears  ago  indexed 
the  benefits  of  the  social  securit}"  system,  and  in  fact  indexed  both 
the  maximum  earnings  base  ancl  the  retirement  test.  I  think  those 
were  Yery  sensible,  intelligent,  sound  proposals. 

But  it  will  take  recurrent  reevaluations  of  the  financial  aspects  of 
the  program  to  be  sure  3^ou  keep  it  on  a  sound  basis.  Wiiatever  those 
problems  are,  they  are  problems  as  well  of  private  pension  plans  as 
well  as  public  pension  plans.  I  think  that  we  have  got  to  look  at  that 
overall  if  we  are  going  to  see  that  older  people  have  financial  security 
rising  out  of  the  social  securit,y,  private  pensions,  the  supplemental 
income,  homeownership,  and  private  savings.  Those  are  the  five  prongs 
of  old  age  security  in  this  countr^^ 

Mr.  Burke.  Well,  I  appreciate  3-our  remarks  about  what  the  com- 
mittee has  done  over  the  years,  as  you  were  here,  and  as  I  always  recall, 
at  the  time  we  did  increase  benefits  we  provided  the  revenue  to  do  it. 

Mr.  Cohen.   Yes,  sir. 

Mr.  Burke.  In  fact,  I  remember  tlie  former  chairman  alwa^^s  in- 
sisted on  having  a  doflar  more  coming  into  the  fund  than  they  paid  out. 
But  of  course  we  are  in  unique  times  right  now.  We  have  been  caught 
with  this  sudden  inflation  and  recession  at  the  same  time  and  this 
committee  has  to  take  some  steps. 
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I  don't  know,  I  am  having  a  little  difficulty  selling  the  idea  of  doing 
something  in  1976.  Everybody  would  Uke  to  wait  until  1977. 

I  think  that  while  the  inflation  is  going  on  we  have  to  have  inflation 
in  revenue  also,  because  if  conditions  continue  we  might  be  in  a  worse 
position  than  they  predict.  In  fact,  I  keep  getting  reports  that  we 
might  run  out  of  money  before  1981,  and  if  that  ever  happens  God 
help  us,  you  know,  if  we  have  allowed  a  couple  of  years  to  slip  by  us 
without  taking  advantage  of  it.  And  the  proposals  I  am  suggesting,  I 
don't  see  how  they  will  upset  the  economy'.  It  is  just  going  to  nibble 
from  people  in  the  liigher  wage  bracket,  take  a  little  bit  back  from 
those  that  we  gave  rebates  to.  I  thmk  it  would  cost  about  $175  and 
they  got  $200  rebates,  so  they  will  only  have  $25  to  help  the  economy. 

Mr.  Cohen.  Well,  you  could  do  it  in  steps,  Mr.  Burke,  following  out 
your  idea  and  mine,  if  you  want  to  do  something  in  1976  when  it  is 
going  to  be  $16,500  anyway,  probably.  No,  it  will  be,  the  estimate  for 

1976  is  $15,000,  under  the  automatic  provisions,  and  $16,500.  You 
certainly  could  go  up  another  thousand  dollars  in  each  of  those,  if  you 
wanted  to,  in  the  near  years,  and  then  1978,  1979,  and  1980  go  up  a 
httlc  faster.  There  are  alternative  ways  of  doing  that. 

My  only  reason  for  suggesting  deferral  to  1977  is  actualljT-  while  the 
trust  fund  would  go  down,  under  my  proposal,  whereas  the  assets  in 
the  old  age  and  survivors  and  disabihty  insurance  fund  at  the  end  of 

1977  under  the  present  law  would  be  $31  billion,  they  would  be  $36 
bilhon  under  my  proposal,  and  climb  to  $55  bilUon  by  1980,  which 
would  be  slightly  more  than  the  $45  biUion  they  were  at  the  end  of  1974. 

So  I  think  the  only  difference  is  how  fast  do  j^ou  get  back  to  re- 
storing the  reserve  to  approximately^  where  it  was  before.  You  can  do 
it  two,  three,  four  dift'erent  ways. 

Mr.  Burke.  Oh,  yes.  We  had  some  testimony  here  that  indicated 
that  the  reserve  didn't  have  to  be  as  liigh  as  that;  it  could  be  down  to 
one-third  of  what  it  formerly  was. 

Then  of  course  if  that  happened,  you  would  have  some  people  coming 
in  saying,  well,  the  one-third  isn't  necessar}^,  you  could  bring  it  down 
to  zero.  Then  you  would  have  some  people  coming  in  later  on  saying, 
in  fact,  no  funds  are  in  there,  you  could  have  a  deficit  for  6  months. 
Then  the  first  thing  you  know  you  would  have  no  social  security. 

Mr.  Cohen.  Well,  I  don't  favor  that  at  aU,  Mr.  Burke.  I  am  strongly 
opposed  to  that. 

Mr.  Burke.  Well,  I  mean  these  are  things  that  bother  me.  You 
know,  I  am  a  liberal,  I  am  supposed  to  be  a  liberal,  and  I  try  to  be 
liberal  in  my  way.  But  I  can't  see  this  voting  for  all  the  spending  bills 
and  not  to  providing  the  revenue.  This  is  what  bothers  me  about  the 
social  security  trust  fund. 

A  lot  of  people  are  making  all  these  rash  statements.  It  is  unfortu- 
nate. They  are  putting  them  out,  and  everybody  I  hear  from  around 
here  keeps  coming  in  here  before  the  committee  and  they  keep  telling 
us,  well,  put  these  taxes  in  effect  in  1977.  They  are  saying  to  the  Mem- 
bers of  Congress,  "You  don't  want  to  make  smy  real  decisions  this 
3"ear  that  people  can  find  out  about  until  after  the  November  elections 
in  1976,"  and  then  the  administration  won't  have  to  worry  about  it 
because  people  won't  find  out  about  that  tax  bite  until  after  November 
1976. 

I  think  we  ought  to  sweep  that  kind  of  thinking  aside  and  really  get 
down  and  grab  the  bull  by  the  horns  and  do  what  we  have  to  do,  which 
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we  are  going  to  do.  We  will  have  to  do  it  in  1977  anyway.  We  will  have 
to  do  it  by  that  time,  or  conditions  will  be  chaotic. 

But  everybody  keeps  hitting  that  1977  fignre,  and  it  almost  sounds 
like  it  is  an  orchestrated  figure. 

Mr.  Cohen.  No ;  I  wall  tell  you  why. 

Mr.  Burke.  You  wonder  why  somebody  doesn't  come  in  here  and 
say  1976.  But  ever3'^body  likes  that  magic  year  of  1977.  I  feel  like  I  am 
out  here  alone.  You  know  I  have  got  my  good  friend  Bill  Cotter  here, 
who  stands  with  me  99  percent  of  the  way,  but  1  percent  I  know 

Mr.  Cotter.  Give  me  a  little  leeway. 

Mr.  Burke.  Leeway.  I  think  we  have  to  deal  with  the  problem  now 
as  it  is.  I  don't  think  we  can  keep  procrastinating  or  postponing  what 
has  to  be  done. 

Mr.  Cohen.  Well,  you  are  only  talking  about  1  year. 

Mr.  Burke.  I  wish  somebody  could  come  in  here  and  stand  up  and 
say  this,  and  then  I  would  go  home  tonight  and  sleep  a  lot  better.  I 
have  difficulty  at  night;  it  takes  me  5  minutes  now  to  go  to  sleep. 

Mr.  Cohen.  I  guarantee  jou,  Mr.  Burke,  you  get  the  Ways  and 
Means  Committee  to  put  it  in  in  1976  and  I  will  support  it. 

Mr.  Burke.  No;  I  can't  get  a  majority.  I  can't.  I  am  telling  you,  I 
don't  find  any  support  around  at  all.  I  feel  like  I  am  a  voice  in  the 
wilderness.  In  fact,  I  hope  that  before  these  hearings  are  oyer  that  some 
courageous  man  Avill  come  over  and  join  me.  If  I  ever  write  a  book  on 
profiles  in  courage,  if  he  does  that  I  will  give  him  a  paragraph  in  that 
book. 

Mr.  Cohen.  You  understand  that  the  maximum  earnings  base  is 
going  to  go  up  next  yeRT  anyway.  I  mean,  it  is  going  to  go  up. 

Mr.  Burke.  Yes;  but  the  deficits  that  are  projected  are  taking 
those  figures  into  consideration. 

Mr.  Cohen.  Yes;  that  is  correct,  they  have.  But  you  still  at  the 
end  of  1975  will  have  $43  billion  in  the  trust  fund. 

Mr.  Burke.  Maybe  we  will. 

Mr.  Cohen.  Well,  if  3^ou  don't  have  $4.3  billion  you  are  going  to 
have  $42  billion,  so  I  don't  think  that  is  worth  arguing  about. 

Mr.  Burke.  You  might  have  $40  billion. 

Mr.  Cohen.  Well,  $40  billion,  let's  say  $35  billion,  jou  still  have 
got  plenty. 

Mr.  Burke.  How  would  you  like  to  be  running  a  business  firm  and 
have  $43  billion  in  the  bank,  say,  for  borrowing  at  7  percent  interest, 
and  then  have  it  drop  to  $40  bilHon  and  lose  7  percent  interest  on 
that  $3  billion? 

Mr.  Cohen.  Well,  if  I  were  in  a  private  business,  I  wouldn't  hke 
it;  but  if  3^ou  are  the  Government 

Mr.  Burke.  You  would  never  allow  it.  You  would  never  allow  it  to 
happen. 

Mr.  Cohen.  But  that  is  the  difference  between  private  enterprise 
and  the  Government.  You  are  making  an  erroneous  analog^^  between 
the  way  the  Government  can  operate  the  system — the  Government 
doesn't  have  to  worry  about  a  year-bj^-year  situation  in  social  security. 
All  you  have  to  be  sure  is  that  the  program  is  financed  soundly  over 
a  period  of  time,  the  calendar  yesir. 

Mr.  Burke.  But  the  money  that  is  in  there  should  be  earning  mone}'-. 

Mr.  Cohen.  It  does. 

Mr.  Burke.  It  does;  and  the  lower  it  gets,  the  less  money  it  earns. 

Mr.  Cohen.  That  is  correct. 
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Mr.  Burke.  Which  detracts  from  the  amount  of  money  that  can 
be  paid  out  in  benefits  and  stabihzes  the  fund. 

Mr.  Cohen.  I  agree  with  that. 

Mr.  Cotter.  Will  the  gentleman  yield? 

Mr.  Burke.  Yes. 

Mr.  Cotter.  Mr.  Cohen,  at  what  level  do  you  think  that  the  fund 
should  be  maintained? 

Mr.  Cohen.  Well,  I  think  approximately  1  year  of  benefits. 

Mr.  Cotter.  Well,  aren't  we  below  that? 

Mr.  Cohen.  Oh,  we  are  way  below  that;  yes,  sir. 

Mr.  Cotter.  Yes. 

Mr.  Cohen.  But  under  m}^  proposal  you  would  start  getting  back 
to  that.  Under  my  proposal,  by  1980  you  would  be  at  $55  billion, 
which  would  be  41  percent  of  benefits  in  that  year.  In  other  words, 
we  would  still  be  substantially  below.  We  were  at  73  percent  at  the 
end  of  1974.  We  estimate  we  will  be  at  66  percent  in  1975;  55  percent 
in  1976,  and  42  percent  in  1977. 

I  want  to  try  to  keep  where  we  are  and  then  hope  to  build  back 
in  the  future. 

Mr.  Cotter.  It  is  pretty  difficidt  to  build  back,  isn't  it? 

Mr.  Cohen.  No. 

Mr.  Burke.  Did  aou  want  to  finish  those  figures? 

And  42  percent  in  1977,  32  percent  in  1978,  24  percent  in  1979, 
and  16  percent  in  1980. 

Mr.  Cohen.  Yes.  But  under  mine 

Mr.  Burke.  Now,  that  is  only  5  years  away. 

Mr.  Cohen.  Yes;  but  that  is  if  you  don't  accept  my  recommenda- 
tion. If  you  accept  mv  recommendation,  you  get  back  up  to  41  percent. 
Now,  I  agree  that  that  isn't  100  percent,  and  I  would  be  glad  to 
proceed  at  a  faster  rate  if  it  were  feasible.  But  my  testimony  today 
was:  Solve  the  shortrun  problem  this  year,  in  the  legislation,  and  then 
go  into  your  consideration  of  the  longrun  financing. 

I  agree  with  you,  Mr.  Burke,  that  something  has  to  be  done  on  the 
longrun  financing  of  the  system,  and  I  am  perfectly  willing  that  you 
do  that  and  that  you  find  the  finances  to  do  it.  But  I  am  so  eager  to 
get  the  short-range  thing  so  that  these  newspaper  articles  and  maga- 
zines will  not  undermine  the  confidence  that  people  have  in  the  system. 
That  seems  to  me  to  be  so  much  more  important  than  what  the  reserve 
is  going  to  be  in  1981. 

I  want  to  be  able  to  go  out  on  the  40th  anniversary  of  this  act, 
which  is  on  August  14  of  this  year,  and  say  Congress  has  enacted  a 
law  which  assures  that  there  will  be  adequate  money  in  the  trust  funds 
for  the  next  20  or  30  years,  or  whatever  it  is,  to  pay  the  benefits  of 
this  S3^stem. 

I  can't  say  that  now,  because  of  just  what  you  pointed  out.  So  I 
would  like  to  divide  these  two  questions.  The  current  shortrun  thing, 
take  care  of  that  right  away;  the  simplest,  easiest,  fastest  way  you 
can  get  Congress  to  do  it,  Then  go  into  the  longrun  thing,  make  what- 
ever changes  you  want  along  the  lines  of  your  bill,  or  anything  else. 
That  is  going  to  take  you  a  long  time. 

Mr.  Burke.  Well,  as  I  point  out  to  you,  the  shortrun  problem  should 
be  taken  care  of,  and  should  be  taken  care  of  forthwith. 

Mr.  Cohen.  Ves. 

Mr.  Burke.  But  nobody  wants  to  take  care  of  it  until  1977. 

Mr.  Cohen.  Well,  that  is  the  short  run,  in  my  opinion,  by  1977. 
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Mr.  Burke.  Well,  it  might  be  short  run,  but  it  is  not  a  responsible 
way  of  doing  it. 

Mr.  CoHEX.  No,  but  19 

Mr.  Burke.  Everybody  knows  that  w^e  have  to  raise  those  revenues 
in  1977.  If  they  start  raising  them  now,  we  w411  have  to  raise  less 
revenues  in  1977  if  we  start  raising  them  in  1976.  That  is  what  I  am 
getting  at. 

When  you  postpone  it  a  year,  a^ou  lose  all  those  revenues  for  that 
3^ear;  then  you  have  to  make  up  what  3^ou  did  the  year  before,  which 
increases  the  taxes  that  you  will  have  to  ask  for. 

Mr.  Cohen.  Well,  take  my  other  alternative  then;  raise  it  in  1976 
to  $20,000,  like  I  suggested.  Go  up  in  steps.  Go  to  $20,000  right  off 
the  bat,  instead  of  $16,500  or  $15,000;  whatever  figure  you  want. 
Then  go  up  to  $24,000;  $26,000;  $2S,000;  and  you  can  do  it  in  those 
steps  and  come  to  the  same  end. 

Mr.  Burke.  All  right. 

Mr.  Cohen.  I  think  that  it  is  perfectly  reasonable. 

Mr.  Burke.  I  think  you  have  made  some  good  recommendations 
here,  and  you  stuck  your  neck  out  a  little  farther  than  most  people, 
even  if  maybe  not  as  far  as  I  would  have  liked  you  to  stick  it  out. 

Mr.  Cohen.  W^ell,  I  have  had  it  chopped  off  may  times,  Mr.  Burke, 
so  I  know  how  it  feels. 

Mr.  Burke.  But  you  have  been  an  excellent  witness  and  the  com- 
mittee appreciates  j^our  appearance. 

Mr.  Cohen.  Thank  you. 

Mr.  Cotter.  Thank  you,  Mr.  Cohen. 

Mr.  Cohen.  Mr.  Jones,  I  answered  your  question  on  the  record 
while  you  were  out. 

Mr.  Jones.  Most  of  my  questions  were  on  the  long-range  problems 
and  we  can  visit  on  that  later. 

Mr.  Cohen.  Yes.  Thank  you. 

Mr.  Burke.  Our  next  witness  is  from  the  National  Association  of 
Manufacturers,  Mr.  Walter  E.  Klint,  member  of  employee  benefits 
committee. 

Is  Mr.  Klint  here? 

Mr.  Klint.  Here. 

Mr.  Burke.  We  welcome  you  to  the  committee.  You  ma^^  identify 
yourself  and  proceed  with  your  statement. 

STATEMENT  OE  WALTER  E.  KLINT,  DIRECTOR,  EMPLOYEE  BENE- 
FIT PROGRAMS,  CONTINENTAL  CAN  CO.,  MEMBER,  EMPLOYEE 
BENEFITS  COMMITTEE,  NATIONAL  ASSOCIATION  OF  MANUFAC- 
TURERS; DR.  ROBERT  MYERS,  CONSULTANT  TO  NAM;  RANDOLPH 
HALE,  ASSISTANT  VICE  PRESIDENT  AND  MANAGER,  INDUSTRIAL 
RELATIONS  DEPARTMENT;  AND  BRENDA  BALLARD,  ASSISTANT 
DIRECTOR  OF  EMPLOYEE  BENEFITS 

Mr.  Klint.  Thank  you,  Mr.  Chainnan. 

My  name  is  Walter  Klint  and  I  am  director  of  emploj^ee  benefit 
programs  for  Continental  Can  Co.  in  New  York.  With  me  today  are 
Dr.  Robert  Myers,  whom  you  know,  and  who  serves  as  a  consultant 
to  the  NAM;  also  Randolph  Hale,  assistant  vice  president  and  mana- 
ger of  the  industrial  relations  department;  and  Brenda  Ballard,  assist- 
ant director  of  employee  benefits. 
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I  welcome  the  opportimiW  to  appear  on  behalf  of  the  National 
Association  of  Manufacturers,  which  is  a  voluntary,  nonprofit  busi- 
ness organization  with  membership  of  over  13,000  emploj^ers.  As 
chairman  of  the  NAM  social  security  task  force,  I  am  here  today  to 
speak  for  American  industry. 

And,  may  I  remind  j^ou  that  we  are  your  biggest  single  source  of 
revenue  for  the  social  security  system. 

We  can  appreciate  the  difficulty  in  arriving  at  a  financing  solution  to 
social  security  which  will  be  welcomed  by  all.  In  view  of  the  complexity 
of  the  problem,  I  would  like  to  preface  my  comments  by  emphasizing 
two  underlying  fundamentals  vvhicli  the  association  believes  should 
remain  constant  in  any  discussion  of  the  social  security  program. 

First,  we  must  not  lose  sight  of  the  fact  that  social  security  functions 
through  a  transfer  of  money  from  one  generation  to  another.  In  other 
words,  the  entire  system  is  based  upon  the  ability  of  productive  em- 
ployees and  their  employers  to  finance  the  benefits  of  today's  elderly, 
the  disabled,  and  the  survivors  of  deceased  emplo3^ees.  Therefore,  the 
cost  to  finance  these  benefits  must  be  equitably  and  responsibh'  shared 
by  our  productive  emploj^ees  and  their  employers. 

The  second  point  we  would  like  to  emphasize  is  that  social  security 
should  provide  a  floor  of  protection,  not  a  full  replacement  of  earnings. 
The  balance  of  the  economic  seciu'ifcy  needs  of  our  citizens  should 
desirably  come  through  the  private  sector,  with  a  backstop  of  public 
assistance  for  those  whose  needs  are  not  met  fully  by  social  seciuity 
plus  other  sources. 

With  these  two  fundamentals  in  mind,  the  NAM  makes  the  following 
recommend  ations. 

We  think  immediate  action  is  needed  nov/,  Mr.  Chairman,  not  in 
1977.  In  a  recent  editorial.  The  Wall  Street  Journal  warned  that  the 
social  security  program  may  be  heading  toward  the  same  financial 
disaster  which  now  faces  our  city- — or  my  city,  at  least — of  New  York, 
because  no  one  in  authority  seems  particularly  worried. 

This  comment  seems  to  us  to  be  unfair.  Obvioush^,  those  in  authority 
are  concerned  with  the  problems  of  social  security,  such  as  Chairman 
Burke  has  outlined  here  this  afternoon.  W^e  must  point  out,  however, 
that  mere  concern,  without  concurrent  action,  may  serve  to  speed 
along  the  editorial's  gloomy  prophecy. 

The  1975  Social  Security  OASDI  Trustees  Report  shows  that,  in  this 
year  alone,  social  security  expenditures  will  exceed  income  by  about  $3 
billion.  What  is  more,  current  estimates  show  that,  under  present  law, 
outgo  will  exceed  income  in  each  future  year.  It  is  obvious  that  unless 
something  is  done  to  alter  this  course,  the  social  security  system  will 
become  insolvent.  The  important  question  to  consider  is  this:  How 
much  time  do  we  have  before  the  OASI  and  DI  trust  funds  are 
exhausted? 

The  first  two  tables  in  the  appendix  to  this  statement  illustrate 
the  importance  of  expeditious  action. 

Table  1  shows  the  status  of  the  OASI  and  DI  trust  funds  over  the 
next  9  years,  based  on  estimates  presented  in  the  1975  trustees  report. 
The  extension  beyond  1979  has  been  estimated  by  Dr.  Myers,  who 
used  the  same  economic  assumptions  as  used  by  the  trustees.  As  you 
can  see  from  this  table,  the  OASI  trust  fund  would  be  exhausted  m 
late  1981,  and  the  excess  of  outgo  over  income  in  1983  would  be  as 
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miicli  as  $16  billion.  The  disability  insurance  trust  fund  would  be 
exhausted  in  early  1980,  with  the  excess  of  outgo  over  income  being 
as  much  $4  billion  in  1983. 

Now  let's  suppose  that  the  projections  in  the  1975  trustees  report 
understate  the  financing  problem,  because  the  economic  assumi)tions 
as  to  price  and  wage  increases  are  overly  optimistic.  The  NAM 
concurs  with  Bob  Myers'  belief  that  this  is  a  reasonable  supposition, 
since  the  trustees  assume  that  in  1976  to  1980  the  annual  rate  of 
increase  in  wages  will  exceed  the  annual  rate  of  increase  in  prices  by 
about  3  percent  each  year — exactly  the  reverse  of  the  situation  in 
recent  years  and  substantial!}^  more  than  what  this  differential  has 
been  in  recent  decades. 

Table  2  of  the  appendix  presents  the  status  of  the  OASI  and  DI 
trust  funds  over  the  next  9  years,  based  on  what  we  think  are  more 
realistic  assumptions  as  to  future  price  and  wage  changes.  Specifically, 
the  assumptions  in  this  table  are  those  used  in  the  trustees  report  but 
modified  as  follows: 

1.  No  change  in  the  rate  of  increase  in  earnings,  and 

2.  The  rate  of  increase  in  the  consumer  price  index  is  only  1  percent 
less  than  the  rate  of  increase  in  earnings  in  1976  and  only  2  percent 
less  in  the  following  years. 

If  these  assumptions  are  vaUd — and  they  are  assumptions — -the 
OASI  trust  fund  would  be  exhausted  in  1980,  and  the  excess  of  outgo 
over  income  in  1983  would  be  as  much  as  $26  billion.  The  disability 
trust  fund  would  be  exhausted  in  mid-1979,  and  the  excess  of  outgo 
over  income  would  be  as  much  as  $5  billion  in  1983. 

It  goes  without  saying  that  the  longer  we  delay  taking  action  to 
remedy  these  short-term  deficits,  the  greater  the  risk  grows  that  the 
problem  will  become  insolvable. 

How  we  are  going  to  increase  social  security  revenue  is  the  major 
question. 

Studies  on  social  security  have  resulted  in  a  number  of  proposals  for 
increasing  the  cash  fiow  into  the  sj^stem.  Before  presenting  NAM's 
position,  I  would  like  to  address  myself  to  those  recommendations 
which  the  association  cannot  support,  and  brief!}'  explain  wh}'. 

It  lias  been  proposed  tliat  a  much  iiigher  taxalSle  earnings  base 
than  tlie  present  $14,100  would  be  a  desirable  way  to  solve  at  least 
part  of  the  financing  problem.  The  NAM  cannot  support  this  pro- 
posal. The  maximum  taxable  earnings  base  should  not  be  used  as  a 
short  range  ''convenience"  Imancing  mechanism;  rather  it  should  only 
be  kept  up  to  date  with  changes  in  average  covered  wage  levels,  as  is 
done  now  by  the  automatic-adjustment  provisions.  To  those  who  advo- 
cate a  substantial  and  arbitrary  increase  in  the  taxable  earnings  base, 
we  would  point  out  that  this  approach  produces  relatively  little  ad- 
ditional revenue  at  the  present  time.  Now,  let  me  shock  you  a  little 
bit.  As  a  matter  of  fact,  even  if  the  maximum  earnings  base  were  to  be 
doubled  from  $14,100  to  $28,200,  the  additional  revenue  produced 
would  probably  be  less  than  a  0.5-percent  increase  in  the  rates  of  both 
the  employee  and  the  employer  tax  on  the  present  maximum  wage 
base. 

And  what  is  more,  such  an  increase  would  be  inequitable  because 
the  additional  tax  burden  placed  on  higher  paid  employees  would 
far  outweigh  the  increase  in  their  benefits.  In  addition,  and  I  don't 
think  anybody  has  thought  of  this,  such  arbitrary  action  would  have  a 
little  known  but  serious  long-range  impact  on  the  recently  created 
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Pension  Benefit  Guaranty  Corporation  under  the  Employee  Retire- 
ment Income  Security  Act  of  1974.  Under  the  law,  such  an  increase 
would  require  the  Corporation  to  increase  the  maximum  insured 
private  pension  benefit  from  the  $750  per  month,  where  it  is  toda}^, 
to   over  $1,600  per  month. 

Now,  the  number  of  other  alarm  clocks  and  barometers  around 
Washington  w^hich  are  geared  to  the  social  security  maximum  wage 
base,  I  don't  know:  but  I  can  onl}^  presume  there  are  others. 

The  second  proposal  which  the  NAAI  must  oppose  is  a  subsidy 
from  general  revenues — either  dhectly  or  indirectly.  Manj/-  people 
erroneously  believe  that  money  from  general  revenues  comes  from 
taxes  that  someone  else  paid.  This,  of  course,  simply  isn't  true.  Con- 
sequently, the  use  of  general  revenues  to  finance  social  securit^^  is,  at 
best,  deceptive.  If  the  participants  are  able  to  see  their  own  tax  rates 
with  high  visibility,  we  sincerely  believe  that  they  will  be  much  more 
inclined  to  favor  reahstic  limits  to  the  program,  the  ones  that  we  can 
afford. 

The  NAM  takes  the  position  that  the  most  responsible  and  equitable 
means  of  providing  the  needed  flow  of  cash  over  the  short-range  would 
be  two  modest  increases  in  the  present  tax  rate. 

Although  the  1975  Trustees  Report  shows  an  estimated  long-range 
deficit  of  5.32  percent  of  taxable  payroll,  we  do  not  believe  that  such  a 
huge  increase  in  the  tax  rate  needs  to  be  made  at  the  present  time.  Mr. 
Chairman,  we  propose,  therefore,  that  a  total  1 -percent  increase  in  the 
tax  rate — 0.5  percent  employer,  0.5  employee — be  legislated  for  no 
later  than  1976. 

Now,  this  may  sound  heretic  to  some  of  my  contemporaries,  but  I 
am  sitting  before  you  representing  13,000  employers  and  I  am  recom- 
mending an  increase  in  our  tax  rate,  and  as  quickly  as  possible,  to 
maintain  the  solvency  of  this  program.  And  we  did  secure  the  ima- 
nimity  of  opinion  of  man}'  very  large  corporations  before  this  position 
was  taken. 

Now,  in  analyzing  the  problem  of  maintaining  the  system's  fiscal 
solvency,  gentlemen,  we  have  been  simpl}"  unable  to  separate  the 
mechanism  for  feeding  money  into  the  sj^stem  from  the  method  of 
determining  outgo.  Each  is  equally  important.  Therefore,  we  believe 
that  our  proposal  of  increases  in  the  tax  rate  must  be  tied  to  a  revamp- 
ing of  the  method  of  computing  initial  old-age  benefit  awards. 

By  that  we  mean  decoupling  social  security  benefits.  When  the  auto- 
matic-adjustment provisions  governing  the  calculation  of  benefit 
amounts  for  new  retirees  were  enacted  in  1972,  the  objective  of 
Congress  was  to  establish  a  means  whereby  benefit  amounts  would  keep 
pace  \vith  increases  in  wages  and  prices. 

It  has  now  become  apparent  that  the  automatic-adjustment  pro- 
visions will  very  probably  create  great  instability  in  the  results  of 
benefit  computations  and  concomitant  instability  in  the  program's 
financing.  If  wages  and  prices  rise  at  approximately  the  same  rate,  and 
if  that  rate  is  relatively  high — -and  under  today's  conditions  this  is  not 
an  unreasonable  assumption — the  benefits  awarded  each  year  in  the 
future  will  represent  higher  and  higher,  and  ultimately  prohibitive 
percentages  of  final  earnings. 

At  a  given  level  of  preretirement  earnings,  the  program  should 
replace  a  relatively  constant  percentage  each  year,  regardless  of 
fluctuations  in  the  economy''. 
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Now,  we  are  not,  b}^  any  means,  advocating  a  freeze  on  the  absolute 
dollar  amounts  of  benefits,  but  we  are  saying  that  the  percentage  of 
replacement  should  staj'  constant  and  at  a  realistic  level. 

Under  the  present  automatic-adjustment  provisions,  it  is  possible 
that  after  some  years  in  the  future  the  benefits  provided  b}'^  social 
securit}^  could  equal  or  even  exceed  a  participant's  preretirement  gross 
income  and  certainly  his  after-tax  income.  Such  a  situation  would  not 
onl}'-  create  financial  havoc  but  would  complete]}^  alter  the  original 
intent  of  the  program. 

Wliile  we  see  no  problem  with  maintaining  a  cost  of  living  escalator 
for  retirees  already  on  the  rolls,  we  believe  sincerely  that  the  present 
method  of  computing  initial  retirement  benefits  must  be  overhauled 
in  order  to  stabilize  the  future  replacement  ratio.  The  NAM  believes 
that  this  can  best  be  done  by  "wage-indexing"  an  employee's  earnings 
record  and  then  utilizing  a  new,  dynamic  benefit  formula. 

Also  in  the  appendix  to  this  statement  there  are  three  tables — 
labeled  3,  4,  and  5 — which  illustrate  the  stabilizing  effect  of  this 
approach.  The  examples  are  worked  out  for  various  types  of  steady 
earnings  records. 

We  are  concerned  here  with  the  'Trimary  Old  Age  Benefit  as  a 
Percent  of  Final  Earnings"  and  the  comparison  between  present  laAv 
and  the  decoupled  proposal  in  different  3'ears  and  imder  different 
sets  of  assumptions. 

In  tables  3,  4,  and  5,  the  follo\^ang  three-tier  benefit  formula  has 
been  used:  100  percent  of  the  first  $134  of  average  indexed  monthly 
earnings  (AIME)  plus  29  percent  of  next  $766^  of  AIME,  plus  20 
percent  of  the  excess  AIME  over  the  $900. 

It  should  be  noted  that  the  3-dollar  amounts  in  this  formula 
would  be  increased  by  anj^  future  rise  in  wages. 

Now,  if  you  will  look  at  table  3,  this  takes  the  emploj^ee  re  tiling 
in  1976  and  demonstrates  that  the  proposed  decoupled  formula 
closely  reproduces  what  present  law  would  provide.  It  should  be  noted 
here  that  if  the  decoupled  formula  produces  a  lower  benefit  than 
under  present  law,  a  "savings  clause"  would  operate  to  assure  the 
worker  of  receiving  the  higher  benefit. 

In  table  4,  the  situation  becomes  more  interesting.  We  begin  to 
see  both  the  instabilit}^  of  the  present  law  and  the  stability  of  the 
decoupled  proposal.  Looking  down  columns  3  and  4,  we  can  see  that 
under  the  decoupled  proposal  the  percentage  of  earnings  replaced 
remains  constant  under  varying  assumptions,  while  the  percentage 
replaced  under  present  law  fluctuates  considerably. 

Table  5,  dealing  with  a  retirement  in  2010,  demonstrates  even  more 
vividly  the  stability  of  the  decoupled  proposal  and  the  instability 
of  the  present  law.  In  some  instances,  the  benefit  ratio  under  the 
present  law  rises  close  to  or  even  above  100  percent,  which  was  never 
intended. 

Table  6  goes  a  step  further.  This  table  compares  the  benefit  formula 
used  in  tables  3,  4,  and  5  to  a  formula  having  10  percent  rather  than 
20  percent  as  its  last  incremental  increase  in  benefits.  This  change 
has  the  effect  of  maintaining  the  benefit  ratio  at  the  maximum  earn- 
ings level  at  about  31  percent  of  final  earnings — which  is  the  current 
percentage  replaced.  The  use  of  10  percent  as  the  final  increment 
would,  therefore,  seem  to  us  to  produce  the  most  reasonable  and 
equitable  results. 
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What  are  cost  efiects  of  the  NAM  proposals?  Earlier  we  looked  at 
tables  1  and  2  which  illustrated  the  life  expectancy  of  the  trust  funds 
under  two  sets  of  assumptions.  I  think  we  can  quickly  demonstrate 
the  soundness  of  NAM's  proposals  by  referring  you  to  one  more 
table. 

Table  7  incorporates  our  proposal  for  two  modest  increases  in  the 
tax  rate  and  our  proposal  for  decoupling  the  benefit  formula.  The 
increases  in  the  tax  rate  will,  as  you  can  see,  serve  to  keep  each  fund 
solvent  through  1983.  And,  v/hile  only  small  cost  savings  can  be 
attributed  to  decoupling  in  the  near  future,  or  short  range,  it  is  essen- 
tial that  this  change  also  be  implemented  immediately  so  that  long- 
range  costs  can  be  reasonably  predicted  and  maintained  within 
fiscally  responsible  lim.its. 

In  closing,  the  NAM  strongl}^  recommends  that  legislative  attention 
be  given  in  the  verA^  near  future  to  both  the  necessity  of  modestly 
increasing  the  present  tax  rates  and  decouphng  the  present  automatic 
increase  formula  in  benefits  for  future  retirees. 

Gentlemen,  this  concludes  the  testimony  on  behalf  of  the^NAM. 
If  you  would  like  to  have  us  review  any  of  the  technical  details  with 
vour  committee  staffs,  we  would  be  pleased  to  do  so.  On  behalf  of  the 
NAM  may  I  express  our  appreciation  for  the  opportunity  of  being 
here  and  for  your  courteous  attention. 

Thank  you. 

[The  prepared  statement  and  appendix  follows:] 

Statement  of  the  National  Association  op  Manufacturers,  Presented 
BT   Walter  Klint,    Chairman,   Task  Force   on   Social  Security 

SUMMARY 

While  there  are  many  variables  which  must  be  considered  in  attempting  to 
solve  the  Social  Security  financing  problems,  the  NAM  points  to  two  funda- 
mentals which  should  remain  constant  in  all  discussions  of  the  program: 

(a)  The  Social  Security  system  must  provide  for  equitable  but  responsible 
sharing  of  its  costs  between  the  productive  employees  and  their  employers,  whose 
contributions  serve  to  maintain  the  program. 

(&)  The  intent  of  the  system  is  to  provide  a  floor  of  protection  for  retirees;  it 
was  never  intended  to  fully  replace  pre-retirement  income. 

Despite  what  assumptions  are  used,  it  is  clear  that  the  Social  Security  program 
is  rather  quickly  approaching  insolvency.  The  NAM  recommends  that  action 
to  remedy  this  situation  be  taken  immediately.  It  is  felt  that  the  longer  the  delay 
in  taking  remedial  action,  the  more  difficult  it  will  become  to  do  so. 

The  NAM  proposes  that  the  following  two  revisions  are  sufficient  to  handle  the 
current  financing  problem  during  the  next  decade  or  even  longer: 

(a)  A  total  1%  increase  C/2%  employer-)^  %  employee)  in  the  tax  rate  should 
be  legislated  for  197C;  a  second  such  increase  should  be  contemplated  m  1980  or 
shortly  thereafter. 

(6)  The  present  "automatic  method"  of  calculating  Social  Security  benefits 
should  be  decoupled.  The  NAM  strongly  supports  the  use  of  "wage-indexing" 
and  a  new,  dynamic  benefit  formula  for  computing  initial  retirement  benefits. 

The  NAM  cannot  support  the  following  two  proposals  for  fiscal  reform: 

(a)  Arbitrary  expansion  of  the  taxable  wage  base. 

(6)  Any  transfer  of  funds  from  general  revenues. 

statement 

My  name  is  Walter  Klint  and  I  am  Director  of  Employee  Benefit  Programs  for 
Continental  Can  Company  in  New  York;  I  am  also  Chairman  of  the  National 
Association  of  ^Manufacturers'  Task  Force  on  Social  Security.  With  me  today  are 
Dr.  Robert  Mvers,  who  serves  as  a  consultant  to  the  NAM;  Randolph  Hale, 
Assistant  Vice  JPresident  and  Manager  of  the  Industrial  Relations  Department  of 
the  NAM;  and  Brenda  BaUard,  Assistant  Director  of  Employee  Benefits  for  the 
NAM. 
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I  welcome  this  opportunity  to  appear  today  on  behalf  of  the  National  Associa- 
tion of  Manufacturers,  a  voluntarj^,  non-profit  business  organization  with  member- 
ship of  over  13,000  organizations.  As  chairman  of  the  NA;M  Social  Security  Task 
Force,  I  am  here  today  to  speak  for  American  industry. 

Having  followed  the  manj^  studies  done  recently  on  the  Social  Security  program 
and  having  considered  the  various  and  varied  proposals,  we  can  appreciate  the 
difficulty  in  arriving  at  a  financing  solution  which  will  be  welcomed  by  aU.  Be- 
cause of  the  nature  of  the  sj^stem  there  are  many  variables  which  must  be  consid- 
ered. In  vieAv  of  the  complexity  of  the  problem,  I'd  like  to  preface  my  comments 
by  emphasizing  two  underlying  fundamental  concepts  which  the  Association  be- 
lieves should  remain  constant  in  any  discussion  of  the  Social  Security  program. 

First,  in  seeking  a  solution  to  the  financing  problem,  we  must  not  lose  sight  of 
the  fact  that  the  system  functions  through  a  transfer  of  money  from  one  generation 
to  another.  In  other  words,  the  system  is  based  upon  the  abilitj'  of  productive 
employees  and  their  employers  to  finance  the  benefits  of  the  present  elderly,  the 
disabled,  and  the  survivors  of  deceased  employees.  Therefore,  the  cost  to  finance 
these  benefits  must  be  equitably  and  responsibly  shared  by  our  productive  em- 
ployees and  their  employers. 

The  second  point  I'd  like  to  emphasize  is  that  Social  Security  benefits  should 
provide  a  floor  of  protection,  not  a  full  replacement  of  earnings.  The  balance  of 
the  economic  security  needs  of  our  citizens  should  desirably  come  through  the 
private  sector,  with  a  back-stop  of  public  assistance  for  those  whose  needs  are  not 
met  by  Social  Security  plus  other  sources. 

With  these  two  fundamentals  in  mind,  the  NAM  makes  the  foUo^ving  recom- 
mendations. 

Immediate  action  is  needed 

In  a  recent  editorial,  The  Wall  Street  Journal  warned  that  the  Social  Security 
program  may  be  heading  toward  the  same  financial  disaster  which  now  faces  our 
City  of  Nev/  York,  because  no  one  in  authority  seems  particularly  worried.  This 
comment  seems  to  us  to  be  unfair.  Obviously,  those  in  authority  are  concerned 
with  the  problems  of  Social  Security.  We  must  point  out,  however,  that  mere  con- 
cern, without  concurrent  action,  may  serve  to  speed  along  the  editorial's  gloomj'' 
prophecy. 

The  1975  Social  Security  Ox\SDI  Trustees'  Report  shows  that,  in  this  year,  ex- 
penditures under  the  Old-Age,  Survivors,  and  Disability  Insurance  Programs  will 
exceed  income  by  about  $3  billion.  What's  more,  current  estimates  show  that, 
under  present  law,  outgo  will  exceed  income  in  each  future  year.  It  is  obvious  that 
unless  something  is  done  to  alter  this  course,  the  Social  Security  system  will  be- 
come insolvent — in  fact,  within  about  5  years! 

The  important  question  to  consider  is  this:  how  much  time  do  we  have  before 
the  OASI  and  DI  Trust  Funds  are  exhausted? 

The  first  two  tables  in  the  Appendix  to  this  statement,  both  of  v/hich  have 
been  prepared  by  Dr.  Myers,  illustrate  the  importance  of  expeditious  action. 

Table  1  shows  the  status  of  the  OASI  and  DI  Trust  Funds  over  the  next  nine 
years,  based  on  estimates  presented  in  the  197.5  Trustees'  Report.  The  extension 
beyond  1979  has  been  estimated  by  Dr.  Myers,  using  the  same  economic  and 
other  assumptions  as  those  used  by  the  Trustees.  As  you  can  see  from  this  table, 
the  OASI  Trust  Fund  would  be  exhausted  in  late  1981,  and  the  excess  of  outgo 
over  income  in  1983  would  be  as  much  as  $16  billion.  The  DI  Trust  Fund  would 
be  exhausted  in  earlv  1980,  with  the  excess  of  outgo  over  income  being  as  much  as 
$4  biUion  in  1983. 

Now  let's  hypothesize  that  the  projections  in  the  197.5  Trustees'  Report  under- 
state the  financing  problem,  because  the  economic  assumptions  as  to  price  and 
wage  increases  are  overly  optimistic.  The  Association  concurs  with  Dr.  Myers' 
belief  that  this  is  a  reasonable  hypothesis,  since  the  Trustees  assume  that  in  1976 
to  1980  the  annual  rate  of  increase  in  wages  will  exceed  the  annual  rate  of  increase 
in  prices  by  about  3% — the  reverse  of  the  situation  in  recent  years  and  sub- 
stantially more  than  this  differential  has  been  in  recent  decades. 

Table  2  of  the  Appendix  presents  the  status  of  the  OASI  and  DI  Trust  Funds 
over  the  next  nine  years,  based  on  what  we  think  are  more  realistic  assumptions 
as  to  future  price  and  wage  changes.  Specifically,  the  assumptions  used  for  this 
table  are  those  of  the  Trustees'  Report  (including  the  extension  beyond  1980), 
but  modified  as  follows: 

(1)  no  change  in  the  assumed  rate  of  increase  in  earnings,  and 

(2)  the  rate  of  increase  in  the  Consumer  Price  Index  is  1%  less  than  the 
rate  of  increase  in  earnings  in  1976  and  2%  less  in  the  following  years. 
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If  this  set  of  assumptions  holds  true,  the  OASI  Trust  Fund  would  be  exhausted 
in  1980,  and  the  excess  of  outgo  over  income  in  1983  would  be  as  much  as  $26 
billion.  The  DI  Trust  Fund  would  be  exhausted  in  mid-1979,  and  the  excess  of 
outgo  over  income  would  be  as  much  as  $5  billion  in  1983. 

By  using  more  realistic  assumptions,  the  life  expectancy  of  the  two  trust  funds 
becomes  even  shorter.  It  goes  without  saying  that  the  longer  we  delay  taking 
action  to  remedy  the  short-term  deficit  in  the  program,  the  greater  the  risk  grows 
that  the  problem  wiU  become  insolvable. 

Increasing  social  security  income 

Studies  on  the  Social  Security  system  have  resulted  in  a  number  of  proposals 
for  increasing  the  ca^h  flow  into  the  system.  Bafore  presenting  NAM's  position,  I'd 
like  to  address  myself  to  those  recommendations  which  the  Association  cannot 
support,  and  briefly  explain  the  reasons  for  our  decisions. 

It  has  been  proposed  that  a  much  higher  taxable  earnings  base  than  the  present 
$14,100  would  be  a  desirable  way  to  solve  at  least  part  of  the  financing  problem. 
The  NAM  cannot  support  this  proposal.  The  maximum  taxable  earnings  base 
should  not  be  used  as  a  short  range  "convenience"  financing  mechanism;  rather, 
it  should  only  be  kept  up-to-date  with  changes  in  average  covered  wage  levels, 
as  is  done  now  by  the  automatic-adjustment  provisions.  To  those  who  have 
advocated  a  substantial  and  arbitrary  increase  in  the  taxable  earnings  base,  we 
would  point  out  that  this  approach  would  increase  revenues  far  less  than  the 
equivalent  of  a  %%  increase  in  the  rates  of  both  the  employee  and  the  emploj'er, 
on  the  present  maximum  wage  base.  What's  more,  such  an  increase  would  be 
uiequitable  because  the  additional  tax  burden  placed  on  a  higher  paid  employee 
would  far  outweigh  the  increase  in  his  benefits. 

The  second  proposal  which  the  Association  must  oppose  is  a  subsidy  from  general 
revenues — either  directlj'  or  indirectly,  such  as  a  shift  of  medicare  taxes  which 
would  be  replaced  by  a  government  subsidy.  Many  people  erroneously  believe 
that  money  from  general  revenues  comes  from  taxes  that  someone  else  paid.  This, 
of  course,  simply  isn't  true.  Consequently,  the  use  of  general  revenues  to  finance 
Social  Security  is,  at  best,  deceptive.  It  should  also  be  pointed  out  that  if  par- 
ticipants are  able  to  see  their  own  tax  rates  v/ith  high  visibility,  they  will  be  much 
more  inclined  to  favor  realistic  limits  to  expansion  of  the  program. 

The  NAM  takes  the  position  that  the  most  responsible  and  equitable  means  of 
providing  the  needed  flow  of  cash  over  the  short-range  would  be  two  modest 
increases  in  the  tax  rate. 

Although  the  1975  Trustees'  Report  shows  an  estimated  long-range  deficit  of 
.5.32%  of  taxable  payroll,  we  do  not  believe  that  such  a  huge  increase  in  the  tax 
rate  needs  to  be  put  up  at  the  present  time  in  order  to  assure  the  financial  integrity 
of  the  program  and  the  continuation  of  benefit  payments  over  the  next  few  years. 
We  propose,  therefore,  that  a  total  1%  increase  in  the  tax  rate — y2%  employer, 
)4%  employee — be  legislated  for  no  later  than  1976.  Another  such  increase  will 
probably  be  necessary  in  1980  or  shortly  thereafter.  If,  however,  the  optimistic 
assumptions  of  the  197-')  Trustees'  Report  hold  true,  a  second  increase  would  not 
be  required  until  possibly  the  mid-1980's. 

As  we  mentioned  earlier,  one  underlying  fundamental  which  must  remain 
constant  in  all  discussions  on  the  Social  Security  system  is  the  fact  that  the  cost 
to  finance  benefits  must  be  shared  equitably  and  responsibly  between  covered 
employees  and  their  employers.  Since  the  increases  which  we  propose  would  be 
borne  proportionately  by  all,  we  believe  that  this  approach  is  the  most  equitable 
of  available  options. 

In  analyzing  the  problem  of  maintaining  the  system's  fiscal  solvency,  we  have 
been  unable  to  separate  the  mechanism  for  feeding  money  into  the  system  from 
the  method  of  determining  outgo.  Therefore,  we  believe  that  our  proposal  of 
increases  in  the  tax  rate  must  be  tied  to  a  revamping  of  the  method  of  computing 
initial  Old-Age  benefits  awards. 

Decoupling  social  security  benefits 

When  the  automatic-adjustment  provisions  governing  the  calculation  of  benefit 
amounts  for  new  retirees  were  enacted  in  1972,  Congress  was  attempting  to  do 
automatically  what  had  been  done  previously  on  an  ad  hoc  basis,  which  had 
worked  rather  v/ell.  Essentially,  their  objective  was  to  establish  a  mea^ns  whereby 
benefit  amounts  both  for  new  retirees  and  those  already  on  the  rolls  would  keep 
pace  with  increases  in  wages  and  prices. 

It  has  now  become  apparent  that  the  automatic-adjustment  provisions  will 
probably  create  great  instability  in  the  results  of  benefit  computations  and 
•concomitant  instability  in  the  program's  financing.  If  wages  and  prices  rise  at 
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approximately  the  ?ame  rate,  and  if  that  rate  is  relatively  high,  the  benefits 
awarded  each  year  in  the  future  will  represent  higher  and  higher  percentages  of 
final  earnings. 

To  clarify  the  situation,  let  me  go  back  to  our  earlier  statement  in  regard  to  the 
Social  Security  program  providing  a  floor  of  protection.  The  Association  believes 
that  Social  Security  is  not  intended  to  fulh'  refjlace  a  retiree's  preretirement 
earnings.  At  a  given  level  of  pre-retirement  earnings,  the  program  should  replace 
a  relatively  constant  percentage  each  year,  regardless  of  fluctuations  in  the 
economj'.  We  are  not,  by  any  means,  advocating  a  freeze  on  the  absolute  dollar 
amounts  of  benefits;  but  we  are  saying  that  the  percentage  of  replacement  should 
stay  constant  and  at  a  realistic  level. 

Under  the  present  automatic-adjustment  provisions,  it  is  possible  that,  after 
some  years  in  the  future,  the  benefits  provided  by  Social  Security  could  equal  cr 
even  exceed  a  participant's  pre-retirement  income  and  certainly  his  after-tax 
income.  Such  a  situation  would  not  only  create  financial  havoc  but  v/ould  com- 
pletely alter  the  intent  of  the  program. 

While  we  see  no  problem  with  maintaining  a  cost  of  living  escalator  for  retirees 
already  on  the  rolls,  we  believe  that  the  present  method  of  computing  initial  retire- 
ment benefits  must  be  overhauled  in  order  to  stabilize  the  replacement  ratio.  The 
NAM  believes  that  this  can  best  be  done  by  "wage-indexing"  an  employee's  earn- 
ings record  and  then  utilizing  a  new,  dynamic  benefit  formula. 

Let  us  briefly  explain  how  this  "decoupling"  works.  We'll  take  a  hypothetical 
employee  who  had  earnings  of  S6,000  in  1966.  We'll  assume  that  the  average  wage 
in  covered  employment  was  $.5,000  in  1966  and  the  average  wage  in  covered  em- 
ployment in  the  year  in  which  he  retires  is  $10,000.  The  worker's  wage  for  1966  is 
indexed  in  the  following  manner:  $6,000  is  multiphed  by  $10,000  over  $.5,000,  or  2 
which  produces  an  indexed  wage  for  1966  of  $12,000. 

This  employee  had  wages  in  1966  in  an  amount  below  the  maxim.um  earnings 
base  for  that  year,  which  was  $6,600.  Therefore,  the  full  amount  of  liis  earnings  is 
indexed.  Had  his  earnings  been  more  than  $6,600  in  1966,  onh'  his  earnings  up  to 
the  maximum  earnings  base  would  be  indexed. 

A  worker's  wage  for  each  year  of  covered  employment  is  indexed  in  this  manner. 
Then,  in  the  same  way  that  Average  Monthly  Wage  (A!MW)  is  now  computed,  the 
indexed  wages  are  used  to  obtain  the  Average  Indexed  Monthly  Earnings  (AIME). 
The  AIME  is  then  applied  to  a  new  and  updated  benefit  formula. 

In  the  Appendix  to  this  statement  there  are  three  tables  (labled  3,  4,  and  5). 
which  have  been  prepared  by  Dr.  Mj^ers  to  illustrate  the  stabilizing  effect  of  this 
approach.  The  examples  are  worked  out  for  various  types  of  steady  earnings 
records:  maximum  taxable  earnings  in  all  years,  average  earnings  in  all  years,  and 
various  percentages  of  average  earnings.  Three  cases  of  retirement  at  age  65  are 
shown:  one  at  the  beginning  of  1976,  another  at  the  beginning  of  1994,  and  a  third 
at  the  beginning  of  2010. 

We  are  concerned  here  with  the  "Primary  Old  Age  Benefit  As  A  Percent  of 
Final  Earnings"  and  the  comparison  between  present  law  and  the  decoupled  pro- 
posal, in  different  years  and  under  different  sets  of  assumptions. 

In  Tables  3,  4,  and  5,  Dr.  M3rers  has  used  the  following  three-tier  formula: 
100%  of  the  first  $134  of  AIME;  plus  29%  of  the  next  $^66  of  AIME;  plus 
20%  of  the  excess  AIIME  over  $900. 

It  should  be  noted  that  the  three  dollar  amounts  in  this  formula  v/ould  be  in- 
creased by  the  rise  of  wages  in  the  future  for  retirees  in  the  coming  years. 

Table  3  considers  workers  retiring  in  1976  and  demonstrates  that  t'ne  proposed 
decoupled  formula  closely  reproduces  what  present  law  ■o-ould  provide.  It  should 
be  noted  here  that  if  the  decoupled  formula  produces  a  lower  benefit  than  under 
present  law,  a  "savings  clause"  would  operate  to  assure  the  worker  of  receiving 
the  higher  benefit. 

In  Table  4,  we  begin  to  see  both  the  instabilitj'-  of  the  present  law  and  the 
stability  of  the  decoupled  proposal.  Looking  down  columns  3  and  4,  we  can  see 
that,  under  the  decoupled  proposal,  the  percentage  of  earnings  replaced  remains 
constant  under  varj-ing  assumptions,  while  the  percentage  replaced  under  present 
law  fluctuates  considerably.  Although  Table  4  varies  onlj-  the  Consumer  Price 
Index  increase  assumptions,  the  results  would  be  of  the  same  nature  for  assump- 
tions in  earnings  increase  other  than  the  5%  used. 

Table  5,  dealing  with  a  retirement  in  2010,  demonstrates  even  m.ore  vividlj^  the 
stability  of  the  decoupled  proposal  and  the  instability  of  the  present  law.  In  some 
instances,  the  benefit  ratio  under  the  present  procedures  rises  close  to  or  even 
above  100%,  which  was  never  intended. 
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Table  6  goes  a  step  further.  This  table  compares  the  benefit  formula  used  in 
Tables  3,  4,  and  5  to  a  formula  having  10%  as  its  last  incremental  increase  in 
benefits.  This  change  has  the  efiect  of  maintaining  the  benefit  ratio  at  the  maximum 
earnings  level  very  close  to  31%  of  final  earnings — the  current  percentage  replaced. 
The  use  of  10%  as  the  fi.nal  increment  would,  therefore,  produce  the  most  reason- 
able and  equitable  results. 

Cost  effect  of  NAM  proposals 

Earlier  we  looked  at  two  tables  (labeled  1  and  2)  which  illustrated  the  life 
expectancy  of  the  trust  funds  under  two  sets  of  assumptions. 

I  think  we  can  quickly  demonstrate  the  soundness  of  the  NAM's  proposals 
by  referring  you  to  one  more  table. 

Table  7,  prepared  by  Dr.  Myers,  incorporates  our  proposal  for  two  small 
increases  in  the  tax  rate  and  our  proposal  for  decoupling  the  benefit  formula.  The 
increases  in  the  tax  rate  will,  as  you  can  see,  serve  to  keep  each  fund  solvent 
through  1983.  And,  while  onlj^  smaU  cost  savings  can  be  attributed  to  decoupling 
in  the  near  future  it  is  essential  that  this  change  also  be  implemented  immediately 
so  that  long-range  costs  can  be  reasonably  predicted  and  maintained  within 
fiscally  responsible  limits. 

In  conclusion,  the  NAM  strongly  recommends  that  legislative  attention  be 
given  in  the  very  near  future  to  both  the  necessity  of  modestl}'  increasing  the 
present  tax  rates  and  decoupUng  the  present  automatic  increase  formula  in  Old- 
Age  Benefits  for  future  retirees. 

APPENDIX 

TABLE  l.-ESTIMATED  STATUS  OF  OASDI  TRUST  FUNDS  AS  PER  1975  TRUSTEES'  REPORT 

[In  billions  of  dollars] 


Fund 

Fund 

Calendar 

Total 

Total 

Net 

at  end 

Calendar 

Total 

Total 

Net 

at  end 

year 

income 

outgo 

income 

of  year 

year 

mcome 

outgo 

income 

of  year 

Old  age  trust 

Disability 

fund: 

trust  fund: 

1975.... 

58.6 

60.8 

-2.2 

35.6 

1975.... 

7.9 

8.7 

-0.8 

7.3 

1976.... 

63.8 

68.1 

-4.3 

31.3 

1976 

8.6 

10.1 

-1.5 

5.8 

1B77.... 

72.2 

76.2 

-4.0 

27.3 

1977.... 

9.6 

11.3 

-1.7 

4.1 

1978 

80.1 

84.4 

-4.3 

23.0 

1978.... 

li.O 

12.7 

-1.7 

2.4 

1979.... 

88.2 

93.0 

-4.8 

18.2 

1979.... 

12.1 

14.1 

-2.0 

.4 

1980 

94.0 
100.0 
106.8 
114.4 

101.  6 
110.7 
120.4 
130.8 

-7.6 
-10.7  .. 
-13.6  .. 
-16.4  .. 

10.6 

1980.... 

1981 

1982 

1983.... 

13.0 
13.9 
14.9 
16.0 

15.4 
16.8 
18.3 
19.9 

-2.4  .. 
-2.9  .. 
-3.4  .. 
-3;9  .. 

1981 

1982 

1983 

TABLE  2.— ESTIMATED  STATUS  OF  OASDI  TRUST  FUNDS  USING  REVISED  ASSUMPTIONS 

[In  billions  of  dollars] 


Fund 

Fund 

Calendar 

Total 

Total 

Net 

at  end 

Calendar 

Total 

Total 

Net 

at  end 

year 

income 

outgo 

income 

of  year 

year 

income 

outgo 

income 

of  year 

Old  age  trust 

Disability 

fund: 

trust  fund: 

1975.... 

58.6 

60.8 

-2.2 

35.6 

1975.... 

7.9 

8.7 

-0.8 

7.3 

1976.... 

63.6 

68.5 

-5.0 

30.6 

1976.... 

8.6 

10.2 

-1.6 

5.7 

1977 

71.9 

78.2 

-6.3 

24.3 

1977 

9.5 

11.6 

-2.0 

3.7 

1978 

79.7 

88.2 

-8.5 

15.8 

1978.... 

11.0 

13.3 

-2.3 

1.4 

1979  ... 

87.5 
93.2 
99.7 

106.8 
114.4 

98.2 
108.4 
118.9 

129.2 
140.3 

-10.7 
-15.2  .. 
-19.2  .. 
-22.4  .. 
-25.9  .. 

5.1 

1979.... 

1980 

1981 

1982.... 
1983 

12.1 
13.0 
13.9 
14.9 
16.0 

14.9 
16.4 
18.0 
19.6 
21.4 

-2.8  .. 
-3.4  .. 
-4.1  .. 
-4.7  .. 
-5.4  .. 

1980 

1981 

1932  . 

1983 

Note:  The  revised  assumptions  used  for  the  estimates  in  this  table  are  those  of  the  trustees'  report  (plus  the  extension 
as  described  earlier)  modified  as  follows:  (1)  no  change  in  the  assumed  rates  of  increase  of  earnings,  and  (2)  the  rate  of 
increase  in  the  CP!  is  1  percent  less  than  the  rate  of  increase  in  earnings  in  1976  and  2  percent  less  in  subsequent  years. 
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TABLE  3.-C0IV1PARIS0N  OF  BENEFITS  UNDER  PRESENT  LAW  VERSUS  A  DECOUPLED  FORMULA 
IWIale  attaining  age  65  at  beginning  of  197S1 


Primary  old  age  benefit ' 


Benefit  as  percent  of  final 
earnings 


Earnings  record 


Present 

law 


Decoupled 
proposal 


Present 
law 


Decoupled 
proposal 


Present 

benefit 

as  percent 

of  decoupled 

benefit 


Maximum 

125  percent  of  average. 
Average 

75  percent  of  average. . 
50  percent  of  average.. 
25  percent  of  average.. 


$364. 00 
343.  90 
304.  70 
253.30 
198. 60 
145.  60 


$363. 60 
353.  00 
307.  20 
254. 10 
201.  00 
148. 00 


31 
39 

42 

46 
54 

80 


31 
40 
42 
46 
55 


100.1 
97.4 
99.2 
99.7 
98.8 
98.4 


1  Description  of  proposed  formula  for  primary  old  age  benefit:  100  percent  of  1st  $134  of  AIME,  plus  29  percent  of  next 
$766  of  AIME  plus  20  percent  of  excess  of  AIME  over  $900.  AIME  is  the  average  indexed  monthly  earnings,  computed  as 
the  average  m'onthly  wage  now  is,  except  that  the  earnings  record  is  indexed  on  the  basis  of  the  average  wages  in  covered 
employment  in  the  various  years. 

Note:  When  decoupling  produces  a  lower  figure  than  present  law,  a  savings  clause  would  apply,  and  the  larger  amount 
would  be  payable. 

TABLE  4.— COMPARISON  OF  BENEFITS  UNDER  PRESENT  LAW  VERSUS  A  DECOUPLED  FORMULA 
[Male  attaining  age  65  at  beginning  of  1994] 


Primary  old  age  benefit 


Benefit  as  percent  of  final 
earnings 


Earnings  record 


Present 
law 


Decoupled 
proposal 


Present 
law 


Decoupled 
proposal 


Present 

benefit 

as  percent 

of  decoupled 

benefit 


percent  earnings  increases;  4  percent 

CPI  increases: 

Maximum 

125  percent  of  average 

Average 

75  percent  of  average 

50  percent  of  average — 

25  percent  of  average 

percent  earnings  Increases;  3  percent 

CPI  increases: 

Maximum 

125  percent  of  average 

Average 

75  percent  of  average 

50  percent  of  average.. 

25  percent  of  average 

I  percent  earnings  increases;  2  percent 

CPI  increases: 

Maximum    - 

125  percent  of  average - 

Average 

75  percent  of  average. 

50  percent  of  average. 

25  percent  of  average 


$1,  256 

1,144 

1,035 

906 

677 

441 


1,110 
1,012 
916 
801 
598 
389 


987 
899 
814 
712 
532 
346 


;i,  046 

44 

958 

47 

824 

53 

681 

62 

539 

69 

397 

90 

1,046 

39 

958 

42 

824 

47 

681 

54 

539 

61 

397 

79 

1,046 
958 
824 
681 
539 
397 


34 
37 
42 
48 

54 
71 


36 
39 
42 
46 
55 
81 


36 
39 
42 
46 
55 
81 


36 
39 
42 
46 
55 
81 


120 
119 
126 
133 
126 
111 


106 
106 
111 
118 
111 
98 


94 
S4 
99 
lOS 
99 
87 


Note:  Earnings  and  CPI  increase  assum  ptions  for  1975-80  are  graded  in  from  current  levels  to  the  ultimate  assumptions 
shown  above. 
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TABLE  5.— COMPARISON  OF  BENEFITS  UNDER  PRESENT  LAW  VERSUS  A  DECOUPLED  FORMULA 
JIVlale  attaining  age  65  at  beginning  of  2010] 


Earnings  record 


Benefit  as  percent  of  final 

Present 

Primary  old 

age  benefit 

earnings 

benefit 

as  percent 

of  decoupled 

Present 

Decoupled 

Present 

Decoupled 

law 

proposal 

lav; 

proposal 

benefit 

$3,  303 

$2,  420 

48 

35 

136 

3,006 

2,101 

56 

39 

14a 

2.763 

1,798 

65 

42 

154 

2,463 

1,488 

77 

46 

166 

2,068 

1,177 

97 

55 

176 

1,392 

867 

130 

81 

161 

2,539 

2,420 

37 

35 

105 

2,295 

2,101 

43 

39 

109 

2,096 

1,798 

49 

42 

117 

1,855 

1,488 

58 

46 

125 

1,497 

1,177 

70 

55 

127 

1,054 

867 

99 

81 

122 

1,962 

2,420 

28 

35 

81 

1,754 

2,101 

33 

39 

83 

1,594 

1,798 

37 

42 

89 

1,419 

1,488 

44 

46 

95 

1,192 

1,177 

56 

55 

101 

802 

867 

75 

81 

93 

5-percent  earnings  increases;  4-percent 
CPI  increases: 

Maximum 

125  percent  of  average 

Average .-. 

75  percent  of  average 

50  percent  of  average. 

25  percent  of  average 

5-percent  earnings  increases;  3-percent 
CPI  increases: 

Maximum 

125  percent  of  average 

Average 

75  percent  of  average 

50  percent  of  average 

25  percent  of  average 

5-percent  earnings  increases;  2-percent 
CPI  increases: 

Maximum... 

125  percent  of  average 

Average 

75  percent  of  average. 

50  percent  of  average.. 

25  percent  of  average 


Note:  Earnings  and  CPI  increase  assumptions  for  1975-80  are  graded  in  from  current  levels  to  the  ultimate  assumptions 
shov^n  above. 

TABLE  6.-C0MPARIS0N  OF  2  BENEFIT  FORMULAS  WITH  DIFFERENT  WEIGHTING  FOR  HIGHEST  EARNINGS 

[Assumes  maximum  covered  earnings  for  male  age  65) 


Primary  old  age  benefit ' 


Benefit  as  percent  of  final 
earnings 


Date  of  attaining  age  65 


Formula  A 


Formula  B 


Formula  A 


Formula  B 


January  1976 .-  $364  $362 

January  1994 1,046  1,000 

January  2010 2,420  2,252 


31 
36 
35 


31 
34 
32 


1  Description  of  formulas  for  primary  old  age  benefits:  Formula  A— see  description  in  table  3;  formula  B— same  as 
formula  A  except  that  last  factor  is  10  percent  instead  of  20  percent. 

Note:  Earnings  increase  assumptions  for  1975-80  are  graded  in  from  current  levels  to  the  ultimate  assumption  of 
5  percent  per  year. 

TABLE  7— ESTIMATED  STATUS  OF  OASDI  TRUST  FUNDS  AFTER  PROPOSED  REVISIONS  TO  PROGRAM 

[In  billions  of  dollars] 


Fund  at 

Fund  at 

Calendar 

Total 

Total 

Net 

end  of 

Calendar 

Total 

Total 

Net 

end  of 

year 

income 

outgo 

income 

year 

year 

income 

outgo 

i.ncome 

year 

Old  age  trust 

Disability 

fund: 

trust  fund: 

1975 

58.6 

60.8 

-2.2 

35.6 

1975 

7.9 

8.7 

-0.8 

7.3 

1976.... 

69.6 

68.7 

-f.9 

36.5 

1976.... 

9.8 

10.2 

-.4 

6.9 

1977 

79.1 

78.4 

+.7 

37.2 

1977.... 

11.1 

11.6 

-.5 

6.4 

1978 

88.1 

88.5 

-.4 

36.8 

1978 

12.8 

13.4 

-.6 

5.8 

1979.... 

97.4 

98.4 

-1.0 

35.8 

1979.... 

14.3 

14.9 

-.6 

5.2 

1980 

112.9 

108.4 

-f4.5 

40.3 

1980.... 

17.4 

16.4 

-fi.o 

6.2 

1981 

121.2 

117.7 

-f3.5 

43.8 

1981.... 

IS.  6 

17.8 

-r.8 

7.0 

1982 

130.1 

125.3 

-1-4.8 

48.6 

1982 

19.8 

19.0 

-f.8 

7.8 

1983.... 

139.6 

133.3 

-f6.3 

54.9 

1983.... 

21.4 

20.3 

+1.1 

8.9 

Note:  The  assumptions  used  for  the  estimates  In  this  table  are  the  same  as  described  in  the  note  o!  table  2. 
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jSIr.  Burke.  Thank  3-0 u  veiy  miicli. 

Mr.  Jones. 

Mr,  Jones.  Thank  you,  Mr.  Chpjrman. 

Can  you  tell  me,  under  your  proposal,  the  total  1-percent  increase 
in  tax  base,  how  much  more  would  that  add  to  the  trust  fund,  say, 
over  the  next  4  or  5  years  in  comparison  to  raising  the  earnings  base  to 

$24,000?  "  .        .        , 

IMr.  Klint.  I  think  we  can  give  you  a  reasonable  approximation  of 
that,  and  as  that  is  an  actuarial  question,  I  will  refer  it  to  our  actuary. 

Mr.  Myers.  Mr.  Chairman,  raising  the  tax  rate  by  1  percent  on  the 
employer  and  the  employee  combined,  would  bring  in  about  $6  billion 
a  year  initial^,  and  then  as  wages  go  up  in  the  future,  somewhat  more, 
possibly  in  the  next  few  years,  that  figure  would  reach  $7  bilhon  a  year. 

Mr.  Jones.  All  right. 

Mr.  Myers.  If  you  raise  the  maximum  taxable  earnings  base  to — • 
did  you  give  any  figure? 

Mr.  Jones.  I  said  $24,000. 

Mr.  Myers.  $24,000,  thank  you. 

If  you  raise  the  maximum  earnings  base  to  $24,000  effective  next 
vear,  let's  sa}^ • 

]\Ir.  Jones.  For  the  same  time  period  that  you  are  figuring? 

Mr.  Myers.  This  would  increase  revenues  initially  by  somew^hat 
more  than  $6  billion.  I  w^ould  say  somewhere  around  $8  bilhon  a  year. 
But  then  over  the  3^ears  there  would  be  additional  benefit  outgo  that 
would  eat  into  that  additional  gross  income,  so  that  the  net  effect 
would  not  be  nearly  as  much  as  it  would  be  in  the  first  year  of  opera- 
tion. 

[Mr.  Myers  later  submitted  for  the  record  the  information  that  the 
increase  in  tax  income  for  1976  by  raising  the  base  to  $24,000  w^ould 
be  S7.3  billion,  while  the  increased  income  by  raising  the  combined 
employer-employee  tax  rate  by  1  percent  would  be  $6.8  billion.] 

Mr.  Jones.  Then  that  would  refute  my  assumption  that  the  0.5- 
percent  increase  in  tax  on  the  employer  would  be  more  expensive  to 
the  employer  than  the  additional  tax  from  the  $14,000  to  $24,000 
level? 

Mr.  Myers.  Yes ;  I  am  quite  certain • 

Mr.  Jones.  Really? 

Mr.  Myers  [continuing].  That  it  would  be  a  bit  more  expensive  for 
the  eniploj^er,  if  the  maximum  taxable  earnings  base  went  to  $24,000. 

Mr.  Jones.  As  you  raise  your  earnings  base? 

Mr.  Myers.  Yes. 

INIr.  Klint.  As  you  rapidly  diminish  A^our  earnings  base,  most  of  the 
gain,  not  nearlv  as  much  in  going  froin  $20,000  to  $22,000  as  in  going 
from  $14,000  to  $15,000  or  $16,000,  correct? 

Mr.  Myers.  Yes. 

Mr.  Jones.  The  thing  that  bothers  me  is  that  the  additional  tax  on 
the  employee  is  a  tremendous  burden,  and  on  the  small  businessman, 
for  that  matter. 

Mr.  Klint.  Well,  gentlemen,  we  are  not  running  a  philanthropic 
or  charity  program. 

Mr.  Jones.  I  understand  that. 

Mr.  Klint.  We  have  been  running  a  program  we  have  to  keep 
fiscally  sound  which  probably  was  playing  too  fast  and  loose  already. 
You  only  get  what  you  pay  for. 

Mr.  Jones.  I  understand  that. 


653 

Mr.  Klint.  And  we  have  got  to  be  big  enough  to  face  up  to  that. 
I^orcl  knows  if  we  bring  in  general  revenues — the  sky  is  the  hmit. 

Mr.  Jones.  I  don't  support  use  of  general  revenues. 

Mr.  Klint.  I  mean  we  have  got  a  real  gutsy  problem  in  front  of  us. 
We  have  got  to  have  the  backbone  to  face  up  to  it  foursquare.  It  is 
not  going  to  go  awaj^  if  you  tr}^  to  sweep  it  under  the  rug. 

Mr.  Jones.  I  understand  that.  It  is  a  question  of  which  approach 
we  take. 

Mr.  Klint.  Now  something  has  got  to  be  done. 

Mr.  Burke.  Well,  Mr.  Klint,  I  want  to  thank  you  for  appearing 
here.  You  are  the  first  witness  who  came  out  and  spoke  of  raising 
taxes  in  1976. 

Mr.  Klint.  Do  I  get  that  paragraph  in  your  memoirs? 

Mr.  Burke.  You  are  going  to  be  mentioned. 

Mr.  Klint,  Thank  you  very  much,  gentlemen. 

Mr.  Burke.  I  agree  with  you  on  that  part,  where  you  say  we  can't 
put  this  thing  off  and  that  revenue  should  be  raised.  I  wish  there 
were  more  of  my  colleagues  here  to  hear  3'our  testimony  because  I 
think  they  might  have  been  persuaded  to  act  a  little  bit  more  quickly. 

Mr.  Klint.  Let  me  just  repeat,  Mr.  Chairman,  that  what  you  have 
heard  today  is  not  my  own  personal  opinion,  as  problaby  the  opinions 
of  many  of  the  other  people  testifying  were.  This  represents  an  opinion 
of  10,000  emplo3'ers.  We  are  the  biggest  single  source  of  revenue  for 
the  whole  system. 

Mr.  Burke.  I  want  to  thank  you  for  brmging  Mr.  Myers  along, 
because  he  is  one  of  the  most  able  actuaries  in  the  world. 

Mr.  Klint.  The  ablest  in  this  field,  in  our  opinion. 

Mr.  Burke.  Thank  you  very  much. 

W^e  are  going  to  have  a  little  recess  while  we  vote  and  then  we  will 
hear  Mr.  Cruikshank. 

[A  recess  was  taken.] 

Mr.  Burke.  We  welcome  Mr.  Nelson  Cruikshank,  the  president  of 
the  National  Council  of  Senior  Citizens.  He  has  appeared  before  this 
committee  many  times  before  and  his  expertise  on  this  subject  is 
recognized  by  all.  So  we  are  happy  to  have  him  here  today. 

You  may  proceed  with  your  testunony. 

STATEMENT  OF  NELSON  CEUIKSHANK,  PRESIDENT,  NATIONAL 
COUNCIL  OE  SENIOR  CITIZENS,  ACCOMPANIED  BY  RUDOLPH 
DANSTEDT,  ASSISTANT  TO  THE  PRESIDENT 

Mr.  Cruikshank.  Thank  you,  Mr.  Chairman,  Mr.  Cotter. 

I  am  very  happ}'^  to  have  the  opportunity  to  appear  on  this  very 
important  subject.  With  your  permission,  1  would  like  to  ask  Mr. 
Rudolph  Danstedt  to  join  me.  Mr.  Danstedt  is  the  assistant  to  the 
president  of  the  National  Council  of  Senior  Citizens  and  was  a  member 
of  the  National  Senior  Citizens  Advisory  Council  on  Social  Security, 
as  I  am  sure  you  are  aware,  because  he  has  appeared  in  that  capacity 
here  Avith  you. 

Mr.  Burke.  Yes,  sir. 

Mr.  Cruikshank.  Mr,  Chairman,  I  have  submitted  mj  statement 
in  advance,  and  I  would  like  to  ask  permission  that  it  be  included  in 
the  record.  But  in  the  interest  of  time  and  possibh^  with  a  view  to 
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adding  a  couple  of  comments  which  won't  be  too  long,  I  would  sum- 
marize the  statement. 

Mr.  Burke.  Without  objection  your  entii-e  statement  will  appear 
in  the  record  at  this  point. 

Mr.  Cruikshank.  Thank  you,  sir. 

[The  statement  referred  to  follows :] 

Statement  of  Nelson  H.   Cruikshank,  President,   National  Council  of 

Senior  Citizens 

Mr.  Chairman,  Members  of  the  Subcommittee  on  Social  Security,  my  name  is 
Nelson  H.  Crviikshank.  I  am  President  of  the  National  Council  of  Senior  Citizens. 

The  National  Council  is  a  non-profit,  non-partisan  organization  of  more  than 
3,000  older  people's  clubs  in  all  states. 

I  deepty  appreciate  this  opportunity  to  present  the  views  of  the  National  Council 
on  the  financing  of  Social  Security,  with  particular  emphasis  on  the  need  to 
strengthen  the  short-range  financing  of  the  program. 

Appropriately,  the  Subcommittee  has  chosen  to  take  action  on  legislation 
affecting  earlj^-year  financing  (the  next  25  years),  before  considering  legislation 
affecting  long-range  financing  (the  next  75  years).  These  are,  in  our  view,  properly 
separable,  involving  hard  fact  and  early  action  for  the  short-run  aspects  of  the 
problem  and  highly  speculative  assumptions  far  into  the  future  for  the  long- 
range  aspects. 

Whether  the  financing  problems  are  short-run  or  long-run,  however,  I  urge  that 
they  be  viewed  in  proper  perspective.  The  cause  of  the  problems  is  not  the  Social 
Security  system.  Economic  and  demographic  factors  are  the  cause. 

This  would  appear  to  be  obvious  on  a  moment's  reflection.  But  strangely 
enough,  some  of  the  present  day  critics  of  Social  Seevirity  seem  to  be  writing  from 
the  premise  that  because  we  have  Social  Security,  come  the  year  2035  there  are 
going  to  be  only  30  people  over  age  65  for  every  iOO  of  working  age,  as  contrasted 
to  18.3  in  that  group  at  present. 

It  is  by  no  means  certain  that  these  figures  will  accurately  reflect  the  popula- 
tion make-up  60  years  from  now;  if  experience  does  bear  them  out,  however,  it 
will  be  a  problem  for  society  as  a  whole.  But  it  will  not  confront  us  because  of 
Social  Security.  Social  Security  is  the  answer  to  the  problem — not  the  problem 
itself.  It  is  of  course  less  than  a  perfect  answer.  And  it  will  have  to  be  adjusted  and 
improv^ed  and  it  will  have  to  find  additional  financial  resources  to  meet  such 
demograpliic  changes  if  thej^  do  indeed  occur.  But  the  same  problem  will,  in  this 
event,  confront  every  device  that  has  been  developed  or  may  be  developed  in  the 
future  to  meet  the  problem  of  income  maintenance  in  old  age.  It  will  be  a  problem 
for  private  pension  plans — a  problem  for  private  annuity  programs,  and  for 
individual  savings  and  investment  programs,  as  well  as  for  Social  Security.  It  will 
be  a  problem  for  all  these,  assuming  of  course  that  America  will  never  accept  the 
unthinkable  alternative  of  letting  its  older  people  starve  or  prematurely  die  of 
unattended  disease. 

Demographic  factors  are  responsible  for  the  long-range  financing  problems.  By 
no  stretch  of  the  imagination  can  we  hold  the  Social  Security  system  responsible 
for  current  birth  rates.  People  are  living  longer.  But  if  the  cash  benefits  keep  our 
aged  from  starving  to  death,  and  Medicare  benefits  help  to  prevent  untimely 
death,  no  one  would  wish  it  otherwise. 

For  the  short-run  financing  problems,  on  the  other  hand,  the  deplorable  state  of 
our  economy  in  recent  years  is  largely  responsible. 

Unemploj'^ment,  at  the  same  time  that  it  cuts  down  payroll-tax  income,  in- 
creases out-go  as  more  and  more  older  workers  lose  their  jobs  and  are  forced  on  to 
the  retirement  rolls.  But  is  the  Social  Securitj''  system  the  ca^ise  of  the  unemplo.y- 
ment  proljlem?  Ovbiously  not.  Instead,  it  is  part  of  the  remedy  in  that  it  provides  a 
source  of  income  for  those  older  workers  who  can  no  longer  continue  in  gainful 
emplojmient. 

Inflation,  too,  greatly  increases  Social  Security  outlaj^s  now  that  benefits  are 
adjusted  to  increases  in  the  cost  of  living.  But  the  Social  Security  sj^stem  is  not  the 
cause  of  inflation.  Again,  it  is  one  means  of  ameliorating  an  intolerable  situation. 
The  economy  of  recent  months — combining  double-digit  inflation  with  close  to 
double-digit  unemployment — has  resulted  in  more  money  being  paid  out  in  Social 
Security  benefits  than  is  currently  being  paid  in  by  workers  and  their  employers.  I 
emphasize  again  that  Social  Security  is  not  the  cause  of  this  problem.  But  it  can  be 
part  of  the  solution  because  it  is  good  for  the  economy  to  have  this  money  poured 
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back  in  through  purchases  of  consumer  goods.  And  we  can  be  sure  that  practically 
ail  Social  Security  benefit  checlcs  are  immediately  spent  on  essentials  of  dailj^ 
living  instead  of  being  deposited  in  savings  accounts. 

I  will  not  focus  on  our  recommendation  for  dealing  with  the  short-run  financing 
problems  of  the  Social  Security  system,  and  ask  that  we  have  an  opportunity  to 
participate  when  the  Subcommittee  turns  its  attention  to  long-range  aspects. 

This  Subcommittee  is  fully  aware  that  the  Social  Security  system  is  currently 
spending  more  than  it  is  taking  in.  The  National  Coimcil  believes  that  some 
reduction  in  the  trust  funds  in  the  next  few  j^ears  is  not  to  be  deplored.  The  trust 
funds  are  intended  to  serve  during  periods  of  recession.  The  fact  that  Social 
Security  beneficiaries  get  more  money  to  spend  than  is  currently  being  deducted 
from  payrolls  in  Social  Security  taxes  is  good  for  a  depressed  economy. 

However,  the  1975  Annual  Report  of  the  Board  of  Trustees  of  the  Federal 
Old- Age  and  Survivors  Insurance  and  Disability  Insurance  Trust  Funds  has 
thrown  new  light  on  the  magnitude  and  urgency  of  the  problem.  In  summary,  this 
report  says:  "The  estimates  indicate  that,  without  legislation  to  provide  additional 
financing,  the  assets  of  both  trust  funds  will  be  exhausted  soon  after  1979." 

This  situation  demands  early  action. 

I  turn  then  to  our  recommendations  for  such  legislation. 

First,  the  National  Council  supports  the  recommendation  of  the  Social  Security 
Advisory  Council  for  what  is  commonly  called  "decoupling".  Decoupling  addresses 
itself  to  a  defect  in  the  automatic  provisions  of  present  law.  Under  existing  provi- 
sions when  a  future  benefit  is  computed,  it  is  a  combination  of  the  increase  in 
the  Social  Security  benefit  for  a  particular  average  wage  level— nn  increase  which 
alone  fully  reflects  the  higher  cost  of  living — plus  the  increase  in  the  average  itself, 
which  results  in  an  updating  of  the  level  of  protection  for  those  still  contributing 
to  the  program.  This  combination  is,  of  course,  considerablj'-  more  than  enough 
to  keep  up  with  prices;  it  could  result  in  a  scale  of  benefits  that  over  the  long  run 
exceeds  pre-retirement  wages. 

The  decoupling  proposal  of  the  Advisor}^  Council  would,  as  you  know,  guarantee 
that  protection  for  current  workers  be  kept  up  automatically  at  least  as  high  as 
future  increases  in  the  level  of  earnings  and  that,  as  at  present,  benefits  once 
payable  would  be  kept  up  to  date  with  increases  in  the  cost  of  living.  We  consider 
this  to  be  an  improvement  over  the  happenstance  of  the  present  provision  in  that 
it  would  assure  workers  that  when  they  retire,  they  can  count  on  a  wage-replace- 
ment fixed  in  advance  and  thereafter  adjusted  to  price  rises.  And,  unlike  most 
improvements,  decoupling  would  save  iiioney,  substantially  reducing  the  actuarial 
imbalance  of  the  system. 

Second,  the  employer's  fuU  payroll  should  be  taxed  and  the  wage  base  for 
workers  should  be  increased  to  $24,000  beginning  in  calendar  year  1977. 

A  maximum  on  the  benefit  and  contribution  base  for  individual  workers  is 
appropriate  since  the  amount  that  people  pay  and  the  amount  that  is  credited  to 
their  record  for  benefit  purposes  should  be  tied  together,  and  it  would  seem  un- 
reasonable under  social  insurance  to  compute  benefits  on  the  very  high  salaries 
earned  by  the  top  2%  or  3%  of  the  wage-earning  portion  of  the  population.  There 
is  no  similar  need  for  a  limitation  on  employer's  payroll.  The  tax  on  employer's 
payroll  is  less  now  than  contemplated  in  the  original  Social  Security  Act.  There 
was  then  provided  an  ultimate  combined  employer  tax  rate  for  Social  Security  and 
unemployment  compensation  totalling  6%.  Because  of  the  lower  proportion  of 
wages  now  covered  under  the  experience  rating  of  xmemployment  compensation 
and  the  increased  tax  deductible  advantages  now  available  through  corporate 
tax  laws,  the  tax  burden  on  employers  is  now  significantly  lews  than  provided 
by  the  original  law. 

Under  the  present  law,  the  wage  base — the  maximum  amount  counted  for 
contributions  and  the  computation  of  benefits — can  be  expected  to  be  approxi- 
mately $16,800  in  1977.  In  proposing  that  it  be  increa-sed  to  $24,000  for  calendar 
year  1977,  we  would  point  out  that  the  economic  impact  would  not  be  felt  until 
the  fall  of  1977 — when  all  indications  point  to  economic  recovery — because  no 
significant  number  of  workers  would  receive  earnings  exceeding  $16,800  earlier 
in  the  year. 

The  increase  in  the  wage  base  we  are  proposing  would  return  the  system, 
partly,  but  not  all  the  way,  to  the  original  program  intent.  In  1938,  the  first  year 
which  there  are  adequate  Social  Security  data  (the  Social  Security  system  began 
to  collect  contributions  in  1937),  97%  of  all  the  workers  in  the  system  had  their 
fuU  wages  counted  toward  Social  Security.  Today,  only  85%  of  the  workers 
covered  bj-  the  system  have  all  of  their  earnings  counted.  To  get  back  to  the  situa- 
tion that  existed  at  the  time  the  program  first  went  into  effect  would  require  an 
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earnings  base  sTibstantially  in  excess  of  what  we  propose,  probably  an  earnings 
base  in  1977  of  about  $30,000. 

Moreover,  raising  the  Avage  base  to  $24,000  obviates  the  necessity  for  an  in- 
crease in  the  contribution  rate — a  position  which  we  strongly  favor — and  imposes 
no  additional  cost  on  the  middle  level  and  lower  paid  workers,  while  providing  in- 
creased protection  for  those  who  pay  more.  It  is  important  to  emphasize  that  the 
Social  Security  program  provides  a  unique  protection  which  offers  the  workers 
absolute  assurance  as  to  vesting,  portability  and  receipt  of  benefits  when  they  are 
due.  Raising  the  maximum  earnings  base  increases  benefit  protection  for  workers 
as  well  as  contributes  to  the  improved  financing  of  the  program.  For  example,  if 
the  maximum  earnings  base  were  increased  to  $24,000,  a  55  year  old  worker  earn- 
ing the  maximum  amount  would  get  nearly  $125  a  month  more  when  he  retired 
at  65  than  he  would  if  the  earnings  base  were  left  as  in  present  law.  If  he  were  60 
when  the  increased  earnings  base  went  into  effect,  he  would  get  benefits  at  65  of 
somewhat  more  than  $50  a  month  above  present  law. 

Our  third  proposal  is  that  the  increase  in  Medicare  contributions  of  0.2  percent 
each  on  employers  and  employees,  scheduled  for  1978,  be  allocated  to  the  cash 
benefits  program.  With  a  higher  benefit  and  contribution  base,  the  contribution 
schedule  in  present  law  would  substantially  over-finance  the  Medicare  hospital 
insurance  program  for  many  years  into  the  future.  Consequently,  it  would  be  pos- 
sible to  allocate  the  1978  scheduled  increase  of  0.2%  of  payroll  on  employees,  and 
a  like  amount  on  employers,  to  the  cash  benefit  program  rather  than  to  the  hospital 
program.  We  propose  that  this  be  done. 

In  this  coniiection,  I  would  like  to  emphasize  our  strong  opposition  to  the 
recommendation  of  the  Social  Securitj^  Advisory  Council  that  the  hospitalization 
insurance  part  of  Medicare  be  changed  from  a  program  of  contributory  social 
insurance  to  one  which  would  be  entirely  supported  by  general  revenues  and  that 
all  contributions  now  earmarked  for  hospital  insurance  be  shifted  to  the  support 
of  the  cash  l^enefit  program.  Fortunately,  the  Congress  appears  to  be  alert  to  the 
fact  that  such  a  change  would  ine^itablj^  lead  to  making  Medicare  a  welfare  pro- 
gram, destroying  the  basic  character  of  the  program  for  which  we  fought  so  long 
and  hard.  (I  think  most  of  you  know  that  the  National  Council  of  Senior  Citizens 
was  originall.v  formed  for  the  express  purpose  of  achieving  Medicare  and  that  our 
first  President  was  the  Honorable  Aime  J.  Forand,  esteemed  former  member  of 
the  House  Ways  and  Means  Committee.) 

There  are  some  who  choose  to  find  it  inconsistent  that  the  National  Council, 
which  stronglj'  favors  tripartite  financing  of  Social  Security,  should  oppose  the 
Advisorjr  Council's  recommendations  for  financing  hospital  insurance  out  of 
general  revenues.  In  our  judgment  there  is  no  inconsistency  in  this  position. 
Tripartite  financing  preserves  the  contributory  nature  of  the  program  and  the 
principle  of  benefits  as  an  earned  right  at  the  same  time  that  it  makes  the  financing 
of  the  S3^?tem  more  progressive.  The  government's  share  is  a  recognition  that 
society  as  a  whole  benefits  from  our  contributory  social  insurance  program. 
Welfare  costs  over  the  j^ears  have  been  substantially  lower  because  the  Social 
Security  system  picked  up  the  accrued  costs — the  equivalent  of  past  service 
credits — when  the  system  began  and  when  its  coverage  was  extended.  This  is  a 
cost  properly  chargeable  to  general  revenues,  not  to  the  contributions  paid  by 
current  workers.  To  finance  a  program  solelj'-  out  of  general  revenues,  on  the  other 
hand,  would  alm.ost  certainly  lead  to  the  loss  of  the  concept  of  earned  right  and 
to  the  introduction  of  an  income  or  means  test  into  the  program.  This  we  must 
not  do. 

In  the  long-run,  we  see  a  Social  Security  system  covering  both  cash  benefits 
and  health  insurance,  financed  partly  by  employer  contributions,  partly  by 
employee  contributions,  and  parth^  by  contributions  from  the  government  in 
recognition  of  society's  stake  in  a  well-functioning  social  insurance  program. 
This  too  is  the  tj^pe  of  fully  developed  Social  Security  system  envisioned  by  the 
experts  who  designed  our  first  steps  tov/ard  Social  Security  four  decades  ago. 
Tripartite  financing  has  long  been  used  successfully  in  all  the  major  foreign 
social  insurance  systems. 

The  steps  that  wo  have  proposed — decoupling,  the  increase  in  the  maximiun 
earnings  base,  the  tax  on  the  employer's  total  payroll  and  the  reallocation  of  the 
1 978  contribution  increase  from  hospital  insurance  to  the  cash  benefit  program — 
can  be  expected  to  solve  the  immediate  short-run  financing  problem  of  the  cash 
benefit  program.  Depending  on  what  happens  to  wage  and  cost  of  living  rates, 
these  changesfmight  be  all  that  is  required  into  the  next  century.  But,  under  other 
circumstances  a  limited  contri1')Tition  mav  be  required  from  the  general  revenues 
as  early  as  the  last  decade  of  this  century. 
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Regardless  of  the  date,  in  order  to  reinforce  public  confidence  in  the  system, 
we  propose  to  meet  this  possible  contingency  by  restoring  to  the  Social  Security 
law"  the  provision  for  general  revenue  financing  that  existed  from  1944-1950  as 
follows: 

"There  is  also  authorized  to  be  appropriated  to  the  Trust  Fund  such  additional 
sums  as  may  be  required  to  finance  the  benefits  and  payments  provided  for  in 
this  Title." 

As  our  final  recommendation  for  a  change  in  existing  legislation,  the  National 
Council  urges  the  members  of  this  Subcommittee  to  support  legislation  that  would 
establish  the  Social  Security  Administration  as  an  independent  agency,  prohibit 
the  mailing  of  partisan  political  notices  with  Social  Security  and  Supplemental 
Security  Income  checks,  and  separate  the  transactions  of  the  Social  Security  Trust 
Funds  from  the  Unified  Budget.  Such  a  legislative  proposal  has  been  introduced 
in  the  Senate  by  Senator  Frank  Church  (S.  388)  with  three  dozen  co-sponsors,  and 
in  the  House  by  Congressmen  Helstoski,  Roe  and  Hanley  (H.R.  3108). 

That  this  important  legislative  proposal  is  germane  to  your  consideration  of  the 
financing  of  Social  Security  can  be  illustrated  by  the  President's  budget  proposal 
to  limit'the  statutory  cost-of-living  increases  in  Social  Security  benefits  to  an 
arbitrary  5  percent. 

What  the  President's  plan  would  have  done — had  not  the  Congress  in  its  wisdom 
whole-heartedly  rejected  it — would  have  been  to  allow  the  Administration  to  use 
the  improved  financial  position  of  the  Social  Security  Trust  Funds,  resulting  from 
the  cut  back  in  benefits,  to  offset  part  of  the  deficit  in  the  overall  budget,  thus 
making  the  general  budget  appear  better  than  it  is  in  fact.  This  is  not  only  bad 
social  policy— increasing  the  hardship  of  older  people  and  the  widows,  orphans  and 
disabled  to  reduce  budget  deficits— but  it  is  dishonest  accounting  practice.  If  the 
head  of  a  business  corporation  would  use  the  same  device  in  reporting  corporation 
assets  to  his  stockholders,  he  would  be  subject  under  the  new  Pension  Reform  Act, 
to  all  the  penalties  of  the  law. 

The  clear  evidence  of  impracticality  and  political  chicanery  in  the  Ford  budget- 
cut  proposals  calls  for  early  action  by  the  U.S.  Congress  to  protect  the  Social 
Security  Trust  Funds  from  White  House  manipulation. 

I  appreciate  that  this  Subcommittee's  hearings  are  directed  at  legislation  needed 
to  improve  the  financing  of  Social  Security,  rather  than  its  benefits.  Appropriate 
to  your  considerations,  however,  is  the  retirement  test  in  view^  of  its  cost  impact. 
We  urge  you  to  resist  all  pressures  to  ehminate  or  unduly  liberalize  this  test. 

The  National  Council  has  consistently  opposed  the  elimination  of  the  retirement 
test  under  Social  Security.  During  this  period  of  stagflation,  we  have  redoubled 
our  opposition  on  economic  grounds.  Elimination  of  the  retirement  test  is  essen- 
tially a  proposal  to  add  a  bonus  to  the  earned  income  of  the  small  proportion  of 
the  elderly  who  are  physically  able  to  continue  in  their  jobs  and  for  whom  jobs 
are  available— many  of  them,  lawyers,  doctors  and  high  paid  professionals.  It  is 
unconscionable  to  add  to  the  system  the  burden  of  such  a  bonus,  amounting  to 
roughly  $.5  bilhon  annually,  to  be  borne  out  of  payroll  taxes  at  a  time  when 
workers'  real  wages  are  declining.  Some  have  countered  that  the  extra  cost  could 
be  borne  out  of  general  revenues.  As  I  have  said,  we  firmly  believe  that  general 
revenue  financing  should  be  introduced — but  it  should  be  used  to  support  im- 
proved benefits  for  the  90  percent  of  the  elderlj^  who  are  too  old  or  too  ill  to  work 
and  for  whom  there  is  not  the  reniotest  possibility  of  employment,  especially  in 
this  depressed  lalior  market. 

I  realize  that  there  is  considerable  pressure  to  eliminate  the  retirement  test. 
This,  I  submit,  for  the  most  part  comes  from  a  misunderstanding  of  the  nature 
of  the  Social  Security  system  and  its  purpose.  And  I  must  admit  I  don't  quite 
understand  the  criticisms  of  the  system  based  on  its  requirement  of  substantial 
retirement  from  the  labor  market  as  a  condition  of  eligibility  for  retirement 
benefits  while  no  like  criticism  is  made  against  private  pension  plans  for  hiiving 
essentially  the  same — and  usually  far  stricter — tests  of  retirement.  No  private 
pension  plan  that  1  know  of  permits  a  person  to  remain  on  the  company  payroll 
and  still  draw  his  pension.  I  submit  it  is  incumbent  on  those  of  us  who  do  under- 
stand this  system  to  help  explain  it  to  the  public.  When  there  is  more  widespread 
understanding  there  will  be  a  greater  readiness  to  defend  it  against  unwarranted 
allocation  of  trust  fund  resources. 

In  conclusion,  thank  you,  personally  and  on  behalf  of  the  National  Council  of 
Senior  Citizens,  for  this  opportunity  to  present  our  views  on  the  short-range 
financing  aspects  of  the  Social  Security  program. 

Mr.  Burke,  You  may  proceed. 
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Mr.  Cruikshank.  It  was  mteresting  to  me  that  Mr.  Klint  from  the 
NAM,  who  preceded  rae  here,  made  reference  to  an  editorial  in  the 
Wall  Street  Jom'nal,  and  I  happen  to  have  that  same  editorial  with 
me  as  I  wanted  to  comment  on  it. 

It  was  an  editorial  of  the  issue  of  June  3,  in  which  the^^  made  what  I 
think  he  correctly  referred  to  as  an  unfair  comparison,  pointing  out 
the  financial  difficulties  of  the  city  of  New  York,  and  comparing  them 
with  the  problems  of  social  security,  and  saying  that  they  came  from 
a  like  cause  of  irresponsibility. 

I  would  join  Mr.  Klint,  not  in  all  of  the  things  he  submitted,  but 
certainly  in  this,  that  that  is  an  unfau"  and  unrealistic  statement  m 
the  editorial  of  the  Wall  Street  Journal.  Their  theme  is  that  nobody 
is  paying  any  attention  to  the  problems  of  social  securit3^  Well,  the 
very  fact  that  you  are  holding  these  hearings,  Mr.  Chairman,  shows 
that  that  is  not  true.  You  are  paying  attention  to  it. 

Then  they  make  the  comparison  saying  that  the  city  of  New  York 
acted  for  years  irresponsibly,  just  giving  away  money  without  worry- 
ing about  when  they  were  going  to  pa^y  for  it.  That  is  not  a  comparison, 
because  this  committee,  the  Waj^s  and  Means  Committee,  has  over 
the  years  in  which  I  have  been  privileged  to  appear  before  it,  beginning 
back  in  the  early  1940's,  taken  very  responsible  positions.  They  have 
been  concerned  with  the  financing.  They  have  not  irresponsibly 
added  benefit  to  benefit  without  being  concerned  about  the  financing. 

This  meeting  in  this  series  of  hearings  you  are  holding  is  consistent 
with  the  tradition  of  the  responsible  position  of  this  committee,  the 
responsible  attitude  of  this  committee  and  of  the  Congress  rests  as  a 
whole,  with  respect  to  social  security. 

Now,  tliis  is  just  one  more  evidence  of  what  I  think  is  a  rather 
shameless  series  of  attacks  by  the  press.  Some  of  it  we  can  under- 
stand, but  a  more  responsible  paper  like  the  Wall  Street  Journal 
should  know  better  than  joining  in  these  attacks  on  the  system  and 
attacks  on  the  Congress,  which  in  effect  become  attacks  on  the  poeple 
and  their  state  of  mind. 

The  people  whom  I  am  now  representing,  the  people  of  the  National 
Council  of  Senior  Citizens,  manj^  of  them  older,  man^^  of  them  not 
schooled  in  the  intricacies  of  these  things,  when  they  read  these 
things  in  the  paper  their  fears  are  built  up  and  their  sense  of  insecurity 
is  exaggerated  because  of  these  statements. 

And  I  take  a  minute  just  to  refute  that  kind  of  statement  in  a  news- 
paper which  should  know  better  than  to  make  those  kinds  of  attacks. 

Now,  many  of  these  concerns  have  gone  beyond  the  necessity  of  the 
real  situation.  There  is  a  problem  of  financing  social  securit}^  There 
are  problems  about  our  social  security  system.  But  some  of  the  writers 
and  some  of  the  commentators  deal  with  this  as  if  tliis  were  a  problem 
caused  by  the  social  security  system  itself.  It  is  a  rather  peculiar 
twist  of  mind,  it  seems  to  me.  They  point  out,  for  exam.ple,  the 
increase  in  the  numbers  of  people  of  nonworking  age,  that  is,  of  retke- 
ment  age,  in  relation  to  the  proportion  of  people  of  working  age,  and 
the  inference  is  that  this  results  because  we  have  got  a  social  security 
system. 

Well,  this  of  course  isn't  true  at  all,  as  a  moment  of  thought  will 
clear  up.  These  are  dem.ographic  changes,  and  the  social  security 
system  is  an  answer  to  that  problem,  not  the  cause  of  the  problem. 

Now,  in  some  respects  it  is  an  inadequate  answer;  and  among  yom' 
purposes  in  meeting  here  is  how  to  make  it  a  more  adequate  answer. 
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But  if  there  are  going  to  be  more  people  of  retirement  age  than  there 
are  in  the  work  force,  that  certainly  didn't  result  because  we  have  a 
social  security  system.  But  to  read  some  of  these  editorials  and  maga- 
zine articles  you  would  think  that  was  the  case. 

Some  of  the  shortrun  problems  which  our  present  sessions  are 
addressing  themselves  to  arise  by  causes  completely  out  of  the  social 
security  system,  that  is,  this  portion  of  the  social  security  system  that 
we  are  considering  now.  They  arise  out  of  unemployment,  they  arise 
because  of  certain  fiscal  and  monetary  problems  that  have  been  in 
effect  in  our  economy. 

Again,  the  social  security  system  is  an  answer  to  those  problems,  a 
partial  answer,  at  least,  and  certainly  not  the  cause  of  it.  We  can't 
blame  unemployment  and  the  fact  that  now  about  70  percent  of  the 
men  retiring  are  retiring  with  a  reduced  benefit  before  age  65.  We 
can't  blame  that  on  the  fact  that  there  is  a  system  and  there  is  the 
possibility  of  this  kind  of  early  retirement. 

We  blame  it,  properly,  I  think,  in  the  shrinkage  in  work  opportuni- 
ties m  the  labor  market  today. 

Incidentally,  I  admit  that  there  is  considerable  concealed  unem- 
ployment in  this  early  retirement.  Those  people  that  are  retiring  at 
drastically  and  actuarily  reduced  benefits  at  age  62.  Many  of  them  we 
know  are  not  doing  it  by  choice,  they  are  doing  it  because  there  is  a 
shrinkage  in  the  employment  opportunities.  But  they  are  immediately 
counted  out  of  the  labor  market,  and  thence  are  not  figured  in  the 
base  on  which  the  percentage  of  unemployment  is  figured.  They  are 
figured  as  being  retired  and  out  of  the  labor  market. 

If  you  could,  if  it  were  possible  to  ascertain  the  motives  of  retire- 
ment in  all  of  these  cases,  I  think  we  would  find  that  those  who  would 
go  to  work  if  there  were  work  opportunities  available  would  increase 
the  number  in  the  labor  force  and  the  percentage  of  unemployment 
would  go  up  substantially,  if  those  people  were  included. 

Inflation  is  one  of  the  problems  of  our  present  system,  but  certainly 
the  problem  of  inflation  is  not  a  cause  of  the  problems  of  social  security. 

Now,  all  of  these  things  being  said,  does  not  mean  that  we  don't 
have  a  problem.  We  do  have  some  shortrun  problems  and  we  have 
some  longrun  problems.  You  and  the  members  of  the  committee  are 
fully  aware  that  the  system  is  currently  spending  more  than  it  is 
taking  in.  The  national  council  believes  that  some  reduction  in  the 
trust  fund  in  the  next  few  jehTs  is  not  to  be  deplored,  it  doesn't  spell 
catastrophe.  They  are  intended  to  serve  this  purpose  in  the  period 
of  recession. 

As  a  matter  of  fact,  I  was  interested  in  reading  in  the  staternent  of 
Stebank  of  New  York  in  wliich  they  are  making  then*  predictions,  it 
was  interesting  to  note  in  their  statement  they  said  we  couldn't  have 
a  serious  kmd  of  1929-to-1933  depression  in  this  country,  because  of 
the  existence  of  such  cushions  as  unemployment  insurance  and  old 
age  and  survivors  insurance ;  that  these  served  an  economic  function, 
they  served  a  purpose  for  the  economy  as  a  whole,  as  well  as  a  purpose 
to  relieve  the  stress  of  the  individual  beneficiaries. 

The  1975  annual  report  of  the  board  of  trustees  on  the  Federal  old 
age  and  survivors  insurance  disability  trust  funds  has  thrown  new 
light  on  the  magnitude  and  urgency  of  the  problem.  They  have 
stated  the  estimates  indicate  that  without  legislation  to  provide 
additional  financing  the  assets  of  both  trust  funds  will  be  exhausted 
soon  after  1975.  So  this  situation  demands  early  action. 
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Now,  those  assumptions  of  course  include  some  of  the  most  drastic 
and  rather  readily  correctable  factors.  It  is  fair  to  include  them  in  the 
assumptions,  but  it  isn't  fair,  I  think,  to  draw  the  conclusion  as  has 
been  drawn,  which  the  trustees  incidentally  do  not,  they  do  not  say 
that  the}'  are  facing  a  great  catastrophe,  or  that  we  are  up  against  a 
situation  where  everything  is  going  to  go  broke.  They  quite  properly 
take  into  account  the  assumptions  and  the  conditions  of  the  existing 
law,  and  sa}^  if  they  are  not  changed  then  we  will  be  in  real  trouble. 

Now,  of  course  we  can  change  some  of  those,  and  these  are  the 
proposals  that  we  would  suggest. 

The  first  correction  that  we  would  suggest,  and  1  believe  it  has  been 
suggested  by  a  number  of  other  witnesses,  is  that  we  support  the  recom- 
mendation of  the  Social  Security  Advisory  Council  for  what  is  com- 
monly called  decoupling.  That  has  been  dealt  with  at  length  here,  and 
it  means  that  under  certain  conditions,  a  certain  set  of  conditions,  the 
benefit  structure  could  really  run  away  with  the  whole  system,  and  we 
would  be  in  real  trouble. 

Now,  in  the  cost  of  living  proposals,  the  cost  of  living  provisions  that 
were  added  to  the  law  by  the  Congress,  it  was  not  foreseen  that  this 
combination  of  situations  could  arise.  Now  that  we  see  that  they  can, 
out  of  the  experience  of  the  last  couple  of  years,  we  need  to  take  cor- 
rective action.  I  am  confident  that  the  Congress  would  never  allow 
those  tliuigs  that  come  into  full  fruition,  and  that  these  benefits  would 
run  away,  have  such  runaway  benefit  that  a  great  majorit}^  of  people 
would  be  receiving  benefits  in  excess  of  their  past  earnuigs. 

Now  it  is  on  that  possibilitj^  the  trustees  are  sa^dng  that  the  system 
could  be  broke.  But  there  is  plenty  of  time  for  the  Congress  to  forestall 
that  possibility.  vSecond,  we  would  recommend  that  the  emplo3i^er's  full 
payroll  should  be  taxed,  and  the  wage  base  for  workers  should  be 
increased  to  $24,000  beginning  in  calendar  3  ear  1977. 

Now,  Mr.  Chairman,  that  was  written  before  3^our  comment,  and  I 
can't  enter  the  contest  for  being  mentioned  in  3^our  dispatches.  But  I 
must  admit  that  the  1977  was  written  on  possibly  a  too  pessimistic 
view  of  the  readiness  of  Congress  to  act.  We  were  saying — and  that  is 
a  kind  of  self-fulfilling  prophecy,  I  think — if  we  could  act  earlier,  if  it 
were  possible  to  arouse  the  Congress  to  the  urgenc3',  the  urgenc3"  of 
s,hort-run  financing,  we  would  certainly  support  it. 

But  we  thought  1977  was  early.  But  if  it  is  possible  under  your 
leadership  to  indicate  action  at  an  earlier  time,  we  would  support  it. 
Now,  we  tliink  it  is  appropriate  to  have  a  limit  on  the  employee  con- 
tribution, but  that  appropriateness  does  not  necessarih^  carr3-  over  to 
the  emplo3'er  contribution. 

Mr.  Cohen  pointed  out  the  difference  in  the  tax  treatment,  and 
that  is  a  relevant  factor.  But  there  is  another  relevant  factor,  and 
that  is  that  3^ou  are  insuring  a  major  portion  of  the  wage  for  the  major 
portion  of  the  population.  Even  in  1935  there  were  some  exceptions. 
The3'  did  not  attempt  even  then  to  insure  all  of  the  earnings  for  all  of 
the  workers.  It  was  ver3^  high.  It  was  higher  than  it  has  ever  been 
since.  About  96  percent  of  workers  had  all  then-  earnings  insured  at 
the  $3,000  limit.  That  seems  incomprehensible  now,  but  that  was  true 
as  recentl3^  as  40  3^ears  ago,  that  96  percent  of  workers  were  receiving 
$3,000  or  less  in  earnings. 

But  even  that  4  percent  allowed  for  the  exceptional  earner,  the 
very  liigh  paid,  the  executive.  I  remember  at  the  time  there  were 
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mentioned  the  movie  stars,  and  so  forth.  You  are  not  going  to  pay  a 
movie  star  on  her  retirement  60  percent  or  50  percent  of  her  earnings, 
which  might  have  been  thousands  of  dollars  a  week. 

So  there  was  a  limit,  and  it  is  appropriate  that  there  be  a  limit, 
because  the  benefit  is  going  to  be  tied  to  the  base,  which  is  taxed. 
So  there  is  logic  to  putting  a  limit  to  the  taxable  earnings,  but  that 
logic  does  not  carry  over,  necessarily^,  to  the  employer's  tax.  And  it 
would  be  equitable  and  it  would,  both  because  of  the  tax,  different 
tax  treatment  on  corporate  earnings,  and  the  employer's  contribution 
and  the  treatment  of  the  employee's  contribution,  to  lift  the  ceiling 
on  the  employer's  tax  and  tax  it  all  the  wa}'"  up. 

Also  if  we  could  do  this  it  would  obviate  the  necessity  of  increasing 
the  rate,  and  here  is  where,  of  course,  I  would  take  issue  with  the,  I 
think,  generally  constructive  statement  of  our  friends  in  the  NAM. 

Representing  a  group  of  retired  people,  now,  mostly,  we  feel  that 
it  is  important  to  maintain  the  kind  of  family  concept  that  is  essential 
in  social  securit3^  Social  security  is  a  family  insurance.  It  carries  the 
benefits  for  the  wage  earner  who  has  died,  for  his  survivors. 

It  provides  for  the  widow  and  the  orphan  of  the  deceased  worker. 
It  takes  care  of  the  disabled  worker  and  his  dependents.  And  it  is 
supported  by  the  wage  earners  of  the  present  generation. 

Now,  the  nice  fancy  word  for  this  is  transfer  pajnnent  intergenera- 
tion  or  transfers.  We  don't  think  of  it  in  those  fancy  terms.  We  think 
of  it  in  terms  of  family  security.  So  when  we  are  pressing  for  higher 
benefits  and  more  securit}^  for  the  retired  people  we  have  to  be  aware 
that  it  is  our  children  who  are  still  working  and  who  are  paying  these 
taxes. 

Consequently  we  are  concerned,  as  they  are,  about  further  increase 
in  the  payroll  tax.  We  are  not  anxious  that  the  taxes  on  our  working 
children  and  grandchildren  be  increased  for  this  program.  There  will 
be,  we  trust,  additional  benefits  added  to  the  social  security  program 
as  time  goes  on,  and  these  will  need  to  be  financed,  and  they  can't 
be  financed  by  us  who  have  retired. 

But  we  are  anxious  that  the  pa^^oll  tax  not  be  increased  for  these 
social,  as  well  as  economic,  reasons.  Therefore,  we  believe  it  is  im- 
portant to  have  a  larger  share  of  the  burden  home  by  the  relatively 
higher  paid  worker.  This  makes  the  tax  as  a  tax  less  regressive,  and  I 
underscore  "as  a  tax."  Because  I  believe  too  that  the  system  itself 
is  not  regressive. 

The  tax  as  a  tax  only  is  regressive,  and  it  becomes  less  to  the  higher 
this  ceiling  on  the  taxable  wage  base  is  placed. 

Now,  it  is  true  that  the  higher  paid  worker  does  not  get  a  propor- 
tionate amount  of  his  contributions  paid  back  in  benefits.  But  here  is 
one  of  the  classic  compromises  of  that  system.  The  workers  have  been 
willing,  and  the  higher  paid  workers  have  been  willing  to  pay  a  higher 
tax  for  a  smaller  proportion  of  benefits,  one,  because  they  are  willing  to 
bear  a  part  of  the  social  responsibility  of  all  workers,  but  I  think  more 
importantly  and  more  directly  because  they  are  willing  to  pay  tliis 
price  to  avoid  a  system  that  involves  a  means  test. 

They  know  that  the  entitlement  as  a  right  must  carry  with  it  at  the 
lower  end  of  the  benefits  scale  a  benefit  that  is  higher  in  proportion  to 
past  wages.  Now,  if  we  just  made  it  a  straight  across  the  board,  say 
the  benefits  should  be  .30  percent  of  all  past  wages,  the  low-paid  worker 
would  get  a  benefit  that  would  be  so  low  that  it  would  be  completely 
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inadequate,  and  workers  have  been  willing  to  have  that,  a  higher  pro- 
portion, to  save  the  high  paid  worker  from  the  indignity  of  a  means 
test.  It  is  one  to  which  even  though  he  may  be  a  higher  paid  worker, 
he  is  at  risk  all  the  time  that  he  may  sometime  become  a  lower  paid 
worker  on  the  average. 

If  he  is  ill  for  a  long  period  of  time,  if  he  is  unemploj'ed  for  a  long 
period  of  time,  his  average  wage  when  he  comes  to  retirement  is  going 
to  be  lower  and  he  will  thus  benefit  b}^  the  higher  proportion  of 
benefits. 

Now,  our  third  proposal  is  that  the  presently  scheduled  increase  in 
medicare  collections  of  0.2  percent  on  employer-employees  scheduled 
for  1978  be  allocated  to  the  cash-benefit  program.  Now,  this  is  practical 
because  if  you  raise  the  base  you  will  be  applying  the  percentage  to  a 
higher  figure  and  you  would  have  some,  j^ou  would  have  sonie  "profit," 
if  I  can  use  that  expression,  you  would  have  some  cushion  inthe  medi- 
care program  that  isn't  nedeed  for  medicare  benefits.  The  two  of  them 
to  be  tied  together. 

Now,  in  this  connection  I  would  like  to  emphasize  our  strong  op- 
position to  the  recommendation  of  the  Social  Security  Advisory  Coun- 
all  that  the  hospitalization  insurance  part  of  medicare  be  changed  from 
a  program  of  contributory  social  insurance  to  one  which  would  be  en- 
tirely supported  b}^  general  revenues,  and  that  all  contributions  now 
earmarked  for  hospital  insurance  be  shifted  to  the  support  of  the 
cash-benefit  program. 

I  nm  glad  that  my  associate  Mr.  Danstedt  on  that  council  took  a 
minority  position  in  opposition  to  the  majority^  view  on  that  point. 

We  believe,  too,  that  in  the  long  run  social  security  must  be  financed 
on  this  tripartite  basis.  The  principle  of  your  bill,  Mr.  Chairman,  we 
would  accept.  But  we  don't  believe  that  at  this  time  we  want  to  go  into 
general  revenue  financing  on  this  set  of  benefits.  I  think  Ave  should 
reserve  that  possible  resource  for  a  time  when  we  expand  the  whole 
social  insurance  system,  primarily  to  include  health  care  for  people 
of  all  ages  across  the  board  and  much  more  comprehensive  health 
service  than  we  have  now. 

However,  to  restore  the  confidence  in  the  system,  which  has  been 
eroded  in  part  by  this  wave  of  editorial  comment,  we  believe  that  the 
provision  in  the  early  Social  Security  Act  authorizing  payments  out  of 
the  general  revenues  to  support  the  trust  fund  could  be  well  enacted 
at  this  time,  and  this  would  make  a  real  contribution  to  the  confidence 
of  this  system. 

Finally,  we  would  recommend  a  change  in  the  existing  legislation  to 
the  effect  that  this  social  security  system  be  removed  out  of  the 
Department  of  HEW  and  set  up  under  a  quasi-governmental  authority. 
Something  comparable  to  the  Tennessee  Valley  Authority,  responsible 
to  the  Government  but  not  run  directly  as  a  Government  agency,  taken 
completely  out  of  politics,  as  it  was  in  fact  for  a  long  time. 

The  political  aspect  has  onl}^  been  introduced  in  recent  years.  But 
this  was  simply  because  the  responsible  precedents  didn't  see  fit  to 
use  it  in  politics,  and  you  had  in  the  earlier  years  a  bipartisan  board 
administering  social  secuiitj^,  so  that  there  were  those  safeguards.  But, 
I  think  it  is  also  ver}^  important  to  take  the  financing  of  the  system 
put  of  the  general  budget,  of  the  consolidated  budget.  I  think,  the  fact, 
that  social  security  resources  and  social  security  expenditure  are  in 
there  has  several  bad  effects.  .......     . 
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One,  it  has  a  bad  effect  on  the  social  securit}^  system.  It  makes 
social  security  benefits  in  competition  with  every  other  expenditvire 
of  Government.  It  fails  to  recognize  the  unique  nature  of  the  funds  in 
the  trust  fund,  and  the  unique  nature  of  the  taxes.  Because,  while  they 
are  taxes  in  terms  of  the  law,  the  whole  system  is  in  effect  a  great 
cooperative  enterprise  of  the  people  of  this  Nation  using  the  machinery 
of  Government.  ; 

But  it  is  a  unique  governmental  program;  in  a  sense  not  govern- 
mental, in  a  sense  that  the  people  are  only  using  the  machinery  of 
Government.  The  funds,  as  you  knovv^,  can't  be  spent  for  any  other 
purpose,  and  to  have  them  all  in  the  consolidated  budget  misleads  the 
people  as  to  the  nature  of  the  trust  fund.  It  misleads  the  people  also  in 
the  priorities  of  our  Government. 

It  enables  people  like  Roy  Ash  to  say,  "Oh,  you  are  spending  so 
much  more  money  now  on  social  purposes  than  you  are  on  other 
purposes."  And  the  economic  indicators  that  are  issued  monthly  by 
the  Joint  Economic  Commission  shows  that,  because  it  lumps  these 
sums  altogether  with  others. 

But  if  3^ou  remove  these  trust  fund  items,  as  they  were  for  so  many 
years,  then  the  people  get  a  truer  picture  of  the  priorities  of  this 
Government,  and  it  shows  a  higher  proportion  of  expenditure  for 
defense  and  other  items  than  it  does  when  they  are  all  lumped  together. 
We  think  it  is  just  the  honest  accounting  to  have  these  funds  com- 
pletely separate. 

As  a  matter  of  fact,  if  a  private  employer  were  to  dump  the  funds 
that  are  in  his  pension  fund,  and  earmark  for  the  pension  fund  in  his 
annual  report  to  his  stockholders,  as  a  part  of  the  assets  of  the  corpora- 
tion, he  would  be  in  jail,  under  the  present  new  Pension  Reform  Act. 

But  that  is  exactly  what  happens  when  the  President  reports  to 
Congress,  and  tlu-ough  the  Congress  to  the  people  on  the  condition  of 
the  Federal  budget.  He  is  lumping  funds  in  there  that  he  can't  spend 
on  any  other  purpose.  It  is  misleading,  it  has  a  bad  effect  on  the  social 
security  system,  and  it  has  a  bad  effect  in  terms  of  our  whole  under- 
standing of  the  budget  and  the  priorities  of  our  Government. 

For  these  reasons,  I  think  it  ought  to  be  removed. 

Now,  finallj^  in  my  paper  I  make  a  strong  statement  for  support  of 
retention  of  the  retirement  test.  I  do  that,  because  it  is  the  most 
widely  misunderstood  part  of  the  social  security  sj^stem.  In  these  days 
when  we  are  facing  financial  problems  about  the  system,  those  who 
would  remove  this  test  of  retirement  would  in  effect  be  paying  a  bonus 
of  around  $5  billion  a  year  to  that  small  proportion  of  older  people  who 
are  still  able  to  work,  and  for  whom  there  are  jobs  in  this  ;restricted 
labor  market. 

Now,  I  don't  object  to  $5  billion  being  added  to  the  social  security 
sj^stem,  if  we  finance  it  equitably  and  if  it  is  distributed  on  the  basis 
of  some  presumed  need.  •:  ,1; 

But  to  tax  the  workers  of  this  country  and  their  payroll  another  $5 
billion  a  year  and  hand  out  a  work  bonus  to  General  Motors  executives 
and  A.T.  &  T.  executives  and  lawyers  and  doctors  and  othei's  who  can 
continue  by  the  nature  of  their  occupation  to  be  at  the  peak  of  theil:. 
earnings  at  age  65  seems  to  me  to  be  a  misuse  of  these  funcls; 

One  of  the  things  that  puzzles  me  constantly. is  people  charging  that 
this  is  a-n  unfair  pro  vision,  of  the  Social  Security  Act,  when  nobod}^ 
raises    the    question   about   either   unemployment   compensation   or 
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private  pension  plans.  Nobody  that  I  know  of  is  arguing  that  an 
unemployed  worker  drawing  unemployment  benefits  when  he  is 
offered  ajob  and  goes  back  to  work  and  starts  drawing  his  salary  that 
he  should  continue  to  get  his  unemployment  benefi.ts. 

And  I  think  it  is  because  they  understand  that  the  worker  is  insured 
against  the  contingency  of  a  loss  of  wage  due  to  unemployment. 

We  need  to  make  the  people  understand  also  that  the  old  age  and 
survivors  insurance  system  is  insured  against  loss  of  wages  due  to 
retirement  and  he  can't  have  both.  He  can't  not  retire  and  still 
continue  to  draw  his  benefits. 

Also  I  am  puzzled  b}^  the  fact  that  people  don't  raise  this  same 
charge  of  unfairness  against  private  pension  plans. 

I  have  had  something  to  do  in  my  work  of  the  last  20-some  j^ears, 
before  I  retired  from  the  A.F.  of  L.-CIO,  with  private  pension  plans. 
I  am  now  a  member  of  the  Statutory  Advisory  Council  under  the  new 
Pension  Reform  Act.  I  have  had  occasion  to  look  at  I  don't  know 
how  many  hundreds  of  plans,  and  I  don't  know  a  single  plan,  a 
private  pension  plan,  where  one  can  continue  on  the  payroll  of  an 
employer  after  retirement  age  and  get  his  pension  also. 

Retirement  is  a  condition  of  the  pension,  and  quite  properl^^  If  it 
were  differently,  it  would  be  much  more  costl}^  to  finance.  Well,  I 
have  stressed  this  point.  It  is  related  to  the  problem  of  financing, 
because  if  this  additional  burden  were  laid  on  the  system  now,  the 
burden  of  what  I  call,  and  I  believe  accurately  a  work  bonus  for  the 
minorit}^  that  are  able  to  continue  to  work,  3^ou  would  have  even  a 
tougher  time  of  financing  than  the  one  you  have  got  now. 

So,  I  believe,  the  pressure  that  I  know  many  of  you  are  under  to 
remove  this  test  comes  from  misunderstanding. 

I  would  join  with  Dean  Cohen  to  say  let's  all  get  in  and  help  to 
broaden  the  understanding  of  this  system,  and  then  some  of  these 
pressures  can  be  reheved. 

That  would  conclude  my  statement,  Mr.  Cliakman. 

I  again  ssbj  1  appreciate  the  opportunity  to  be  here  and  to  present 
our  views  and  I  appreciate  your  patience  in  listening  to  my  sugges- 
tions and  recommendations. 

Ivlr.  Burke.  Well,  we  certainly  appreciate  your  appearance  here, 
because  as  you  know  you  are  highly  respected  by  all  the  Members  of 
Congress  who  know  about  your  work  down  through  the  years. 

Now,  the  provision  of  this  retirement  test,  3^ou  would  not  propose  a 
slight  increase  in  that  amount  of  earnings  in  view  of  the  depletion  of 
the  trust  fund? 

Mr.  Cruikshank.  Mr.  Chairman,  I  think  the  built-in  increases  now 
make  it  pretty  liberal  and  we  did  approve  that,  I  mean,  we  supported 
that.  But  they  will  go  up  now  as  the  wages  continue  to  go  up,  partic- 
ularl}^  in  the  present  labor  market. 

You  get  that  much  higher  and  there  is  the  danger  of  subsidizing 
competitive  work  in  a  restrictive  labor  market.  We  have  had  some 
experience  with  that  on  some  of  the  annuit}^  plans. 

Now,  annuity,  of  course,  is  different  from  the  insurance  plan. 
But  we  have  had  a  problem  with  some  occupations  where  people  can 
retire  at  an  early  age  and  draw  their  full  benefits,  some  of  the  State 
and  city  plans,  for  example. 

Now,  we  find  some  of  these  people  ready  to  go  out  and  take  a  job 
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at  a  reduced  wage,  competing  against  somebody  that  still  has  to 
support  his  famil}^  and  they  will  take  that  job  at  a  reduced  wage 
because  they  can  still  draw  that  annuity. 

I  think  we  ought  to  be  very  careful  about  how  we  make  it  possible 
for  this  to  undercut  the  wage  structure. 

Mr.  Burke.  What  I  am  getting  at  is  I  don't  think  we  should  keep 
the  ceiling  so  low  that  it  is  impossible  for  a  person  whose  benefits  are 
so  low  that  he  can't  rise  above  the  poverty  level  if  he  goes  to  work. 

Mr.  Cruikshank.  Well,  I  have  suggested  at  past  times  in  appearance 
before  your  committee  that  retirement  be  geared  to  the  poverty  level, 
so  that  a  person  isn't  likely  to  be  forced  below  that.  You  have  already 
taken  two  steps,  to  prevent  tliis. 

Congress  has  moved  in  two  imxportant  ways  to  prevent  this.  One  is 
the  SSI  program.  Now,  in  principle  you  have  put  a  floor  under  the 
income  of  the  aged,  the  blind  and  the  disabled.  The  floor  is  pretty 
low,  and  in  fact  it  is  below  the  poverty  level.  But  the  principle  has 
been  established,  and  that  is  very  important. 

Also,  of  course,  you  have  tied  the  retirement  test  level  now  to  cost- 
of-living  increases,  so  it  will  go  up.  It  is  now  25  to  20,  and  also  you 
don't  lose  all  of  the  benefits.  ^When  you  get  that  25-20,  you  have  to 
be  making  something  like  $8,000  a  year  before  you  lose  all  of  the 
benefit. 

So  there  is,  I  don't  beheve,  the  disincentive  in  the  present  system 
to  working.  However,  I  think  that  the  main  thing  that  we  need  to  do 
is  that  if  we  add  these  additional  costs,  increase  the  benefit,  because 
there  are  some  of  the  people  for  v/hom  a  job  is  absolutely  impossible, 
and  I  would  agree  with  you,  Mr.  Chairman,  there  are  many  people  on 
benefits  so  low  that  they  are  forced  below  poverty,  but  very  few  of 
them  could  go  out  and  get  a  job. 

It  is  the  80-vear-old  mdow  who  has  the  benefit,  and  for  her  to  go 
into  this  etlbor  market  and  to  tell  her  the  thing  for  you  to  do  is  go 
out  and  gsa  a  job  and  supplement  your  social  security  benefit  is  not 
what  I  am  ure  you  in  tend  to  do. 

Mr.  Burke.  Well,  what  I  am  getting  at  is  back  home  in  my  district, 
people  may  have  their  homes  bought  and  paid  for,  but  real  estate 
taxes  are  going  up  to  a  rate  of  almost  $200  a  month  and  they  are 
receiving,  say,  $200  or  $220  a  month  under  social  security.  It  is  abso- 
lutely impossible  for  them  to  build  their  home  and  they  take  ail 
kinds  of  harsh  steps,  cruel  steps  to  try  to  survive  and  they  have  these 
limitations  in  the  law.  .   . 

There  are  still  some  areas  in  this  country  where  the  cost  of  livmg  is 
so  high  that  these  limitations  prove  to  be  very  cruel. 

I  think  that  we  have  to  make  allowances  some  way,  work  out  some 
type  of  system,  some  reasonable  basis.  You  can  live  in  a  rural  area 
and  not  need  as  much  income.  When  people  live  in  their  own  home, 
they  have  raised  their  family  and  have  lived  there  for,  let's  say  30,  40 
years,  and  reached  the  age  of  60  or  70  and,  their  heating  oil  bill  has 
doubled,  or  the  rent,  or  their  tax  bill  has  doubled,  $5,000  isn't  enough 
for  them  to  keep  bod}^  and  soul  together. 

This  is  a  plight  that  we  find  hundreds  of  elderly  people  in  today 
as  a  result  of  this  ceiling  that  is  on  them. 

I  go  around  my  district  four  times  a  year  and  invite  people  in  to 
talk  with  me,  and  this  seems  to  be  the  biggest  problem  that  most  of 
them  have,  outside  of  those  who  don't  have  a  home  and  are  trying  to 
find  a  place  to  five. 
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•  So,  it  is  something  we  have  to  look  at  and  give  a  little  more  attention 

to-. 

Mr.  Cotter.  What  the  chairman  has  said  is  absolutel}^  correct, 
Mr.  Cruikshank.  I  have  been  around  to  these  various  groups.  Just  a 
month  ago,  I  addressed  an  xiARP  group  in  Hartford  and  the  one 
thing  on  their  mind  seems  to  be  this  retirement  test.  I  get  more  com- 
plaints about  that  than  an}^  other  phase  of  the  social  securit}^  system 
for  the  reasons  which  the  chairman  has  outlined. 

These  people  just  have  to  have  another  supplemental  source  of 
income.  They  look  upon  the  SSI  payments  as  welfare.  These  are  a 
proud  people  who  don't  want  to  take  these  SSI  benefits. 

What  amazes  me  is  that  your  organization,  the  members,  have  not 
exerted  pressure  on  this. 

Mr.  Cruikshank.  We  are  very  aware  of  these  problems  and  we 
share  your  awareness  and  we  know  that  you  are  aware  of  them. 

Mr.  Cotter.  This  is  the  single  chief  comjjlaint  I  get. 

Mr.  Cruikshank.  I  think  it  comes  from  a  misunderstanding  of  the 
nature  of  the  system.  We  might  differ  on  that.  The  real  problem  here 
is  that  for  a  very  limited  group  this  would  help  them.  You  take  your 
people,  and  I  have  all  of  the  sympathy  in  the  world  and  I  understand 
their  situation,  the  people  who  are,  say,  68  years  old  and  they  have  a 
social  security  benefit  that  is  inadequate  and  the}'  can't,  as  the  chair- 
man said,  pay  the  repairs  on  their  home  and  all  of  that  and  they 
want  to  be  able  to  earn  a  little  more  money,  assuming  they  could 
get  a  job. 

Mr.  Cotter.  To  permit  them  to  live  in  dignity. 

Mr.  Cruikspiank.  What  is  going  to  happen  when  they  are  80?  Are 
they  going  to  be  able  to  work? 

Mr.  Cotter.  Absolutely  not,  and  as  you  mention  there  is  such  a 
small  segment  of  them  that  it  seems  it  is  an  area  where  we  could 
accommodate  a  certain  percentage  of  those  receiving  benefits. 

Mr.  Cruikshank.  We  sa}"  it  would  cost  about  $5  billion  to  remove 
the  test  completely  and  it  is  our  feeling  that  the  answer  to  the  problem 
of  your  people  is  to  increase  the  benefits  and  not  to  let  that  small 
proportion  go  out  into  a  competitive  labor  market. 

Mr.  Burke.  I  could  never  understand  how  it  costs  $5  bilhon.  Y^fhen 
that  person  continues  to  v/ork  every  week  they  take  5.85  percent  from 
them  in  taxes,  and  how  long  will  it  take  them  to  get  an  increase  in 
benefits? 

Mr.  Kelley.  It  is  once  every  year,  assuming  an  automatic-benefit 
increase. 

Mr.  Burke.  They  get  the  taxes  out  of  them  for  a  whole  year,  which 
improves  the  fund.  Then  if  they  take  $1  out  of  every  $2  over  that 
$2,520  he  makes,  that  is  a  double  wliammy  on  them. 

He  is  paying  5.85  percent  tax,  and  if  he  makes  another  $100  they 
take  $1  for*  every  $2  out  of  that  that  he  earns,  so  they  tax  him  again. 
It  looks  to  me  like  the  Government  picks  up  some  money  there  and 
yet  they  come  in  and  tell  us  that  they  lose  $5  billion  or  $6  billion. 

Mr.  Cruikshank.  Well,  they  pick  up  some  but  there  are  a  sub- 
stantial })roportion,  and  I  don't  know  just  liow  big  it  is,  of  people 
that  have  not  retired  over  age  65.  They  would  all  immediately  start 
dra-wing  full  benefits  and  a  very  high  proportion  of  those  are  at  the 
top  of  the  benefit  list. 

Mr.  Burke.  We  are  not  advocating  removing  the  ceiling. 

Mr.  Cruikshank.  That  is  where  the  $5  billion  comes  in. 
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Mr.  Burke.  I  don't  think  it  is  fair  or  just  for  persons  who  have 
worked  all  of  their  lives  and  paid  their  bills  all  of  their  lives  and 
finalh^  when  they  reach  the  age  of  65  and  they  get  a  check  of  about 
$220  per  month  to  say  to  them,  ''Now,  if  .vou  go  to  work  and  you  earn  . 
over  $2,520  this  year,  every  $2  over  that  you  earn  we  are  going  to  take 
a  dollar  out  of  your  social  security  check."  At  the  same  time  the  local 
government  turns  around  and  increases  their  tax  bill  by  $200  or  $.300. 
Thej^  get  an  increase  in  their  utility  bills  by  a  couple  of  hundred 
dollars,  and  an  increase  in  their  food  bills  and  everything  else.  And 
then  to  have  a  system  like  this?  To  me  it  seems  to  be  an  awfully  poor 
way.  I  can  understand  people  being  so  concerned  about  it. 

1  should  think  this  year  we  could  increase  that  ceiling  from  $2,520 
up  to  about  $3,500,  and  what  would  that  cost  the  fund? 

Mr.  Kelley.  I  can't  give  you  a  cost  estimate  right  now. 

Mr.  Burke.  It  is  about  $700  million,  but  they  would  have  to  \ydj 
income  taxes  and  the^y  would  have  to  pay  other  things  and  there, 
would  be  more  mone^'^  in  circulation  to  help  the  economy.  People 
would  get  their  bills  paid,  and  the  utility  companies  would  be  happy, 
and  they  wouldn't  have  to  shut  off  the  electricity  from  these  homes 
the  way  they  have  to  do  now. 

Mr.  Cruikshank.  I  don't  want  to  leave  the  impression,  Mr. 
Chairman,  that  we  are  insensitive  to  this  need.  We  are  not  at  all. 

Mr.  Burke.  I  know  you  are  not,  and  I  think  that  somebody  down 
there  at  Social  Security  has  sold  somebody  a  bill  of  goods  someplace 
that  thc}^  can't  increase  this  a  little  more  than  the}^  are  increasing  it 
and  the}^  scare  the  devil  out  of  you  by  telling  you  there  is  a  $5  billion 
loss. 

I  am  not  saying  to  remove  the  ceiling  but  I  think  with  the  cost  of 
living  and  everything  going  up  we  have  to  make  adjustments.  My 
oil  bill  in  my  house  back  home  went  up  from  $310  for  1972  to  $796 
last  year.  I  am  wondering  what  some  of  the  people  in  the  neighborhood 
with  the  same  size  home  are  doing.  We  have  the  thermostat  turned 
down  to  60  degrees  and  my  two  elderly  sisters  walk  around  with 
sweaters  on. 

Some  of  these  elderl}^  have  real  problems,  particularlv  those  people 
whose  children  have  gone  off  and  left  them  alone.  They  are  living 
in  these  old  houses,  the  roofs  are  leaking,  and  they  are  trying  to  just 
maintain  hfe  with  a  little  bit  of  dignity.  And  the  Federal  Government 
comes  in  and  says,  "Look,  3^ou  Ccirn  $2  more  than  $2,520  and  we  are 
going  to  take  $1  out  of  your  social  security  check." 

It  looks  like  the  "grim  reaper"  is  trying  to  cut  them  down  before 
the}^  get  into  the  gravej^ard. 

Mr.  Cruikshank.  I  am  saying,  Mr.  Chairman,  I  do  w^ant  to  empha- 
size that  we  are  full,v  sensitive  to  the  problem  of  the  need  as  we  make 
adjustments.  We  just  want  to  be  sure  that  the  adjustments  take  into 
account  the  total  need  and  that  we  don't  spend  a  lot  of  the  money 
leaving  out  the  poor  older  person  who  can't  possibly  work. 

To  keep  principle  clear,  1  know  you  are  not  arguing  for  the  removal 
of  the  rest  entirely,  but  in  terms  of  the  principle,  suppose  we  did,  and 
then  these  people  that  were  in  your  AARP  meeting 

Mr.  Cotter.  I  cited  that  as  the  most  recent  example. 

Mr.  Cruikshank.  Whether  they  are  in  the  National  Council  it 
does  not  make  an}"  difference,  but  people  who  are  saying,  'Tf  you  can 
let  me  earn  more  money  and  get  my  social  security,"  then  when 
they  got  to  be  78  or  80  3^ears  old,  they  would  find  themselves  on  a 
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lower  benefit  than  thej^  would  be  had  they  not  had  this.  TheA'  are 
spending  their  money  in  advance. 

Are  we  spending  it  in  the  areas  of  the  greatest  need?  That  is  the 
only  question  that  we  raise. 

Mr.  Cotter.  Have  3^011  told  your  membership  of  this  problem? 

Mr.  Cruikshank.  Yes;  this  has  been  before  our  board  and  before 
the  floor  of  our  convention,  and  it  has  been  debated,  and  the}^  support 
this  position. 

Mr.  Burke.  The  next  time  I  go  around  to  my  district,  I  wish  some- 
one from  your  organization  would  come  in  and  sit  down  and  listen 
to  some  of  these  people.  You  will  find  out  that  thej^  are  not  people 
out  looking  for  big  jobs,  but  they  are  tr^'ing  to  hold  on  to  enough  to 
keep  body  and  soul  together. 

Mr.  Cruikshank.  It  is  a  question  of  the  allocation  of  your  resources, 
and  I  am  sure  we  all  want  to  do  it  in  terms  of  meeting  the  largest 
need  for  the  greatest  number.  On  that,  I  am  sure  there  is  no  difference 
around  this  table. 

Mr.  Burke.  Most  of  these  people,  too,  you  will  find  are  really 
suffering.  In  the  elderh^  group  on  social  security  are  people  who  have 
worked  all  of  their  lives  and  have  a  lot  of  pride.  They  don't  want 
SSI  or  anything  else,  and  they  don't  mention  a  word  to  a  soul  in  their 
neighborhood.  They  are  a  ver}^  proud  people,  but  they  really  suffer. 

I  think  that  this  great  Government  of  ours,  with  all  of  the  money 
it  spends,  I  think  maj^be  that  general  revenue  might  have  to  come 
about  to  see  that  these  people  who  have  always  worked  all  of  their 
lives  and  never  asked  the  Government  for  anything  but  what  they 
should  be  entitled  to,  should  not  be  penaHzed  until  they  enter  the 
gravej^ard. 

I  think  that  is  what  might  happen  to  this  $2,520  ceiling  this  year. 

Mr.  Cruikshank.  That  will  go  up,  too. 

Air.  Cotter.  I  have  one  question,  too,  Mr.  Cruikshank. 

In  your  testimony  you  mentioned  that  you  would  like  to  see  the 
administration  established  as  a  separate  entity  similar  to  the  TVA 
and  similar  to  the  Post  Office  Service. 

Mr.  Cruikshank.  I  hate  to  use  the  Post  Office  as  an  example. 

Mr.  Cotter.  That  is  what  I  am  trying  to  bring  in.  You  mentioned 
political  interference  and  so  forth.  What  is  the  nature  of  this  inter- 
ference? 

Mr.  Cruikshank.  Well,  there  were  some  outstanding  examples  in 
1972  when  the  20  percent  increase  went  into  effect.  I  get  social  security, 
myself,  every  month. 

Incidentally,  I  lost  social  securit}"  for  several  years  because  I  was 
working;  and  I  believe  in  this  retuement  test  so  much  I  was  willing 
to  lose  it  myself.  But  in  the  checks  there  was  a  little  slip  included 
which  came  out  in  September,  the  most  critical  week  before  election, 
saying  that  this,  in  effect,  was  a  bounty  of  the  President  of  the  United 
States  naming  him  by  name. 

This,  to  my  knowledge,  had  never  been  done  before. 

Mr.  Cotter.  It  shouldn't  be  done,  be  it  Repubhcan  or  Democrat. 

I  wasn't  here  in  the  days  when  the  Post  Office  Service  was  under  the 
Government,  but  admittedly  there  was  a  great  deal  of  political 
interference.  But  I  think,  since  that  time,  the  vast  majority  of  the 
employees  there  and  most  of  the  American  people  would  prefer  to  see 
it  back  under  politics. 
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I  would  hate  to  tell  you  the  number  of  cases  which  I  have  in  my 
office,  maj^be  half  a  dozen  a  day,  where  someone  has  complained  about 
not  getting-  a  check  or  a  dispute  with  the  local  office  or  something, 
which  my  office  and  every  other  congressional  office  here  has  been 
able  to  resolve. 

You  take  it  awaj^  from  politics,  and  you  take  it  out  of  Government 
and  set  it  up  as  a  separate  agenc}?^,  and  you  lose  all  of  these  benefits, 
and  I  think  it  is  important  to  the  people.  It  is  a  headache  to  me,  but 
by  the  same  token  it  is  comforting  to  be  able  to  get  a  check  in  the  hands 
of  a  recipient  or  help  him  with  his  benefits  or  whatever  it  may  be. 

I  think  once  you  lose  this,  you  have  lost  an  awful  lot. 

Mr.  Cruikshank.  I  wouldn't  want  to  lose  that.  I  think  you  could 
have  the  best  of  both  systems.  I  said  a  quasi-governmental  agency, 
and  I  used  the  Tennessee  Valley  Authority  as  an  example.  I  think,  if 
you  would  remove  that,  it  would  be  the  main  advantage.  The  main 
advantage  would  be  to  get  it  out  of  the  consolidated  budget. 

I  think  a  bipartisan  board  is  also  important.  These  might  be  able  to 
be  accomplished,  these  ends,  without  changing  the  fundamental 
nature,  I  don't  know.  But  it  seemed  to  us  that  that  was  the  most 
efficient  way  of  achieving  these  ends,  to  set  up  the  quasi-governmental 
authority. 

I  know  there  are  advantages,  and  we  turn  to  Congressmen  for  help 
all  of  the  time. 

Mr.  Cotter.  These  are  acts  we  are  delighted  to  do,  because  you  are 
helping  people  in  need. 

Mr.  Danstadt.  I  couldn't  pinpoint  it  exactly,  but  I  felt  a  lot  of  the 
shots  were  being  called  out  of  the  fifth  floor  of  HEW  because  it  was  a 
unit  there,  and  it  sort  of  puzzled  me  because  this  was  the  largest 
operation  in  HEW. 

Mr.  Cotter.  I  know  it  should  be  taken  away  from  HEW,  but 
anything  that  Avould  resemble  something  like  the  Post  Office  Service, 
I  wouldn't  agree. 

Mr.  Karth,  do  you  have  any  questions? 

You  never  know  what  is  going  to  be  on  the  floor,  and  as  a  result  we 
are  running  from  one  to  the  other. 

Mr.  Karth.  If  the  distinguished  chairman  could  tell  us  how  to  be 
in  two  places  at  once,  he  could  solve  some  of  our  problems. 

Mr.  Cruikshank.  That  energy  problem  is  of  very  real  interest  to 
all  of  us. 

Mr.  Karth.  Mr.  Chairman,  I  move  we  adjourn,  subject  to  the  call 
of  the  Chair. 

Mr.  Cotter.  Thank  you  very  much.  The  committee  stands 
adjourned. 

[The  following  was  submitted  for  the  record :] 

St.\tement  of  Andrew  J.  Biemiller,  Director,  Department  of  Legislation, 
American  Federation  of  Labor  and  Congress  of  Industrial  Organiza- 
tions 

Mr.  Chairman,  we  appreciate  the  opportunitj^  to  present  our  views  on  tbe 
financing  of  the  social  security  program.  There  is  no  need  to  remind  you,  Mr.  Chair- 
man, of  the  tremendous  importance  of  social  security  to  Americans  of  all  ages. 
You  have  participated  in  the  development  of  the  social  security  system  for  many 
years  as  a  key  member  of  the  House  Ways  and  Means  Committee.  And  we  know 
that  you  have  always  been  receptive  to  proposals  to  improve  social  securit.y,  to 
liroaden  it,  to  make  "it  serve  the  needs  of  the  American  people  more  adequately — 
provided  these  proposals  did  not  endanger  the  basic  soundness  of  the  system  as  a 
whole. 


670 

In  recent  months,  numerous  magazines  and  newspaper?  have  reported  on  the 
financial  troubles  of  the  social  security  sj^stem.  These  articles  stem  from  recent 
reports  of  the  Board  of  Trustees  of  the  Social  Security'  System  that  the  program  is 
faced  with  a  short-term  and  a  long-term  actuarial  deticit.  Many  of  them  have  been 
distorted  and  exaggerated.  Understandablj",  many  of  our  members,  active  and 
retired,  have  expressed  their  concern  to  us  and  have  inquired  whether  the  trust 
funds  will  be  sufficient  for  their  retirement  years. 

The  AFL-CIO  has  a  deep  concern  about  the  financial  soundness  of  the  social 
security  program.  Nearly-  half  the  money  that  goes  into  tht^  trust  funds  represent 
the  hard-earned  wages  of  American  workers.  Workers  and  their  families  are  by  far 
the  largest  group  of  beneficiaries.  Whether  the  amount  put  into  the  trust  funds  will 
be  enough  to  pay  the  benefits  workers  have  earned  is  not  a  matter  we  take  lightly. 
But  we  do  not  accept  unfounded  allegations  that  the  s.ystem  is  bankrupt  now  or 
will  be  in  the  future.  The  AFL-CIO  Executive  Council  adopted  a  statement  on  the 
financing  issue  in  February  of  this  year,  and  I  respectfully  request  that  it  be  in- 
cluded in  the  record  of  the  hearings. 

The  fact  that  contribution  income  is  less  than  the  outgo  for  benefit  payments 
for  a  year  or  two  should  not  be  a  cause  of  major  concern.  A  major  reason  social 
security  trust  funds  exist  is  so  that  they  can  be  drawn  upon  during  such  con- 
tingencies. In  addition,  the  fact  that  beneficiaries  are  receiving  more  mone}-  to 
spend  than  is  taken  in  payroll  taxes  has  had  a  positive  effect  in  stimulating  a 
depressed  economj'-.  However,  this  deficit  cannot  continue  indefinitely  and  some 
action  must  be  taken  to  insure  the  future  financial  stability  of  the  OASI  trust  fund. 
In  making  provision  for  additional  social  security  financing,  we  believe  it  important 
for  Congress  to  time  effective  dates  so  the.y  wiU  harmonize  with  other  efforts  to 
stimulate  the  economy.  But  more  important  is  the  need  to  act  as  soon  as  possible 
on  the  financing  issue  in  order  to  maintain  public  confidence  in  the  sj'stem  and  to 
bring  peace  of  mind  to  millions  of  our  retired  citizens. 

The  short-run  deficit  has  resulted  from  two  major  causes.  First,  a  much  greater 
than  projected  inflation  rate  that  has  triggered  higher  cost  of  living  benefit  in- 
creases relative  to  income  from  increasing  wages.  Second,  a  much  higher  than 
expected  unemployment  rate  has  curtailed  expected  revenues.  In  short,  benefit 
costs  are  more  and  estimated  revenues  are  less.  In  our  opinion,  the  short  range 
problem  is  easily  manageable  and  would  not  be  a  major  concern  if  it  were  not  for 
the  long  range  problem. 

The  long  run  problem,  which  develops  largely  in  the  21st  Century,  arises 
primarily  from  the  assumptions  of  the  most  recent  trustees'  report  that  the 
fertility  rates  of  recent  years — the  number  of  children  women  are  expected  to 
ha^'e— will  continue  for  a  period  of  time  and  then  stabilize  at  2.1  which  is  approxi- 
mately the  rate  that  will  eventually  produce  zero  population  growth.  If  coi-rect, 
this  means  that  starting  about  30  to  35  years  from  now,  there  will  begin  to  be  a 
sizable  increase  in  the  number  of  retired  persons  relative  to  active  workers.  In 
short,  fewer  people  at  work  will  have  to  support  more  retired  people  than  pre- 
viously estimated. 

The  AFL-CIO  has  a  number  of  specific  suggestions  for  resolving  the  short  and 
long  run  financing  problems  of  the  program.  At  the  same  time,  we  reject  the  con- 
tention that  concentration  on  the  financing  problems  precludes  program  im- 
provements. 

One  approach  for  resolving  the  short  run  problem  and  which  would  also  help  the 
long  run  situation  is  to  raise  the  wage  base  and  increase  the  maximum  amount 
subject  to  the  payroll  tax  and  used  for  the  computation  of  benefits.  The  taxable 
wage  base  should  be  gradually  increased,  in  addition  to  the  automatic  adjustments, 
so  that  approximately  the  same  proportion  of  workers  will  have  their  full  wages 
covered  as  were  covered  when  the  social  security  law  was  first  enacted.  About  97 
percent  of  the  persons  in  the  social  security  program  had  their  full  earnings 
covered  when  the  program  first  begun.  It  Avould  take  a  wage  ba.se  in  excess  of 
$28,000  to  cover  the  same  proportion  today. 

The  increase  in  the  contribution  rate  is  not  only  important  as  a  means  of  financ- 
ing the  program  and  reducing  the  regressivity  of  the  tax.  The  social  security 
system  is  important  to  high  Avage  earners  as  well  as  to  those  with  low  incomes.  An 
increase  in  the  wage  base  will  mean  higher  benefits  for  those  who  pay  on  the  higher 
amounts. 

A  higher  wage  base  along  these  lines  would  greatly  over-finance  the  Medicare 
hospital  insurance  (Part  A)  for  many  years.  The  Medicare  pa^ToU  tax  increase  of 
0.4  percent  of  payroll,  now  scheduled 'for  1978,  should  be  transferred  to  the  cash 
benefit  program. 

The  AFL-CIO  urges  complete  removal,  in  the  case  of  employers,  of  the  limit  on 
wages  subject  to  the  payroll  tax.  The  employer  portion  of  the  tax  is  based  on  the 
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assumption  that  the  employer  has  a  responsibility  for  pajang  not  only  wages  but 
also  a  deferred  wage  to  help  maintain  workers  and  their  families  when  their  working 
days  are  ended.  An  employer's  responsibility  for  the  welfare  of  his  employees 
should  be  related  to  his  total  payroll  rather  than  to  just  a  part  of  each  employee's 
earnings.  In  many  countries,  the  employer  either  pays  social  security  contributions 
on  the  total  earnings  of  employees  or  his  social  security  taxes  are  larger  than  are  the 
emplo3ree's  taxes. 

In  addition,  the  employer  tax  is  a  business  expense  and  as  such  is  deductible 
from  the  emplo.yer's  income  tax.  It  plays  no  role  in  determining  the  amount  of  the 
worker's  benefit  and  there  is  no  logic  for  not  applying  it  to  the  total  payroll. 

But  the  best  way  to  improve  the  financing,  to  head  off  any  further  increases  in 
the  payroll  tax,  and  at  the  same  time,  make  necessaiy  improvements  in  the  pro- 
gram is  to  add  a  government  contribution  out  of  general  revenue.  Without  general 
revenues,  the  payroll  tax  required  to  achieve  these  objectives  would  place  an  unfair 
burden  on  tine  worker  since,  considered  solely  as  a  tax,  this  contribution  is  regres- 
sive. The  United  States  is  one  of  the  few  advanced  industrial  nations  in  the  world 
in  which  the  social  security  system  is  financed  entirely  from  payroll  taxes. 

There  has  been  support  for  a  government  contribution  from  general  revenues 
from  the  inception  of  the  program.  Organized  labor  supported  the  payroll  tax  at 
the  time  the  social  security  program  began  despite  its  burden  upon  low  income 
workers.  However,  organized  labor  and  many  other  supporters  of  this  legislation 
viewed  exclusive  reliance  on  the  payroll  tax  as  a  transitional  stage. 

Mr.  Chairman,  if  you  will  examine  the  record  of  the  past  you  will  find  that  in 
these  early  years  the  Social  Security  Board,  Advisorj^  Councils,  Congressional 
spokesmen,  organized  labor  asserted  the  need  for  a  general  contribution  as  some 
a])]5ropriate  stage  in  the  development  of  the  system.  Organized  labor  believed,  as 
did  many  other's,  that  exclusive  reliance  on  the  payroll  tax  was  necessary  during 
the  initial  phase  of  the  program  in  exchange  for  the  benefits  of  the  new  protection. 
But,  at  the  same  time,  we  felt  that  ultimately  action  would  be  taken  to  limJt  the 
burden  upon  low  and  middle  income  groups. 

In  fact,  the  original  social  security  legislation  submitted  to  Congress  in  1935 
recommended  a  government  contribution  to  cover  past  service  credits  and  even 
mentioned  1965  as  the  most  likely  year  when  such  contributions  would  be  required. 
Provisions  for  a  government  cc'ntribution  were  actually  included  in  the  Social 
Security  Act  from  1944  to  1950  and  though  rem.oved  in  the  amendments  of  1950, 
its  removal  was  against  the  recommendation  of  the  Advisory  Council  on  Social 
Security. 

In  addition,  government  contributions  are  already  being  u:*ed  to  meet  a  minor 
but  nevertheless  a  significant  portion  of  program  costs — wage  credits  for  military 
service,  hospital  insurance  for  the  non-in.sured,  matching  funds  for  the  Part  B 
premium,  and  for  the  age  72  special  benefits.  In  short,  Mr.  Chairman,  this  is  not 
a  new  propo;5?l  but  an  old  one  that  now  needs  to  be  more  fully  implemented. 

Raising  the  wage  base,  taxing  the  em.ployers  total  payroll,  and  shifting  the 
scheduled  Medicare  tax  increase  to  the  cash  benefit  program,  would  provide  n:iore 
than  enough  income  to  resolve  the  financial  problems  of  both  the  cash  benefit 
and  the  Medicare  hospital  insiu-ance  programs  until  the  end  of  tliis  century.  .If 
combined  with  some  general  revenue  financing,  major  improvements  could  be 
made  in  the  programs  as  well. 

At  this  time,  I  would  hke  to  discuss  the  long-term  financing  probkm^a  problem 
which  develops  largely  in  the  next  century.  The  prim.ary  factor  causing  this 
problem  is  the  decline"  in  the  fertility  rate.  The  low  fertility  rate,  if  it  were  to 
continue  at  levels  estimated  b}^  the  trustee's  report,  could  have  a  serious  impact 
on  the  financing  of  the  social  security  program.  This  would  occur  because  the 
proportion  of  workers  supporting  beneficiaries  will  likely  be  much  less  in  the  next 
century.  In  other  words,  a  higher  proportion  of  the  nation's  production  by  active 
workers  will  have  to  go  to  support  older  people — assuming  the  two  groups  main- 
tain the  same  relative  living  standards  that  now  exist. 

On  the  other  hand,  the  increased  portion  of  the  nation's  production  that  will 
go  to  the  retired  population  will  be  offset  by  a  decline  in  the  number  of  younger 
people  being  supported  by  the  economy.  There  will  be  less  expenditures  for  sup- 
porting children,  for  schools,  for  day  care,  etc.  and  society  can  shift  these  economic 
savings  to  supporting  the  larger  older  population.  In  short,  in  any  society,  the 
population  at  work  has  to  support  those  that  can't  work.  Looking  at  the  total 
economy,  the  economic  burden  for  active  workers  will  not  really  change  much. 
There  v/ill  be  a  reduction  in  the  need  to  support  younger  people  roughly  balanced 
by  an  increased  need  to  support  older  people. 

The  financial  gains  that  accrue  to  society  as  a  whole  by  these  compensating 
factors  are  little  reflected  in  monetary  gains  to  the  program  itself.  Thus,  the 
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financial  problem  is  not  one  faced  bj-  the  nation  or  economy  as  a  whole  but  arises 
from  the  circumscribed  manner  in  which  the  social  security  sj'stem  is  financed.  The 
S3'^stem  is  based  on  a  payroll  tax  on  active  workers  and  on  employers.  Exclusive 
reliance  on  this  tax,  if  the  ratio  of  retired  people  to  those  at  work  increases  signifi- 
cantly, will  require  major  increases  in  the  tax  to  support  them. 

The  problem  is  how  to  route  some  of  these  financial  gains  to  societ.y  from  a 
declining  birthrate  to  the  social  security  program  to  help  pay  for  the  higher  costs 
required  to  support  the  elderly.  Considered  solely  as  a  tax,  the  social  security 
contriliutions  are  highly  regressive  on  wage  earners.  It  Vv'ould  be  imfair  to  place 
the  entire  increased  burden  of  supporting  the  elderly  on  wage  earners  and  income. 
The'  best  way  to  achie\e  greater  tax  equity  and  to  translate  financial  gains  else- 
where in  the  econom}-  to  increased  revenue  to  the  program  is  by  general  revenue 
contributions  to  the  trust  funds.  We  urge  gradually  increa.sing  contributions  from 
general  revenues  until  at  least  one-third  of  the  social  security  program  is  financed 
in  this  manner  and,  if  the  long  run  financing  problems  actually  begin  developing 
as  now  projected,  \hey  should  be  absorbed  within  this  funding. 

There  is  one  thing  that  should  be  done  now  that  would  significantly  hold 
down  costs  in  the  next  century  and  j^et  would  not  undermine  commitments  alreadj?- 
made.  This  would  be  to  "decouple"  social  security  benefit  levels.  The  1972  amend- 
ments provided  for  the  automatic  adjustment  of  retiree  benefits  in  accordance 
with  increases  in  the  cost  of  living.  The  amendments  also  provided  simultaneous 
cost  of  living  adjustments  of  the  benefit  table  in  the  law.  At  the  same  time,  workers' 
benefits  are  going  up  as  their  wages  rise.  The  combined  effect  can  result  in  long 
run  benefit  entitlement  increasing  at  a  rate  more  or  less  than  the  increase  in 
wages  depending  on  the  relative  movement  of  prices  and  wages. 

Mr.  Chairman,  workers  do  not  expect  benefits  higher  than  their  wages  when 
the}'  retire  and  they  certainlj-  do  not  want  to  be  taxed  for  such  an  anomolous 
objective. 

What  they  do  want  is  the  assurance  that  the  benefits  they  receive  will  be  fairly 
related  to  their  earnings  before  they  retire  and  will  be  sufficient  to  meet  their 
needs.  The  AFL-CIO  therefore  regards  the  present  formula,  which  creates 
imcertainty  as  to  ultimate  benefit  levels,  as  an  unanticipated  technical  flaw  which 
we  are  fully  prepared  to  have  removed  from  the  law  and,  indeed,  we  strongly 
in-ge  that  this  be  done. 

We  believe  the  most  sensible  course  at  this  time  is  for  the  Congress  to  enact 
those  changes  recommended  by  us  which  will  assure  the  financial  soundness  of  the 
social  securitj-  sj-stem  for  the  next  25  or  30  j^ears  and  which,  at  the  saraetime, 
will  allow  for  niajor  improvements  in  the  program. 

Many  of  our  suggestions  would  do  much  to  resolve  the  long  range  financing 
problem  which  may  not  develop  as  now  projected.  We  should  not  try  to  totally 
solve  the  long  range  financing  problem  but  wait  until  we  are  able  to  judge  the  most 
improtant  variables  with  a  greater  degree  of  certainty.  There  is  still  plenty  of  time 
in  which  we  can  determine  the  extent  to  which  present  projections  are  valid  and 
to  take  corrective  action.  Very  small  differences  in  economic  and  demographic 
assumptions  can  lead  to  great  variations  in  estimating  the  long-term  cost  of  the 
social  securit}^  program. 

Experience  has  shown  that  projection  of  future  population  growth  has  often 
been  wrong.  Demographic  experts  always  draw  attention  to  the  imcertainties 
which  surround  their  assumptions  and  emphasize  that  it  is  not  possible  to  make 
firm  predictions. 

Because  of  the  convergence  of  several  recent  factors  affecting  family  formation 
and  child-rearing  decisions,  it  is  probalilj^  too  carlj^  to  tell  whether  the  recent 
drop  foreshadows  a  long-term  decline  in  the  birth  rate.  Unemployment  and  reduced 
income  traditionall.y  encourage  lower  birth  rates.  The  speed  at  which  the  drop 
occurred  suggests  that  postponement,  rather  than  abandonment  was  the  cause. 
Ill  fact,  census  surveys  showing  that  women  are  ]ilanning  to  have  an  average  of  a 
little  more  than  two  children  each  suggest  that  current  birth  rates  are  below 
what  the  long-term  trend  will  be. 

On  the  other  hand,  it  is  quite  possible  that  improved  methods  of  contraception, 
a  tendency  toward  marriage  and  child-birth  at  later  ages,  cultural  changes  in  the 
role  of  women  and  a  general  concern  with  environment  and  over-population  may 
cause  a  decline  in  the  birthrate  even  greater  than  now  anticipated. 

Even  if  the  most  pessimistic  birthrate  forecasts  occur,  it  does  not  necessaril.v 
follow  that  there  will  be  a  proportionat(>ly  smaller  future  labor  force  to  support 
social  security  beneficiaries.  A  smaller  labor  force  ma.y  mean  a  greeatr  demand  for 
labor.  Experience  has  shown  that  the  supply  of  workers  expands  to  meet  demand. 
Many  oldei"  people  now  forced  into  retirement  may  be  able  to  continue  working. 
Smaller  families  may  bring  more  women  into  the  labor  force  than  is  now  predicted 
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since  there  will  be  fewer  j'-ears  when  they  are  caring  for  small  children.  We  will 
likely  drive  down  our  excessive  unemployment  rates  closer  to  those  of  most  other 
industrialized  nations  so  that  more  people  will  be  working  and  paying  into  the 
trust  fund.  We  may  achieve  future  productivity'  increases  of  2.5  or  3  percent  a 
year  instead  of  the  pessimistic  2  percent  assumed  in  recent  cost  estimates.  Very 
minor  variations  in  any  of  these  factors  when  compounded  over  a  period  of  75 
3'ears  would  have  a  major  impact  on  the  cost  of  the  social  security  system. 

We  hope  our  statement  concerning  the  financing  of  the  social  security  program 
has  been  helpful.  We  hope  it  demonstrates  a  need  for  concern,  but  no  xeason  for 
alarm.  The  trust  funds  are  doing  the  job  they  were  intended  to  do— to  carr}'' 
the  social  security  system  through  periods  of  economic  difficulty.  We  are  certain 
that  American  workers  can  have  every  confidence  that  this  Committee  and 
Congress  will  act  quickly  not  only  to  remedj'  anj^  financial  difficulties  but  will 
continue  to  improve  the  program. 


statf:ment   by   the   afl-cio   executive    council   on   social   security 

Bal  Hakbour,  Fla.,  February  17,  1975 

Fortj^  years  ago  America  made  a  commitment  of  economic  secui'ity  during 
retirement  to  the  workers  of  this  nation  through  the  Social  Security  progrfun. 
That  commitment  broadened  over  the  years  and  now  includes  protection  for 
widows  and  children,  disabled  workers  and  their  dependents,  and  health  care  for 
those  over  65,  the  severly  disabled  and  kidney  disease  victims.     ••'■'-••-'  ■     •  ■  ■ 

Social  Securitj^  has  survived  many  challenges  over  the  years^'Tjtit  at  no  time 
has  there  been  more  controversy  about  the  program  than  now.  '  ■  ■ 

Social  Securit.v  touches  the  life  of  practicalh^  everj"  American.  Thus,  respousil:)le 
debate  concerning  the  program  is  an  appropriate  and  an  essential  part  of  the 
democratic  process.  In  this  way,  the  program  can  be  adapted  to  meet  the  new 
and  changing  needs  of  the  American  people. 

Regrettably,  much  recent  criticism  of  Social  Securit.y  has  been  alarmist, 
distorted,  and  inaccurate.  It  may  be  part  of  a  general  campaign 
program  in  order  to  impede  essential  improvements  or  inspired  bj'  opponents  of 
National  Health  Security  who  seek  to  discredit  Social  Security  'since  Health 
Securitjr  would  be  based  on  social  insurance  principles. 

Exaggerated  claims  of  an  alleged  lack  of  financial  soundness  of  Sdcjal  Security 
hav^e  cropped  up  from  time  to  time  since  the  program  began.  But  the  1974  report 
of  the  Social  Security  trustees  gave  new  impetus  to  these  over-blown  charges. 
The  1974  report  was  greatly  distorted  b}^  some  publications  and  newspapers  into 
false  stories  that  Social  Security  is  bankrupt. 

Relying  on  the  most  recent  census  data,  the  report  projects  a  long-term  acturial 
deficit  in  Social  Security  Trust  Funds,  due  largely  to  anticipation  of  a  greater 
than  expected  decrease  in  the  nation's  birthrate.  This  creates  no  short-range 
financial  difficultj^  that  cannot  easily  be  handled  because  the  lower  birthrate 
would  have  no  major  impact  until  the  21st  Century.  How-ever,  the  report  added, 
if  current  birthrate  projections  hold,  additional  financing  would  be  required. 

The  AFL-CIO  is  deeply  concerned  about  every  aspect  of  the  Social  Security 
Program.  Workers'  payments  represent  nearly  half  of  the  money  in  trust  funds. 
Workers  and  their  families  are  the  overwhelming  majority  of  beneficiaries.  We  do 
not  take  lightly  the  question  of  the  program's  financial  soundness.  However,  we 
reject  misleading  allegations  that  Social  Security  is  bankrupt  or  will  be  in  the 
near  future. 

To  alleviate  the  anticipated  long-run  deficit,  the  following  steps  should  be  taken 
to  provide  additional  funds: 

The  taxable  wage  base  should  be  gradually  increased  until  the  same  proportion  of 
workers  have  their  full  wages  covered  as  were  covered  when  the  Social  Security  law  was 
fast  enacted. 

Presently,  the  fuU  wages  of  about  85  percent  of  workers  are  covered,  compared 
with  97  percent  when  the  program  began.  This  requires  raising  the  base,  over  a 
period  of  years,  from  the  current  $14,100  to  $28,000. 

The  Social  Security  tax  should  be  applied  to  the  total  payroll  of  employers.  The  wage 
base  is  appropriate  for  individual  workers  since  it  determines  the  level  of  their 
contributions  and  benefits.  There  is  no  similar  need  for  a  wage  base  limitation 
on  the  employer's  payroll.  The  tax  burden  on  employers  is  less  actually  now  than 
contemplated  by  the  original  Social  Security  Act.  It  provided  for  an  ultimate, 
combined  employer  tax  rate  for  Social  Security  and  unemployment  compensation 
totalling  6  percent.  Because  of  the  lower  proportion  of  wages  now  covered,  ex- 
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perience  rating  under  unemployment  compensation  and  the  increased  tax  de- 
ductible advantages  now  availaVjle  through  corporate  tax  laws,  the  tax  burden  of 
employers  is  now  significantly  less  than  that  provided  by  the  original  law. 

Congress  should  consider  replacing  the  present  benefit  structure  with  a  formula  re- 
lating benefits  to  retiring  workers  more  closely  to  their  wages  in  the  years  nearest  re- 
tirement. The  1972  amendments  made  provision  to  adjust  benefits  of  retirees  auto- 
matically in  accordance  with  increases  in  the  cost  of  living.  These  amendments  also 
provided  that  the  future  benefits  in  the  law  relating  to  current  wage  earners  would 
be  automatically  upgraded  as  wages  and  prices  change.  Under  present  law,  bene- 
fits to  be  paid  to  future  retirees  may  increase  at  a  rate  more  or  less  than  wages  de- 
pending on  the  relative  movement  of  prices  and  Avages.  We  urge  consideration  to  a 
new  approach  that  would,  for  example,  relate  benefits  to  a  high  10  years  of  earn- 
ings and  eventually  a  high  5  years,  as  is  done  in  many  private  pension  programs. 
The  long-range  cost  of  this  might  be  less  than  current  estimates  indicate,  and 
workers'  benefits  would  better  reflect  wages  at  the  time  of  retirement. 

The  AFL-CIO  rejects  the  contention  that  improvements  in  the  Social  Se- 
curity Program  can  not  be  made  during  the  current  economic  difficulties. 

We  also  categorically  oppose  the  Administration's  budget  philosophy/  of  ignoring 
essential  human  needs.  Therefore,  we  will  vigorously  oppose  the  pending  Adminis- 
tration proposal  to  cut  back  the  Medicare  program  and  to  hold  the  scheduled  cost 
of  living  increase  to  5  percent.  The  victims  of  the  Administration's  economic  mis- 
management must  not  be  forced  to  make  additional  sacrifices. 

These  recommendations  would  raise  substantial  additional  revenues,  but  not 
enough  to  eliminate  both  the  estimated  long-term  acturial  deficit  and,  at  the  same 
time,  make  needed  benefit  improvements.  Raising  the  payroll  tax,  however,  is  not 
a  feasible  solution  because  it  would  place  too  great  a  burden  on  low  and  middle- 
income  workers. 

Workers'  real  wages  are  lower  now  than  they  were  in  1965.  Working  families 
are  hard  pressed  to  make  ends  meet  because  of  unemploj^ment  and  rapidly  rising 
living  costs.  Clearly,  they  should  not  have  to  bear  the  burden  of  additional  Social 
Security  taxes.  Instead,  needed  additional  funds  should  come  from  general  tax 
revenues. 

The  AFL-CIO  reaffirms  its  position  urging  relief  for  low  and  middle-income 
workers  from  the  burden  of  the  payroll  tax.  This  relief  is  best  accomplished  by 
payments  from  general  revenues  to  low  and  middle-income  workers  totally  sepa- 
rate from  the  financing  of  the  Social  Security  system  in  the  manner  of  other 
governmental  subsidies.  The  Social  Security  trust  funds  would  continue  to  receive 
paj^roll  taxes  from  these  workers.  They,  in  turn,  would  be  compensated  from 
general  revenues  for  part  of  their  payroll  taxes. 

Contributions  from  general  revenues  to  the  Social  Security  Trust  Funds  should 
gradually  increase  until  at  least  one-third  of  the  program  is  financed  by  this  source. 
Many  European  countries  use  general  revenues  to  supplement  employer-employee 
:taxes  in  financing  their  social  insurance  systems.  This  is  not  a  new  concept  for 
the  U.S.  Social  Security  program.  The  Committee  on  Economic  Security,  which 
developed  the  original  Social  Security  law,  considered  that  such  a  general  revenue 
contribution  exeutually  would  be  needed.  Indeed,  the  original  Social  Security 
legislation  submitted  to  Congress  in  1935  contemplated  an  eventual  government 
contribution. 

The  principle  of  a  general  revenue  contribution  already  has  been  accepted 
since  some  general  revenue  funds  are  being  used  to  pa,y  for  benefits  based  on  wage 
credits  for  military  service:  hospital  insurance  benefits  for  non-insured  people, 
special  age  72  benefits,  and  half  of  the  cost  of  the  Supplemental  Medical  Insurance 
Program  (Part  B)  of  Medicare. 

Using  federal  general  revenue  for  Social  Security  is  not  a  radical  concept, 
rather  it  is  an  old  idea  that  has  not  been  fully  and  properly  implemented. 

In  addition  to  our  recommendations  for  strengthening  the  financing  of  the 
Social  Security  System,  the  AFL-CIO  urges  the  Congress  to  enact  the  following 
improvements  in  the  program: 

Social  Securit.v  benefits  should  be  adjusted  for  inflation  at  least  everj'-  6  months 
whenever  the  Consumer  Price  Index  has  increased  by  3  percent  or  more,  instead 
of  the  present  system  of  no  less  than  annuall3^  When  the  escalator  provision  was 
adopted,  price  increases  were  expected  to  be  moderate  and  an  annual  adjustment 
considered  satisfactory.  Raging  inflation  has  had  a  disastrous  impact  on  the  living 
standards  of  Social  Security  beneficiaries;  their  alreadj'-  inadequate  incomes 
falling  far  behind  skyrocketing  prices.  Therefore,  in  addition  to  speeding  up  future 
cost-of-living  benefit  increases,  Congress  should  enact  an  immediate  cost-of- 
living  increase. 
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More  thrai  SO  percent  of  the  purchases  of  the  elderl.y — and  an  even  greater 
percentage  of  the  poor  elderly — are  for  food,  housing,  medical  care,  and  trans- 
portation, which  are  some  of  the  fastest  rising  items  in  the  Consumer  Price  Index. 
Tlicrefore,  we  believe  that  in  addition  to  the  present  CPI,  a  special  index  for  the 
elderly  and  poor  should  be  developed  to  more  accurately  reflect  changes  in  their 
living  costs. 

Early  retirement  at  age  60  should  be  permitted  but  with  less  than  the  present 
full  actuarial  reduction  in  benefits.  This  would  substantially  improve  benefit 
levels  for  early  retirees,  most  of  w-hom  are  forced  out  of  the  labor  market  by  illness 
or  loss  of  jobs  and  find  it  impossible  because  of  age  to  compete  for  jobs  especially 
when,  as  now,  there  is  high  unemployment. 

An  occupational  definition  of  disability  for  workers  age  55  and  over  should  be 
provided  in  recognition  of  the  fact  that  older  vrorkers  with  a  disability  who  lose 
their  jobs  have  virtually  no  chance  to  obtain  employment  in  a  new  occupation. 
The  program  now  considers  a  worker  disabled  only  if  he  or  she  cannot  engage  in 
any  kind  of  substantial  work,  regardless  of  whether  there  is  such  work  in  his  or 
her  area,  a  job  vacancy  exists  or  if  he  or  she  would  be  hired.  This  is  an  unrealistic 
definition  for  older,  disabled  workers  who  must  compete  in  a  labor  market  with 
high  unemployment  rates. 

Pending  enactment  of  National  Health  Security,  Medicare  should  be  expanded 
to  provide  a  greater  range  of  health  services  to  Social  Security  beneficiaries. 
^^'ith  out-of-pocket  payments  the  aged  pay  for  medical  treatment  now  much 
higher  than  before  Medicare  became  law,  it  is  urgent  that  the  financial  burden 
of  Medicare  costs  be  reduced.  The  AFL-CIO  urges  the  follov.ing  improvements 
in  Medicare: 

1.  Eliminate  the  monthly  premium  beneficiaries  must  pay  for  Part  B  (physician 
services) . 

2.  Includes  coverage  of  prescription  drugs. 

8.  Reduce  the  present  two  year  and  live  month  waiting  period  that  the  disabled 
must  meet  to  be  eligible  f<ir  health  benefits  and  start  Medicare  coverage  after 
5  months  when  cash  disability  benefits  begin. 

Social  Security  has  served  America  well.  It  will  continue  to  do  its  job  Avell  if 
the  changes  we  ha\e  recommended  are  enacted.  These  changes  can  only  come  in 
an  atmosjihere  of  responsil)le,  constructive  debate. 

The  AFL-CIO  will  join  that  debate,  and  we  will  challenge  irresponsible,  mis- 
leading attacks  on  Social  Security  by  those  who  cynically  seek  to  undermine  this 
\ital  social  insurance  program. 

Statement    of    Andrew    A.    Melgard,*    Chamber    of    Commerce    of    the 

United  States 

summary  statement 

1.  This  statement  on  financing  the  social  security  sytem  is  submitted  for  the 
membership  of  the  Chamber  of  Commerce  of  the  United  States,  1615  H  Street, 
N.W.,  Washington,  D.C.  20062,  by  Andrew  A.  Melgard,  the  Director  of  the 
Chamber's  Economic  Securitv,  Education  and  Manpower  Section. 

2.  The  membership  of  the  National  Chamber  includes  over  48,000  business 
enterprises  and  over  3,600  trade  and  professional  associations,  local  and  state 
chambers  of  commerce.  The  underlying  membership  is  more  than  5,000,000 
individuals  and  firms. 

3.  Topical  Outline  and  Summary  of  Comments  and  Recommendations. 

A.  Current  National  Economic  Problems  and  Social  Security 

(1)  Recovery  and  Resumption  of  Economic  Growth  without  Inflation — The 
Nation  currently  faces  three  difficult  problems:  The  severe  recession  and  resulting 
unemployment,"  the  continuing  inflation,  and  the  energy  crisis.  The  main  short- 
term  goal  of  economic  policy  should  be  to  slow  down  inflation  Avhile  aUeviating 
the  burdens  of  recession.  A  resumption  of  economic  grovs'th  will  require  n.ore 
capital  formation.  A  continuance  of  tax  policies  directed  toward  more  income 
transfer  will  not  prevent  a  recurrence  of  overconsumption. 

(2)  Confidence,  Stability,  Taxes  and  the  Middle  Class— Congress  and  the 
Administration  need  to  restore  confidence  in  our  economy  and  the  Federal  Gov- 
ernment, to  set  us  on  the  path  to  stable  economic  and  social  advance  and  more 
personal    freedom.    "'Amazingly,    the    biggest    increases    in    the    middle-income 

*Dirpctor.  Economic  Security,  Education  and  Manpower  Section,  Chamber  of  Commerce 
of  the  United  States. 
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family's  budget  resulted  from  higher  social  security  and  income  tax  payments." 
Further,  social  security  tax  increases  imposed  before  we  are  out  of  the  recession 
and  have  controlled  inflation  could  lessen  people's  confidence  in  government. 

(3)  The  Social  Security  System  and  Its  Underlying  Principles — Employers 
wiU  continue  to  pay  their  fair  share  of  social  security  taxes.  To  maintain  confi- 
dence in  the  social  security  system,  Congress  should  adhere  to  the  basic  principles 
underlying  it:  a  floor  of  protection,  self-supporting  financing,  benefits  paid  be- 
cause of  job-income  loss,  benefits  paid  in  cash,  no  needs  test,  and  wage-related 
benefits. 

(4)  Reappraisal  of  the  Social  Security  System- — A  complete  reappraisal  of  the 
social  security  system  is  needed.  INIore  public  enlightenment  is  needed.  There 
must  be  a  clear  understanding  of  how  the  system  works  and  what  it  costs  to  assure 
continuing  public  support. 

B.  Short-Term  Social  Security  Problems  and  Issues 

(1)  Background  on  Anticipated  Deficits — In  four  j'ears,  we  have  gone  from 
actuarial  soundness  to  short-term  deficits  and  anticipated  long-range  deficits  in 
financing  the  cash  benefits  program. 

(2)  Short-Term  Financing  Problem — The  short-term  financing  problem  is 
serious  and  requires  early  attention.  Fortunateh',  social  security'  trust  funds  total 
over  $50  billion,  and  earned  about  $3  billion  in  interest  in  1974. 

(3)  Chamber  Recommendations — The  trust  funds  should  be  used  for  the  pur- 
pose for  which  they  were  created  and  amassed- — to  tide  us  over  this  year  and  next 
until  we  can  come  out  of  the  recession  and  increase  employment.  A  payroll  tax 
increase  this  year  or  next  could  be  counterproductive,  impede  recover}',  and  hurt 
employment.  The  Committee,  while  determining  the  amount  and  timing  of  any 
social  security  payroll  tax  increase,  should  address  the  following  issues :  decoupling, 
universal  coverage,  inequities,  treatment  of  men  and  women,  and  private  pension 
encouragement. 

C.  Long-Range  Social  Security  Problems  and  Issues 

The  long  range  gap  in  social  securitj^  exceeds  a  trillion  dollars.  In  dealing  with 
this  problem,  the  Chamber  recommends  Congress  review  all  of  our  economic 
security  and  income  maintenance  programs. 

(1)  The  "Welfare  State  and  Transfer  Economy" — The  growth  of  the  "welfare 
state  and  transfer  economy"  may  be  weakening  the  linkage  among  work,  personal 
propertjr  and  income.  Such  linkage  is  necessary  for  the  efficient  operation  of  the 
marketplace.  The  costs  of  welfare  and  transfer  payments,  and  their  expected 
growth,  will  affect  the  growth  of  emploj^ee  wages  and  benefits. 

(2)  Trends  in  Corporate  Wages  and  Salaries,  Supplements  and  After-Tax 
Profits — Everybody  grosslj^  overestimates  business  after-tax  profits.  The  long 
term  trend  over  the  last  six  business  cycles  has  been  downward  for  after-tax  profits 
as  a  percent  of  corporate  wages  and  salaries,  and  upward  for  supplements  (em- 
ploj^ee  benefits)  as  a  percent  of  such  wages  and  salaries.  These  facts  raise  serious 
questions  about  the  future  rate  of  growth  of  emplovee  benefits. 

(3)  Employee  Benefits  (1963  to  1973) — Over  the  last  10  years,  the  cost  of  em- 
ployee benefits  has  tended  to  rise  almost  twice  as  fast  as  the  cost  of  increased  wages 
and  salaries.  In  1973,  employee  benefit  costs  averaged  $62.12  per  employee  per 
week.  There  were  wide  variances  from  industry  to  industry,  and  from  company 
to  company  within  industries. 

(4)  Conclusion — Our  income  maintenance  systems  are  complex  and  there  are 
limitations  on  paying  for  them.  Any  long-range  study  of  social  security  must 
consider  aU  relevant  income  maintenance  systems  and  their  costs. 

The  Chamber  of  Commerce  of  the  United  States  welcomes  this  opportunity  to 
present  its  views  on  our  social  security  system  and  its  financing. 

This  issue  is  of  vital  concern  to  our  membership  which  embraces  more  than 
48,000  business  enterprises,  3,600  trade  and  professional  associations,  and  local 
and  state  chambers  of  commerce.  The  underh'ing  membership  is  more  than 
5,000,000  individuals  and  firms. 

These  comments  are  under  three  major  headings,  as  follows: 

1.  "Current  National  Economic  Problems  and  Social  Security." 

2.  "Short-Term  Social  Security  Problems  and  Issues." 

3.  "Long-Range  Social  Security  Problems  and  Issues." 

CURRENT    NATIONAL    ECONOMIC    PROBLEMS    AND    SOCIAL    SECURITY 

Recovery  and  Resumption  of  Economic  Growth  Without  Inflation 

The  Nation  currently  faces  three  difficult  problems:  the  severe  recession  and 
resulting  unemployment,   the  continuing  inflation,   and  the  energy  crisis.   The 
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Chamber  recognizes  that  there  is  no  easy  or  quick  solution  to  these  problems,  but 
has  developed  a  comprehensive  set  of  recommendations  for  national  policy  against 
recession  and  inflation.  A  coordinated  apj^roach  to  both  recession  and  "inflation 
is  imperative. 

The  main  short-term  goal  of  national  economic  policy  should  be  to  slow  down 
inflation  while  alleviating  the  burdens  of  recession,  particularly  unemployment. 
Recovery  in  a  less  inflationary  environment  will  l&j  the  bais  for  longer  term 
economic  progress.  Recovery  with  high-single  or  double-digit  inflation  will  not. 
The  clear  aim  is  to  increase  employment  now  and  to  encourage  the  movement  to 
recovery  without  rekindling  inflation. 

There  is  some  evidence  that  the  recession  is  bottoming  out.  Congress  and  the 
Administration  have  moved  through  the  complex  Tax  Reduction  Act  of  197.5 
(P.L.  94-12)  to  stimulate  the  economy.  The  Budget  and  Impoundment  Control 
Act  of  1974  (P.L.  93-344)  gives  Congress  a  process  for  controlling  the  budget 
which  has  the  support  of  the  Chanber  and  the  business  conununity.  Hardships 
experienced  by  those  unemployed  by  the  recession  should  be  relieved,  but  com- 
pared to  recessions  of  comparable  severity  in  the  past  there  are  now  more  cushions 
to  such  unemployment  in  the  form  of  extended  unemployment  compensation, 
supplementary  unemployment  benefits,  public  service  jobs,  food  stamps  and 
other  programs. 

There  is  some  dnager,  however,  in  the  current  discussion  of  anti-recession 
policies  in  overlooking  the  need  to  encourage  savings  and  investment.  A  resump- 
tion of  economic  growth  will  require  more  capital  formation.  A  continuance  of 
tax  policies  directed  toward  more  income  transfer  will  not  prevent  a  recurrence 
of  the  overconsumption  that  has  characterized  our  economy- — indeed,  all  western 
economies — during  the  past  several  years.  If  we  fail  to  encourage  both  individual 
and  corporate  savings  and  investment,  which  will  result  in  the  new  capital  forma- 
tion needed  for  job  creation,  it  is  difficult  to  see  how  we  can  reduce  the  current 
unemployment  rate  to  a  reasonable  level  and,  at  the  same  time,  provide  jobs  for 
the  millions  of  j'oung  people  who  will  enter  the  work  force  this  year  and  in  the 
next  few  years. 

Confidence,  Stability,  Taxes  And  The  Middle  Class 

Beyond  accomplishing  recovery  and  economic  growth  without  inflation.  Con- 
gress and  the  Administration  have  a  deeper  need  to  restore  confidence  in  our 
economy  and  the  Federal  Government,  to  set  us  on  the  path  to  stable  social  and 
economic  advance  and  more  personal  freedom.  Inflation,  reports  a  leading  business 
magazine,  is  squeezing  53  percent  of  the  nation's  55  million  families — the  middle 
class — into  the  "high  poverty"  class  before  our  ej^es,  not  to  mention  how  the 
same  insidious  and  deceptive  tax  hits  the  poor,  which  is  worse. 

No  one  has  to  tell  the  middle  class  that  in  the  last  two  years  the  value  of  the 
dollar  has  shrunk  nearly  20  percent,  the  value  of  household  savings  and  other 
assets  has  shrunk  11.5  percent,  and  household  debts  have  risen  IS. 6  percent. 
These  families,  having  incomes  roughly  from  810,000  to  -$35,000,  are  the  huge 
group  of  "middle  Americans,"  hard-working  famil^y  people  who  give  stability  to 
the  values  and  aspirations  of  the  nation.  They  buy  75  percent  of  consumer 
products.  And  they  pay  a  lot  of  our  taxes,  including  heavy  social  security  taxes. 

While  no  one  has  to  tell  the  middle  class  that  taxes  have  risen,  the  Joint  Eco- 
nomic Committee  recently  reported  its  astonishment  at  this  discovery  in  the 
report,  "Infl.ation  and  the  Consumer  in  1974."  The  report  stated:  "Amazingly, 
the  biggest  increases  in  the  middle-income  family's  budget  resulted  from  higher 
social  security  and  income  tax  payments."  The  U.S.  people  are  a  whole  lot  less 
amazed.  They  don't  need  reports  to  tell  them  that  inflation  is  pushing  them  into 
higher  tax  brackets  while  Congress  plans  to  raise  social  security  taxes  higher. 

People  don't  even  need  to  be  told,  either,  that  government  at  all  levels,  now  a 
third  or  more  of  the  economy  and  rising,  gets  more  unwieldy  and  works  at  cross- 
purposes  even  as  it  looms  larger  in  people's  lives.  And  people  need  nobody  to  tell 
them  that  the  inflation  squeeze  has  hit  state  and  local  governments,  now  likely 
to  push  up  their  taxes  just  when  the  federal  government  has  dipped  deeply  into 
the  red  ink  to  cut  federal  taxes.  Recent  surveys  show  the  rise  of  a  new  conserva- 
tion ethic  in  America,  a  sharpening  of  disappointed  people's  political  sensibilities, 
more  open  criticism  of  government  agencies,  and  more  desire  bj'  citizens  to  be 
involved  in  what  affects  their  lives. 

If  under  these  circumstances,  and  before  we  are  out  of  the  recession  and  have 
controlled  inflation.  Congress  moves  to  increase  Social  Security  taxes  on  employees, 
employers  and  the  self-employed,  people's  confidence  in  government  could  lessen. 
This  is  especially  true  in  the  social  security  area  where  employees  and  employers 
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have  already  been  taxed  for  many  years  to  build  up  a  contingency  social  security 
fund  to  be  used  when  we  have  severe  and  unresolved  economic  problems  such  as 
we  have  now. 

Overall,  the  National  Chamber  believes  there  is  a  vital  need  now  to  study  the 
appropriateness  of  measures  used  to  maintain  stability  in  the  economj^  and  to 
evaluate  the  whole  question  of  the  size  and  role  of  the  public  sector  in  a  society 
basically  committed  to  private  owmership  and  a  market  economy. 

The  Social  Security  System  And  Its  Underlying  Principles 

Social  security  benefits  are  an  important,  often  essential  part  of  income  main- 
tenance for  millions  of  retired  Americans,  surviving  widows  and  children,  and 
the  disabled.  At  the  same  time,  the  majority  of  working  Americans,  their  spouses 
and  children  expect  future  benefits  from  the  system. 

Since  enactment  in  the  1930's,  employees,  employers  and  the  self-employed 
have  supported  the  system.  Employers  will  continue  to  do  so,  and  to  pay  their 
fair  share  in  financing  the  system   through  payroll  taxes. 

Congress  needs,  however,  to  maintain  public  confidence  in  this  great  social 
insurance  system  and  the  manner  in  which  it  is  financed.  To  do  so,  the  Chamber 
recommends  continued  adherence  to  the  following  basic  principles  that  have 
guided  the  development  of  the  cash  benefits  program: 

that  the  purpose  of  social  security  is  to  provide  a  basic  floor  of  protection 
and    not    complete    income    maintenance; 

that  the  s.vstem  should  be  self-supporting  based  on  equal  payroll  taxes 
from  employees  and  emploj-ers  and  by  taxes  on  the  self-employed,  period- 
ically adjusted  to  support  benefit  disbursements  on  as  current  a  basis  as 
practicable.  General  revenues  should  not  be  used  to  finance  regular  program 
costs ; 

that  benefits  should  be  paid  when  there  is  job-income  loss;  i.e.,  that  there 
be  a  "work"  or  "retirement"  test,  at  least  to  age  72; 

that  benefits  be  paid  in  cash,  not  in  kind,  so  that  individual  freedom  of 
choice  is  maintained  and  recipients  are  able  to  use  social  security  and  any 
other  income  as  desired  to  satisfy  their  needs  and  wants ; 

that  benefits  be  paid  as  a  matter  of  right,  and  that  the  eligible  recipients 
not  have  to  meet  a  "needs"  test; 

the  benefits  be  wage  related  or  based  on  the  worker's  past  earnings  record. 
(It  is  recognized,  of  course,  that  Medicare  for  obvious  reasons  departs  from 
several  of  these  principles:  ^ledicare  provides  that  the  worker  at  6.5  and  there- 
after Avill  have  certain  specified  health  care  services  paid  for  and  will  not  receive 
cash,  will  receive  these  services  without  regard  to  a  work  test,  and  will  receive 
a  flat  or  uniform  benefit  not  related  to  wages  or  earnings.) 

Reappraisal  of  the  Social  Security  System 

Social  security  is  not  a  static  system.  Since  its  enactment  in  the  1930's,  it  has 
been  a  grovving  and  expanding  program.  Growth  has  occurred  in  the  number  of 
persons  taxed  to  support  the  system,  the  number  of  persons  receiving  benefits, 
the  dollar  amovmt  of  indiNidual  benefits,  and  the  type  of  benefits.  Bj-  the  end  of 
1974,  about  $6  billion  a  month  in  benefits,  including  Medicare,  was  being  paid 
to  over  30  mill  ion  people.  In  short,  the  system  has  matured. 

Throughout  this  jjoriod,  social  security  benefit  increases  have  been  kept  ahead 
of  price  nicreases  by  the  Congress  and  the  various  Administrations.  The  recent 
Quadrennial  Advisory  Coimcil  reports  that  fr<im  January  1940  to  June  1974, 
social  securitv  benefit's  were  increased  390.7%  while  prices  were  increasing  252.3%. 
From  February  196S  to  June  1974,  benefits  were  increased  68.5%  while  prices 
rose  43.6%.  From  1940  to  1975,  the  maximum  tax  paid  by  an  employee  rose 
from  $30  a  year  to  $824.85,  and  of  course  there  are  matching  contributions  from 
employers.  This  raises  the  question  of  whether  future  benefit  costs  will  outstrip 
the  ability  or  willingness  of  emploj'-ers  and  employees  to  pay  for  them. 

It  is  obvious  that  a  complete  reappraisal  of  the  social  security  S3^stem  is  needed. 
All  interested  parties  should  participate  in  this  evaluation  of  the  present  status 
and  the  proposed  future  growth  of  the  system.  Although  financial  soundness 
of  the  system  is  essential,  the  reappraisal  should  go  beyond  financing  and  any 
anticipated  deficits.  For  example,  there  is  a  need  to  critically  examine  or  re- 
examine the  effects  of  social  security  on  productivity,  capital  formation,  and  pri- 
vate savings;  the  relationship  between  private  pensions  and  social  securit}'; 
the  appropriate  size  of  the  trust  funds;  lhf>  question  of  indexing  benefits  in  relation 
to  inflation;  the  social  .adequacy  and  individual  equity  aspects  of  social  security; 
the  relationships  among  our  tripartite  income  maintenance  sj'stem,  i.e.,  social 
insurance,  private  savings  and  employee  benefits,  and  welfare  or  means-tested 
programs. 
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The  National  Chamber  phius  to  participate  in  such  an  in-depth  reappraisal. 
Tlicre  must  be  a  clear  undcrstandinjT  by  all  citizens  of  how  this  social  insurance 
system  works  if  we  are  to  expect  continuing  public  support.  This  may  require 
much  more  in  the  way  of  enlightenment  as  to  costs  and  benefits,  and  such  enlight- 
enment about  this  large  and  complex  system  will  take  time.  The  anticipated 
deficits  clearly  show  the  dangers  of  overexpausion  of  the  system  in  terms  of  both 
dollar  costs  and  public  confidence.  Absolute  candor  is  needed. 

SHORT-TERM    SOCIAL    SECURITY    PROBLEMS   AND    ISSUES 

Back(/round  On  Aidicipaied  Deficits 

On  March  31,  1971,  the  1971  Advisory  Council  on  Social  Security,  appointed 
under  Section  706  of  the  Social  Security  Act,  reported  its  findings  and  recommen- 
dations  to  the  Secretary  of  HEW.  The  Council  reported  in  part  on  "Financing" 
or  "Actuarial  Soundness  of  the  Program",  as  follows: 

"1.  Current  Status — Adequate  provision  has  been  made  in  the  law  to  meet  all 
the  costs  of  the  cash  benefits  program  both  in  the  short  run  and  over  the  long- 
range  future;  the  cash  benefit  program  is  actuarially  sound." 

Then,  during  the  1972  election  y(!ar,  Congress  voted  a  20  percent  general  benefit 
increase  and  automatic  cost-of-living  escalators  were  built  into  the  system.  A 
general  benefit  increase  of  11  percent  became  effective  in  two  steps  during  1974. 
Effective  June  197."),  the  first  automatic  cost-of-living  benefit  of  8.0  percent  was 
added  to  social  security  checks  payable  in  July. 

By  March  7.  197-),  IiE\¥  Secretary  Weinberger  was  transmitting  to  Congress 
the  findings  and  recommendations  of  the  197")  Advisor}^  Council  on  Social  Security. 
This  Council  reported  on  "Financing"  and  "Actuarial  Status"  as  follows: 

"The  cash  benefits  program  needs  a  comparatively  small  amount  of  additional 
financing  immediately  in  order  to  maintain  the  trust  funds  levels.  Beginning  about 
30  years  from  now,  in  2005,  the  program  faces  serious  deficits.  Steps  should  be 
taken  soon  to  assure  the  financial  integrity  and  long-range  financial  soundness 
of  the  program." 

Meanwhile,  the  1974  Ileport  of  the  Board  of  Trustees  of  OASDI  had  reported 
on  the  long-range  deficit.  More  recently,  two  other  reports,  the  Report  of  the 
Panel  on  Social  Security  Financing  t(3  the  Senate  Finance  Committee  and  the 
1975  Report  of  the  Board  of  Trustees,  confirm  the  current  financial  crisis  and 
the  serious  long-range  deficit. 

In  summary,  since  1971  we  have  gone  from  a  position  of  overall  actuarial  sound- 
ness in  the  social  security  cash  benefits  programs  to  a  position  where  we  face 
serious  problems.  The  disparity  between  income  and  outgo  began  to  develop  with 
the  enactment  of  the  1972  amendments,  particularly  the  20  percent  general  benefit 
increase  and  the  cost-of-living  escalators.  Short-term,  the  OASDI  program  begin- 
ning this  year  and  continuing  indefinitely  into  the  future  will  operate  at  a  deficit 
with  benefits  paid  exceeding  income.  The  reserves  in  the  cash-benefits  trust  funds 
will  be  dejjleted  b}'  the  early  1980's.  There  are  three  major  reasons  for  this  short- 
fall: (1)  higher  levels  of  inflation  than  were  assumed,  resulting  in  higher  benefits 
under  the  automatic  cost-of-living  escalators;  (2)  the  large  benefit  increases  voted 
by  Congress  in  the  last  several  j^ears;  (3)  higher  levels  of  unemployment  which 
reduced  expected  payroll  tax  flows  into  the  program. 

Short-Term  Financing  Problem 

The  Chamber  agrees  that  the  short-term  deficit  is  serious  and  requires  early 
attention.  There  is  no  reason,  howe\cr,  for  excessive  concern  or  hastj'  action. 
There  appears  to  be  a  need  for  up  to  a  1.0  percent  payroll  tax  increase  in  the  next 
few  years,  but  other  changes  in  the  social  security  program  also  need  to  be  con- 
sidered.  Meanwhile,  we  have  equallj^  serious  problems  to  deal  with. 

Fortunately,  we  do  have  large  social  securit.y  trust  funds.  Congress  exercised 
wisdom  in  creating  these  funds  which  are  of  a  contingency  nature  and  which 
are  designed  to  meet  crisis  situations  where  payroll  tax  income  is  less  than  benefit 
payments. 

The  Board  of  Trustees  has  reported  that  the  old-age  and  survivors  trust  fund 
had  $37.7  billion  at  the  end  of  calendar  vear  1974.  It  estimated  funds  of  $35.6 
billion  by  the  end  of  1975,  $31.3  biUion  by  the  end  of  1976,  and  $27.3  billion  by 
the  end  of  1977. 

If  the  old  age  and  survivors  insurance  and  disability  insurance  trust  funds 
are  combined,  the  figures  for  end  of  calendar  year  are:  $45.8  billion  in  1974, 
$42.9  billion  in  1975,  $37.1  billion  in  1976,  and  $31.3  billion  in  1977. 

In  addition,  by  the  end  of  calendar  year  1974,  the  medicare  hospital  insurance 
trust  fund  had  assets  of  $9.1  billion  and  the  supplementary  medical  insurance 
trust  fund  had  $1.5  billion. 
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In  summary,  as  we  went  into  1975,  the  OASDI  trust  funds  totaled  $45.8  billion 
and  the  hospital  and  medical  funds  for  Medicare  totaled  $10.6  bilUon. 

Furthermore,  the  OASDI  trust  funds  earned  $2.5  l^illion  in  interest  during 
fiscal  '74,  an  effective  annual  rate  of  6.0  percent  on  the  total  assets  of  the  trust 
funds,  according  to  the  Board  of  Trustees.  The  hospital  fund  earned  $0.4  biUion 
in    interest,    an    annual    rate    of    6.7   percent. 

Chamber  Recommendations 

The  Chamber  recommends  that  the  trust  funds  be  used  for  the  purpose  for 
which  the}'  were  created  and  amassed — to  tide  us  over  this  year  and  next  until 
we  can  come  out  of  the  recession  and  increase  employment.  If  there  is  a  shortfall 
of  $3  billion  this  year  as  predicted,  the  1974  interest  earned  on  the  trust  funds 
should  cover  it  or  come  close  to  covering  it.  The  shortfall  in  1976,  depending 
on  its  size,  should  be  financed  by  using  the  trust  funds  and  can  be  done  without 
lowering  them  to  anywhere  near  a  dangerous  level,  and  this  may  be  true  in  calendar 
1977. 

We  realize  that  there  are  various  arguments  about  the  size  at  which  the  trust 
funds  should  be  maintained.  Experts  argue  that  anywhere  from  a  3  month  to 
a  1-year  cushion  should  be  maintained.  Yet,  all  experts  seem  to  agree  that  their 
estimates  are  subjective.  There  is  no  consensus.  We  should  be  able  to  arrive  at 
one.  Meanwhile,  we  see  no  danger  in  using  the  trust  funds. 

In  the  February  White  Paper  issued  by  five  former  HEW  Secretaries  and 
three  former  Social  Security  Commissioners  (Messrs.  Richardson,  Finch,  Gardner, 
Cohen,  Flemming  and  Messrs.  Bell,  Mitchell  and  Schottland),  this  statement 
was  made: 

"A  government  insurance  system  which  has  its  future  income  assured  by  the 
taxing  power  has  no  need  to  build  up  the  huge  funds  that  a  private  insurer  would 
require  if  it  underwrote  similar  liabilities,  and  indeed,  it  would  be  unwise  to  the 
point  of  irresponsibility  to  accumulate  such  funds.  The  only  need  for  a  trust  fund 
is  as  a  contingency  reserve  large  enough  to  tide  the  system  over  any  temporary 
change  in  income'and  outgo;  if  an  increase  in  revenues  should  he  necessary,  the 
trust  fund  would  enahle  Comjress  to  delay  such  action  during  a  -period  of  economic 
recession"  (Italic  added) 

The  Chamber  is  concerned  that  a  payroll  tax  increase  this  year  or  next  year 
would  be  counterproductive,  would  impede  recovery  and  could  hurt  employment. 
The  negative  economic  impact  of  an  early  payroll  tax  increase  would  be  more 
severe  than  using  the  contingency  reserves. 

We  do  not  know  any  compelling  reason  why  the  trust  fluids  should  not  be 
temporarily  used.  There  is  no  indication  that  employees,  employers  and  the  self- 
employed  are  prepared  to  accept  a  social  security  payroll  tax  increase  while  the 
economy  is  still  sluggish  and  while  inflation  is  still  high.  If  Congress  were  to  decide 
not  to  use  the  trust  funds,  then  some  explanation  would  have  to  be  given  to  all 
social  security  taxpayers  explaining  why  the  over  $50  billion  in  additional  taxes 
have  been  collected  from  them,  why  these  contingency  funds  should  not  be  used 
in  the  worst  recession  since  the  i:>rogram  was  enacted,  and  why  Congress  would 
rather  raise  taxes  than  use  the  trust  funds  for  their  intended  purpose. 

The  Chamber  further  recommends  that  the  Committee  on  Ways  and  Means 
continue  its  study  to  determine  if  and  when  a  payroll  tax  increase  should  be  en- 
acted to  preserve  the  integrit}^  of  the  social  security  funds  in  the  next  five  to  ten 
years.  Any  such  tax  should  be  su])ported  equally  by  employers  and  employees. 
We  oppose  the  use  of  general  revenues  because  tiiere  are  none  available  and 
because  we  cannot  afford  to  turn  the  social  security  system  into  a  welfare  system. 
We  also  oppose  raising  the  taxable  wage  base  beyond  that  set  bj-  the  automatic 
provisions  because  it  would  be  unfair  to  middle  income  workers,  would  weaken 
confidence  in  the  individual  equity  of  the  system,  (We  know  the  Committee  under- 
stands that  social  security  taxes  will  automatically  increase  in  1976  and  there- 
after as  the  contribution  base  is  raised  above  $14,100  to  finance  the  automatic 
benefit  escalators.) 

We  further  recommend  that,  while  the  Committee  is  determining  the  amount 
and  timing  of  any  future  social  security  payroll  tax  increase  on  employees  and 
employers,  it  also  addresses  the  following  issues: 

1.  Decoupling. — Congress  has  rejected  the  Administration's  proposal  for  a 
5  percent  cap  on  the  1975  cost-of-living  increase.  This  cap  would  have  avoided 
over  two-thirds  of  the  current  deficit.  Therefore,  we  recommend  that  the  Com- 
mittee move  as  expeditiously  as  possible  to  decouple.  The  Senate  Panel,  the  Board 
of  Trustees  and  the  Advisory  Council  have  all  recommended  such  action.  Decou- 
pling would  in  effect  cure  the  problem  of  double-indexing  of  benefits.  The  current 
provisions  of  law  for  automatically  adjusting  the  benefit  tables  to  retiect  price 
changes  and  for  computing  average  monthlj'  earnings  may  result  in  unintended, 
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unpredictable  and  undesirable  benefit  levels.  We  have  no  specific  recommendation 
for  decoupling-  at  this  time.  We  understand  both  the  Committee  and  the  Admin- 
istration have  the  matter  under  study.  We  plan  to  study  the  issue  m  depth  and 
will  welcome  a  future  opportunity  to  comment  on  it.  Decouplmg  needs  priority 
attention.  . 

2.  Universal  Coverage. — The  Chamber  recommends  that  the  Committee  move 
promptly  to  extend  social  security  coverage  to  noncovered  categories.  The  system 
does  cover  over  90  percent  of  workers,  but  virtually  all  gainful  employment  should 
be  covered.  Some  SM  million  jobs  are  not  covered.  Over  2^2  million  of  these  jobs 
are  in  federal  emplovment.  Another  'i%  miliiou  are  in  State  and  local  employment. 
If  there  is  some  good  reason  whv  federal  and  other  government  employees  should 
not  have  the  privilege  of  contributing  social  security  taxes  and  enjoying  social 
security  benefits,  we  do  not  know  what  it  is.  Such  an  extension  of  coverage  would 
benefifinitiallv  the  inflow  of  funds  to  the  system. 

3.  Inequities.— The  Chamber  recommends  that  the  Committee  address  the 
inequitv  issues  that  arise  out  of  minimum  benefits.  The  Advisory  Council  has 
documented  how  the  minimum  benefit  frequently  gives  a  windfall  to  federal 
retirees,  who  are  already  receiving  a  pension  based  on  earnings  not  coverea  by 
social  security.  In  addition,  the  s^  stem  should  not  pay  benefits  over  100  percent 
of  the  indexed  earnings  on  v.hich  it  is  based;  and,  in  fact,  a  lesser  percentage 
mav  be  appropriate. 

4.  Treatment  of  Men  and  Women.— The  Committee  needs  to  studj';  the  probierri 
of  equal  entitlement  to  dependent  and  survivors  benefits.  The  Advisory  Council 
has  recommended  that  the  law  be  changed  to  offset  social  security  aependents 
benefits  for  those  who  receive  pensions  from  work  not  covered  by  social  security. 

5.  Private  Pension  Encouragement. — The  Chamber  also  recommends  that  the 
Committee  on  Wavs  and  Means  study  additional  ways  to  encourage  pnyate 
savings,  especially  for  retirement.  The  Committee  acted  wisely  m  P.L.  9o-40b, 
the  "Employee  E"etirement  Income  Security  Act",  to  encourage  the  self-employed, 
their  employees,  and  non-covered  corporate  employees  to  save  for  retirement. 
It  is  certainly  more  in  the  public  interest  to  encourage  individual  and  corporate 
saving  for  retirement  during  workers'  earning  years  than  to  wait  until  they  retire 
and  then  be  faced  with  increasing  taxes  on  the  working  population  to  pay  higher 
social  security  benefits  and  welfare  payments.  Of  equal  importance  is  that  en- 
couragement of  savings  will  assist  in  the  capital  formation  needed  for  economic 
growth   and  job   creation. 

LONG-RANGE  SOCIAL  SECURITY  PROBLEMS  AND  ISSUES 

Long-range,  the  Board  of  Trustees  of  OASDI  estimates  a  gap  of  5.32  percent 
cf  taxable  payroll  over  the  75  year  period,  1975  to  2094.  This  translates  into 
deficits  exceeding  a  trillion  dollars.  Obviously,  this  is  an  extremely  serious  long- 
range  problem.  ,     , 

In  dealing  with  this  problem,  the  Chamber  recommends  that  Congress  iooK 
at  all  of  our  economic  security  and  income  maintenance  programs.  The  Matioris 
income  maintenance  sj^stem  is  complex.  It  involves  private  savings  and  property 
ownership,  employee  benefits,  social  insurance  systems,  and  numerous  means- 
tested  welfare  jirograms. 

We  simply  cannot  continue  to  expand  existing  or  adopt  new  social  insurance 
or  welfare  programs  without  considering  their  impact  on  national  goals  for  growtti. 
In  this  connection,  it  is  worth  reviewing  the  growth  in  the  "welfare  state  and 
transfer  economy",  long  range  trends  in  corporate  wages  and  supplements  as 
related  to  after-tax  profits,  and  the  10-year  trend  in  employee  benefits. 

The  "Welfare  State  and  Transfer  Economy" 

We  have,  and  are  paying  for,  a  welfare  state.  For  those  individuals  and  famiUes 
unable  to  achieve  economic  security  through  employment,  individual  saving, 
social  insurance  and  employee  benefits,  there  is  a  fourth  level  of  protection— the 
public  welfare  system.  .  .    j-   j 

The  Subcommittee  on  Fiscal  Policy  of  the  Joint  Economic  Committee  studiea 
our  nation's  public  welfare  system  over  a  period  of  three  years.  The  Subcommittee 
concluded  that  some  35  million  people  are  welfare  recipients  in  the  broadest 
sense.  This  number — more  than  15  percent  of  the  population — received  some 
need-tested  cash  or  non-cash  benefit  under  one  or  more  of  the  rations  pubhc 
assistance  programs.  By  the  Subcommittee's  count,  there  are  today  close  to 
fifty  separate  need-tested  public  assistance  programs.  The  largest  of  these  include 
AFDC  which  provides  cash  benefits  to  about  11  million  people,  about  three 
quarters  of  whom  are  in  families  headed  by  a  woman;  the  Supplemental  Security 
Income  program   (SSI),   which  paj^s  cash  benefits  to  approximately  6  million 
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low-income  elderlv,  blind,  and  disabled  person?;  the  food  Ftamp  program,  which 
provides  for  the  subsidized  purchase  of  food  by,  now,  over  15  million  peoi^le; 
the  Medicaid,  program  which  provides  free  medical  services  to  some  24  million 
people;  and  several  housing  programs,  which  provide  low-rent  housing,  rent 
subsidies,   and  mortgage  subsidies  to  nearly  2  million  reciijients. 

The  common  feature  of  all  such  ]xib]ic  assistance  programs  is  that  they  are 
"need  tested."  In  order  to  be  eligible  for  benefits,  one's  income  must  be  below 
some  cut-off  level  and  in  some  cases  the  value  of  his  assets  must  also  be  below  some 
specified  le\'el.  It  is  the  need  testing  or  income  testing  of  public  assistance  that 
distinguishes  it  primarily  from  social  insurance.  Under  social  insurance  programs, 
such  as  Social  Security,' Medicare,  and  Unemijloyment  Compensation,  eligibility 
for  benefits  depends  not  on  need  but  on  one's  past  employment  or  contribution 
record.  Total  public  assistance  expenditures  b.y  all  levels  of  government  were 
$37  billion  in  fiscal  j^ear  1973. 

These  public  assistance  programs  are  a  r)art  of  our  "transfer  economy."  Trans- 
fer payments  have  groM'n  from  ?bout  $33*  billion  in  19G2  to  an  estimated  $158.8 
billion  in  1975. 

Traditionally  in  America,  citizens  have  received  income  from  the  productivity 
of  their  labrr  or  their  property.  This  has  been  changing  in  the  last  forty  years. 
In  addition  to  our  "market  economy",  we  now  have  a  growing  "transfer  economy". 

The  transfer  economy  has  develo]ied  from  the  attempt  to  reconcile  demands 
for  equity  and  justice  in  the  distribution  of  income  and  wealth  with  the  require- 
ment for  efficiency  in  the  marketplace.  There  is  concern  that  the  rapid  growth 
of  the  "transfer  economy"  may  be  weakening  the  linkage  among  work,  personal 
propert}^  and  income  that  is  necessarj'  for  the  efficient  operation  of  the  market 
sj^stem. 

"  The  growth  of  this  transfer  economy  and  welfare  state  and  their  expected 
continued  growth  will  have  an  impact  ori  the  growth  of  the  private  sector  and  the 
wages  and  emploj^ee  benefits  provided  by  corporations.  Certain  welfare  states 
in  Eiirope,  such  as  Sweden,  now  clearly  recognize  the  need  to  stimulate  the  growth 
of  the  private  sector  simi^ly  because"^  a  welfare  state  needs  a  vigorous  business 
community  to  support  it  financiallj^. 

Trends    in    Corporate    Wages    and    Salaries,    Rupflements   and  After   Tax  Profits 

In  trying  to  provide  a  basis  for  estimating  where  employee  benefits  are  going 
in  the  future,  it  is  helpful  to  briefly  review  what  has  happened  since  World  V<i\v  II 
to  corporate  wages  and  salaries,  supplements,  and  after  tax  profits.  Such  a  review 
raises  valid  concerns  about  the  impact  of  the  Increasing  costs  of  doing  business 
and  shrinking  profits. 

What  people  think  about  profits,  to  judge  from  surveys,  is  astonishingly  far 
from  the  truth.  Business  after-tax  profil>^  are  grossly  overestimated.  Opinion 
Research  Corporation  surveys  show  people  think  that  the  average  manufacturer 
makes  28  percent  after  tax"^profits  on  sales.  The  actual  average  profit  in  1973 
was  4.7  percent,  and  about  5.8  percent  in  1974.  This  gross  over-estimate  runs  the 
gamut  of  society — professional  and  managerial  people,  blue  collar  workers, 
Democrats,  Republicans,  so-called  thought  leaders. 

In  anv  event,  from  1946  to  1973,  corporate  wages  and  salaries  increased  from 
$60.5  billion  to  $410.6  billion,  or  527%,  as  shown  in  Exhibit  A. 

Supplemen.ts  to  corporate  wages  and  salaries  increased  during  the  same  period 
from  $3.2  billion  to  $65.9  biUion,  or  1,959%. 

During  this  same  period,  after  tax  profits  of  corporations  increased  only  334%, 
from  $15.1  to  $65.6  billion. 

(Using  the  third  quarter  of  1974  to  estimate  1974  figures,  corporate  v.-ages  went 
to  $458  billion,  a  590%  increase  since  1946;  supplements  went  to  $74.3  billion, 
a  2,222%  increase;  and  after  tax  profits  jumped  to  $87.2  billion,  a  478%^  increase. 
The  1974  profits  were  exaggerated  by  inflation,  specifically  by  under-depreciation 
and  bv  over-valuation  of  inventories.  Profits  are  expected  to  be  down  in  1975 
from  the  1974  high.) 

In  summary,  the  long  term  trend,  over  tlie  last  six  business  cycles,  has  been 
downward  for  after  tax  profits  as  a  percent  of  corporate  wages  and  salaries,  and 
upward  for  supplements  as  a  percent  of  such  wages  and  salaries. 

These  statistics  raise  serious  questions  about  the  future  rate  of  growth  of  em- 
ployee benefits.  Can  employee  wages  and  benefits  increase  if  the  long  range  trend 
of  'after  tax  profits  as  a  percent  of  corporate  wages  and  salaries  coii- 
tinues  downward? 
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Employee  Benefits  {1963  to  1973) 

How  employers'  costs  for  employee  l^onefits  have  increa-ed  over  a  recent  ten 
year  period  is  shown  in  Exhibit  B!  There  has  been  a  clear  trend  for  the  cost  of 
employee  benefits  to  rise  almost  twice  as  fast  as  the  cost  of  increased  wages  and 
salaries.  During  the  10-year  period  from  1963  to  1973,  average  weekly  earnings 
increased  77%,  but  the  cost  of  employee  benefits  rose  126'/c. 

Whether  this  trend  Avill  continue  in  the  future  is  not  clear.  One  could  agree  that 
in  the  face  of  continued  inflation,  employees  will  seek  more  take  home  pay.  On 
the  other  hand,  one  could  argue  that  in  the  face  of  increasing  taxes  on  higher 
employee  incomes,  employees  will  seek  their  pay  in  more  "tax  free'  benefits. 
But,  these  are  only  two  conflicting  arguments  among  the  vast  array  of  factors 
that  determine  the  economic  paj^  package,  including  wages  and  benefits. 

It  is  worth  noting  also,  as  shown  in  Exhibit  C,  how  the  weekly  costs  of  employee 
benefits  varies  among  industries.  Although  the  average  cost  per  employee  per  week 
is  $62.12,  the  costs  varied  by  industry  from  a  high  $81.88  to  a  loAV  of  $35.27. 
Beyond  this,  of  course,  there  'are  'conipany  by  company  variances  within 
industries. 

Conclusion 

The  above  facts  and  comments  on  the  welfare  state,  transfer  economy,  cor- 
porate profits  and  employee  benefits  indicate  the  complexity  of  our  income  nuiin- 
tenance  systems  and  our  limitations  in  paying  for  them.  Any  comprehensive 
long-range  study  of  social  security  needs  to  consider  all  the  other  relevant  income 
maintenance  programs  and  their  costs. 

EXHIBIT  A 
TABLE  !.— TRENDS  IN  CORPORATE  WAGES  AND  SALARIES,  SUPPLEMENTS,  AND  AFTER  TAX  PROFITS,  1946-74 


Billions    of    dollars 


Supplements  Supplements  After  tax  prcf-  Supplements 

Corporate     to   corporate  Corporate  as  percent  of  its  as  percent  as  percent  of 

wages   and      wages     and  after   tax  wages  and  of  wages  and  after    tax 

salaries             salaries  profits  salaries  salaries  profits 


1946 66.5  3.2  15.1  4.8  22.7  21 

1947 78.1  3.9  19.5  .5.0  25.0  20 

1948  86.9  4.2  21.8  4.8  25.1  19 

1949  84.4  4.4  17.7  5.2  21.0  25 

1950  92.9  5.7  23.9  6.1  25.7  24 

1951  .".             .  -.  107.4  7.1  20.4  6.5  19.0  35 

1952  115.4  7.6  18.5  6.6  10.0  41 

1953  '  125.7  8.2  19.2  6.5  15.3  43 
1954 123.4  8.7  19.1  7.1  15.5  46 

1955  134.7  9.9  25.4  7.3  18.9  39 

1956  '          .      146.8  11.3  25.3  7.7  17.2  45 

1957  153.8  12.6  24.1  8.2  15.7  52 
1958""            151.1  12.8  20.6  8.5  13.6  62 

1959     164.5  15.1  26.7  9.2  16.2  67 

1960  172.1  16. 7  24.8  9.7  14.4  67 
1961""  174.3  17.5  24.9  !0  0  14.3  /O 

1962"'"  .  ' 186.1  IS.  8  28.7  10.6  15.4  69 

1963  194.9  21.4  30.5  11.0  15.6  70 

1954""'           '      '      .  208.7  22.9  35.3  11.0  16.9  65 

1955..      "     .      224.5  25.2  43.2  11.2  19.2  58 

1966  .        -  246.1  29.5  46.7  12.0  19.0  63 

1967  .    260.6  31.2  43.0  12.0  16.5  73 

1968                      284.3  35.2  4.3.8  12.4  15.4  80 

1969'             ..      311.7  39.7  40.4  12.7  13.0  98 

1970      325.8  43.2  34.6  13.2  10.6  125 

1971  341.9  48.3  41.2  14.1  12.1  117 

1972                     "  374.7  56.0  52.4  14.9  14.0  107 

1973                       416.6  65.9  65.6  15.8  15.7  100 

1974'll'rQi                  "'.'.  458.8  74.3  87.2  16.2  19.0  85 


I  Seasonally  adjusted  annual  rate  based  on  3d  quarter,  1974. 

Note:  Supplements  to  corporate  wages  and  salaries  include  employer  contributions  to  private  pension  and  welfare  funds 
and  employer  contributions  for  social  insurance,  such  as  old  age,  survivors  and  Disability  insurance,  hospital  insur.ince. 
State  unemployment  insurance.  Federal  unemployment  tax,  railroad  retirement  insurance,  railroad  unemployment  insu.-^- 
ance  and  cash  sickness  compensation  funds.  It  is  estimated  that  these  supplements  inciude  about  60  percent  of  the  costs 
of  what  are  commonly  considered  employee  benefits.  The  remaining  40  percent  include  items  like  paid  vacation,  paid 
holidays,  paid  sick  leave,  and  paid  rest  periods.  The  employer  costs  for  these  benefits  paid  for  time  not  worked  are  included 
in  corporate  wages  and  salaries  figures. 

Source:  "Survey  of  Current  Business,"  U.S.  Department  of  Commerce.  Percentages  computed  by  Chamber  of  Commerce 
of  the  United  States. 
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EXHIBIT  B 
WEEKLY  EXTRA  BENEFIT  COSTS,  PER  EMPLOYEE 


Social  security  taxes -- 

Private  pensions  (nongovernment) 

Pa  id  vacations 

Insurance  (life,  sickness,  accident,  hospitalization,  etc.) 

Paid  rest  periods,  lunch  periods,  v/ash-up  time,  etc.. _ 

Paid  holidays 

Unemployment  compensation  taxes.. 

Profit-sharing  pay.Tients 

Paid  sick  I eave 

Work  men 's  co  mpensation 

Christmas  or  other  special  bonuses 

Contribution  to  employee  thrift  plans 

Employee  meals  furnished  free 

Discounts  on  goods  and  services  purchased  from  company  by  employees 
Other  employee  benefits 

Total  employee  benefits 

Average  weekly  earnings _.. 


1973 


1963    Percent  change 


$10. 13 

$3.23 

+214 

9.67 

4.19 

+131 

8.96 

4.62 

+94 

8.79 

3.12 

+182 

6.56 

2.90 

+  126 

5.67 

2.79 

+  103 

2.25 

1.83 

+23 

2.15 

.96 

+  124 

2.12 

.75 

+183 

1.77 

.87 

+  103 

.71 

.54 

+31 

.42 

.10 

+320 

.42 

.33 

+27 

.29 

.21 

+38 

2.21 

1.08 

+105 

92. 12 

27.52 

+126 

189.  96 

107.  52 

+77 

Source:  "Employee  Benefit  1973,"  Chamber  of  Commerce  of  the  United  States. 

EXHIBIT  C 
WEEKLY  EXTRA  BENEFIT  COSTS  BY  INDUSTRY— 1973 


Per  employee 
per  week 


All  industries 

Manufacturers: 

Petroleum 

Chemicals  and  allied  products 

Transportation  equipment 

Primary  metal _ 

Machinery  (excluding  electrical) 

Fabricated  metal  products  (excluding  machinery  and  transportation  equipment). 

Rubber,  leather  and  plastic  products 

Stone,  clay  and  glass  products 

Food,  beverages  and  tobacco 

Instruments  and  miscellaneous  products 

Electrical  machinery,  equipment  and  supplies 

Printing  and  publishing 

Pulp,  paper,  lumber  and  furniture 

Textile  products  and  apparel 

Nonmanufacturing: 

Public  utilities 

Banks,  finance  and  trust  companies 

Miscellaneous  industries  (mining,  transportation,  research,  warehousing,  etc.)... 

Insurance  companies 

Wholesale  and  retail  trade  (excluding  department  stores) 

Department  stores 


$62. 12 


81.88 
71.56 
67.12 
65.29 
63.02 
62.33 
60.02 
58.83 
58.15 
57.98 
55.38 
54.87 
53.73 
35.27 

75.33 
64.31 
61.38 
61.33 
45.10 
37.79 


Source:  "Employee  Benefits  1973,"  Chamber  of  Commerce  of  the  United  States. 


St.\tement  of  the  Committee  on  Aging,  Community  Service  Society, 

New  York,  N.Y. 

We  have  carcfullv  studied  the  1973,  1974  and  1975  Reports  of  the  Board  of 
Trustees  of  the  0.\SDI  Funds,  the  recent  Report  of  the  Federal  Advisory  Council 
and  the  report  on  the  Senate  Finance  Committee  Panel  on  Social  Security  Financ- 
ing. We  api>laud  the  decision  of  your  Committee  to  concentrate  at  the  present 
time  on  the  short  nm  financing  jjroblem,  both  because  these  are  immediately 
facing  us  and  Ijecause  the  longer  run  picture  is  heavily  influenced  b.v  what  we 
regard  as  the  highly  unreliable  projections  of  demograjihic  and  economic  trends 
running  over  a  period  of  75  years.  It  is  noteworthy  that  the  Trustees  in  the  1975 
Report  warned  of  the  difficulty  of  making  long  run  projections  and  their  own 
Acttuiry  showed  how  greatly  the  financial  picture  would  be  changed  by  relatively 
small  changes  in  the  assumptions  regarding  trends  in  eost  of  living  and  in  wages. 
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We  would  however  urge  you  at  the  present  time  to  concentrate  on  the  financial 
problems  of  the  next  5  rather  than  25  years.  Even  over  the  shorter  run  we  have 
been  impressed  by  the  unreliability  of  estimates.  It  is  significant  that  there  have 
been  large  differences  in  the  size  of  the  deficit  as  estin^ated  by  the  three  most 
recent  Trustees  Reports,  differences  that  are  attributable  to  changes  in  the  demo- 
graphic and  economic  assumptions  of  the  respective  reports.  Even  in  the  very 
short  run  it  is  disturbing  to  find  that  different  economic  assumptions  were  adopted 
by  the  1975  Trustees,  reporting  in  May  1975  from  those  adopted  in  the  Presi- 
dent's  1976  Budget  which  appeared  only  a  few  months  earlier. 

We  have  also  been  unable  to  determine  how  much  of  the  annual  deficit  projected 
for  the  next  five  years  is  attributable  to  a  decline  in  previously  estimated  tax 
yields  and  how  much  to  higher  expenditures  (due  to  the  automatic  cost  of  living 
increases,  to  growth  in  disability  claims  and  the  trend  to  earlier  retirement). 
To  the  extent  that  the  deficit  stemxS  from  falling  tax  receipts  (or  a  slower  rate  of 
growth  than  previous  official  estimates  has  predicted)  drawing  on  the  reserve 
fund  should  occasion  no  alarm,  provided  the  recession  does  not  last  for  more  than 
two  or  three  years,  for  this  is  precisely  the  contingency  the  reserve  was  created 
to  deal  with. 

To  the  extent  that  the  deficiency  stems  from  projected  expenditures  that  are 
higher  than  previously  assumed,  there  maj^  indeed  be  a  need  for  additional 
revenues  even  in  the  short  run.  Some  reduction  of  anticipated  expenditures  can 
be  expected  if  the  Congress  amends  the  cost  of  living  provisions  so  as  to  eliminate 
the  double  cost  of  living  gain  reaped  by  future  retirees  (the  so-called  "decoupling" 
proposals).  But  the  savings  from  this  action  will  be  mainlj^  felt  in  the  more  dis- 
tant future.  For  the  years  immediately  ahead  it  seems  possible  that  even  if  the 
employment  levels  return  to  pre-recession  levels  within  the  next  year  or  two, 
there  may  well  be  a  need  for  additional  revenues. 

We  believe  that  it  would  be  highly  undesirable  to  seek  to  secure  these  needed 
funds  from  further  increases  in  the  wage  and  payroll  taxes. 

The  burden  of  the  wage  and  payroll  tax  is  already  verj^  heavy  not  mereh^  on  low, 
but  also  on  middle  income  receivers  and  this  is  true  even  if  one  considers  onlj^ 
the  tax  levy  on  the  worker,  let  alone  if,  as  most  economists  would  argue,  the 
employer's  tax  is  also  ultimately  borne  by  the  worker.  It  falls  expecially  heavily 
on  the  poor  bectiuse  of  the  regressive  character  of  these  taxes  (the  absence  of 
deductions  and  exemptions,  the  uniform  tax  rate  at  all  earnings  levels  and  the 
non-payment  of  taxes  on  earnings  in  excess  of  $14,100). 

We  take  a  dim  view  of  proposals  to  lessen  the  burden  on  low  earners  by  pro- 
viding the  kinds  of  exemptions  and  deductions  now  characteristic  of  the  federal 
income  tax,  and  also  of  the  more  radical  proposal  to  exempt  from  taxation  those 
with  earnings  below  some  specified  income  level.  Such  adjustments  in  the  wage 
tax  will  be  administratively  complicated.  Removal  of  tax  liability  from  workers 
earnings  below  a  specified  level  -ftall  raise  difficult  policy  decisions  regarding  the 
selection  of  the  precise  level  at  which  tax  liability  will  be  removed. 

So  long  as  the  policy  of  sole  reliance  on  wage  and  payroll  taxes  for  financing 
OASDI  remains,  both  proposals,  and  expecially  the  second,  will  involve  sharp 
increases  in  the  social  security  taxes  paid  by  higher  paid  workers.  While  this 
might  result  in  a  less  regressive  financing  system  than  we  now  have,  there  may 
well  be  strong  resistance  on  the  part  of  these  higher  paid  workers  in  view  of  the 
heaviness  of  the  present  tax  and  the  belief  of  these  groups  that  they  are  already 
getting  out  of  the  OASDI  system  benefits  that  are  disproportionately  small  as 
compared  to  those  received  by  low  earners. 

Both  proposals  too  raise  problems  for  a  wage-related  contributory  system.' 
Both  will  mean  that  many  millions  of  covered  workers  will  pay  no  taxes  at  all. 
Are  the}^  to  receive  a  uniform  benefit?  If  not,  how  are  their  differential  benefits 
to  be  determined  in  the  absence  of  wage  records?  What  will  be  the  reaction  of 
the  tax-paying  workers,  especially  those  just  above  the  exempt  level,  to  the  receipt 
of  benefits  only  slightly  higher  than  those  received  by  workers  who  have  not 
contributed? 

An  alternative  proposal  to  retain  sole  reliance  on  wage  and  payroll  taxes,  without 
increasing  the  tax  rale,  namely  to  raise  the  taxable  earnings  limit,  while  at  first 
sight  more  appealing,  and  certainly  preferably  to  remitting,  or  reducing,  Social 
Security  taxes  on  low  earners,  has  also  disadvantages.  Since  OASDI  is  an  earnings- 
related  benefit  system,  raising  the  taxable  limit  will  also  raise  (although  not 
proportionately)  the  benefits  received  by  higher  earners.  This  will  cut  into  the 
net  gains  frona  raising  the  taxable  limit.  More  importantly,  the  proposal  raises 
a  question  about  the  social  desirability  of  compelling  earners  at  income  levels 
as  high  as  $24,000  to  provide  for  their  old  age  security  through  the  OASDI  system. 
At  some  income  level  it  would  seem  desirable  to  leave  them  free,  if  thej-  desire  a 


retii'ement  income  higher  than  some  modest  OASDI  benefit,  to  do  so  through  the 
private  sector.  We  would  Uke  further  exploration  of  the  potential  contribution 
of  an  increased  wage  base  in  the  light  of  these  problems. 

We  are  strongly  opposed  to  the  proposal  of  the  Federal  Advisory  Council 
that  the  wage  and  payroll  taxes  now  collected  for  Medicare  should  be  utilized 
for  financing  OASDI  and  that  Medicare  should  be  wholly  financied  from  the 
general  revenues.  We  firmly  believe  in  the  principle  of  contributory  social  in- 
surance. Although,  as  we  shall  later  argue,  this  does  not  rule  out  some  contribu- 
tion from  the  general  revenues,  we  are  opposed  to  exclusive  reliance  on  general 
revenue  financing.  As  has  frequently  been  argued,  the  contributory  element  serves 
to  underpin  the  right  to  a  payment  or  benefit  and  to  insulate  the  program  to 
some  degree  from  a  lowering  of  benefit  levels  or  imposition  of  income  or  means 
tests  as  a  condition  of  eligibility  in  temporary  periods  of  federal  bvidgetary  strin- 
gency. The  very  arguments  used  by  the  Advisory  Council  in  rejecting  even  a 
limited  contribution  from  general  revenues  to  the  OASDI  system  apply  with 
even  greater  force  to  their  proposal  that  Medicare  whould  be  wholly  financed 
from  general  revenues. 

We  believe  rather  that  such  short  run  deficit  as  a  careful  examination  of  eco- 
nomic trends  may  reveal  should  be  met  by  the  infusion  of  funds  from  the  general 
reveiiues,  which  are  less  regressive  in  their  impact  than  wage  and  payroU  taxes. 
Indeed,  we  would  go  fvuther  and  recommend  thiit  general  tax  revenues  should 
not  be  limited  to  merely  the  short  run  deficit  but  should  be  sufficient  to  permit 
a  lowering  of  the  present  level  of  the  social  security  taxes.  It  is  relevant  in  this 
connection  to  recognize  that  any  health  insurance  program  that  is  likelj'-  to  be 
enacted  will  assuredly  rely  at  least  in  part  on  wage  and  paj-roll  taxes  for  its 
financing.  On  top  of  the  social  security  taxes  ar  their  present  level,  this  would 
mean  an  intolerably  hea\'y  Ijurden,  especially  on  low  earners. 

The  proposal  for  some  "government  contribution"  is  neither  revolutionary 
nor  novel.  It  is  common  in  most  well-established  foreign  social  insurance  sj'stems 
It  was  envisaged  legislatively  in  this  ccuntrj'  during  the  late  1940's  when  Congress 
continualh?-  postponed  the  then  sciieduled  increases  in  the  social  security  taxes. 
It  is  already  adopted  in  the  financing  of  the  special  "age-72"  benefits  and  in  the 
financing  of  Part  B  of  Medicare. 


The  Financing  of  Social  Security 

(By  Edward  F.  Renshaw,  Departm.ent  of  Economics,  State  University  of  New 

York  at  Alban.v) 

The  present  sj'stem  of  financing  social  security  is  biased  against  work  sharing 
in  i:)eriods  of  Avid'espread  unemployment.  It  also  discourages  employers  from  hiring 
disadvantaged  workers,  students,  part-time,  and  other  low  income  wage  earners. 
These  biases  are  related  to  the  fact  that  wage  and  salary  payments  above  a 
threshold  amount  are  exempt  from  social  security  taxes.  Profits  will  be  maxi- 
mized, other  things  equal,  if  employers  retain  workers  who  have  already  earned 
the  tlu'eshold  amoimt  rather  than  new  employees  and  less  skilled  workers  that 
have  not  yet  made  a   maximum  contribution   to  social  security. 

One  way  to  encourage  employers  to  both  hire  and  retain  more  disadvantaged 
v\-orkers  would  be  to  simply  exempt  the  first  three  or  four  thousand  dollars  of  a 
worker's  incnme  from  all  social  security'  taxes  and  make  up  the  loss  in  tax  revenue 
by  requiring  workers  and  emploj^ers  to  contribute  a  lixed  proportion  of  all  addi- 
tional wage  and  salary  paj^ments  to  the  Social  Security  Fund.  These  reforms 
would  also  have  the  advantage  of  making  our  social  securitj^  system  less  regressive. 

If  they  were  enacted  and  if  minimum  social  securitj^  benefits  were  raised  by  a 
comparable  amount,  Congress — in  good  conscience — could  then  help  to  solve 
the  current  energj'  problem  by  cliamieling  the  proceeds  from  higher  gasoline 
taxes  into  the  Social  Security  Fund. 

The  United  States  is  about  the  only  "oil  poor"  industrialized  nation  that  does 
not  levy  a  large  tax  on  gasoline  of  50  cents  or  more  per  gallon  to  limit  the  demand 
for  imported  oil.  Drivers  in  other  countries,  as  a  consequence,  have  a  greater 
incentive  to  buy  smaller  cars,  organize  car  pools,  drive  at  lower  operating  speeds, 
utilize  mass  transit,  and  in  other  ways  help  to  conserve  energy. 

If  the  United  States  were  to  emulate  the  tax  structure  of  other  importing 
nations  and  use  gasoline  taxes  to  improve  our  social  security  system,  that  would 
jjrobably  be  .sufficient  to  seriou.sly  weaken  the  international  oil  cartel,  keep  the 
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price  of  imported  oil  from  rising  further,  and  enable  the  U.S.  to.play  a  more  effec- 
tive role  in  l^ringing  aVjout  a  prnreful  settlement  of  the  Arab-Lsreali  dispute. 
It  is  not  unreasonable  to  suppose  that  there  might  be  other  advantages. 

If  American  motorists  could  be  confident  that  higher  gasoline  taxes  will  be 
enacted  in  the  near  future  and  used  to  fund  social  security  that  would  provide 
them  with  a  stronger  Incentive  to  quickly  switch  to  smaller  automobiles.  This  in 
turn  could  lead  to  a  revival  of  economic  activit}^  in  other  industries,  a  more  rapid 
growth  of  the  employed  labor  force,  an  automatic  increase  in  the  amount  of  funds 
flowing  into  the  Social  Security  Trust  Fund  and  a  reduced  need  for  tax  rate  in- 
creases to  keep  our  social  security  system  financially  healthy  in  the  remainder 
of  this  decade. 


Statement  of  Daniel  M.  Rohrer,'  Boston  College,  Chestnut  Hill,  Mass. 

The  present  problems  in  financing  the  Social  Security  program  arise  from  the 
current  economic  situation.  Such  recessions  should  serve  as  the  onh^  threat  to 
the  short-range  tinancing  of  the  program  during  the  next  25  years.  In  the  following 
century  there  i^  a  possibility^  of  a  proljlem  in  Social  Security  financing  which  derives 
from  an  expected  change  in  the  age  composition  of  the  popuhition.  If  the  com- 
mitments of  Social  Security  are  met  by  the  U.S.  Government,  additional  financing 
will  be  needed. 

It  would  be  imwise  economics  to  raise  Social  Security  contributions,  taxes  or 
premiums  at  this  time  but  the  deficits  cannot  continue  either.  Yet  it  is  essential 
that  the  income  to  the  program  lie  raised  to  an  excess  of  the  benefit  payments 
that  must  be  made  when  the  economy  recovers.  For  there  are  positive  effects 
when  income  transfers  are  soundly  financed.  Although  the  income  tax  does  not 
fund  an  individual  insurance  retirement  benefit,  there  is  a  general  belief  that  it 
does.  This  also  makes  any  fundamental  change  in  the  tax  system  unrealistic  at 
the  moment.  However,  certain  reforms  in  the  structure  of  these  taxes  may  be 
feasiV)le  to  distribute  the  burden  of  Social  Security  taxes  more  generally  among 
tiic  whole  population  of  income  receivers.  Finally,  those  who  oppose  drawing  from 
the  general  revenues  usually  do  so  for  the  reason  that  Social  Security  was  estab- 
to  pay  for  itself,  and  that  drawing  from  general  funds  tends  to  turn  it  into  a  type 
of  welfare  rather  than  insurance.  The  experience  of  public  assistance  augments 
unwiUingness  of  taxpayers  to  help  their  fellow  citizens  who  are  believed  to  be 
somehow  able  to  support  themselves.  It  is  unlikely  that  taxpayers  would  be  willing 
to  provide  noncontributory  benefits  without  a  means  test  and  at  a  comparable 
level  of  adequacy  to  the  30  million  people  who  now  receive  Social  Security  benefits. 
This  would  include  the  elderly,  the  disabled  and  their  dependents,  the  widows 
and  the  widowers,  and  the  motherless  or  fatherless  children.  Nevertheless,  the 
American  public  must  be  convinced  that  social  and  economic  benefits  grow  out 
of  cushions  against  unemployment  and  old  age,  and  that  it  is  not  unreasonable 
to  expect  the  government  to  organize  this  kind  of  protection. 

The  system  functions  by  withdrawing  purchasing  power  from  the  present 
generation  of  w-orkers  and  transferring  it  to  the  present  generation  of  retired 
persons  at  the  benefit  rates  the  C(jngress  has  decided  is  appropriate.  The  only 
need  for  a  trust  fund  is  as  a  contingency  reserve  large  enough  to  tide  the  system 
over  anj^  temporary  change  in  income  and  outflow.  If  an  increase  in  revenues 
should  be  necessary,  the  trust  fmid  would  enable  Congress  to  delay  such  action 
during  a  period  of  economic  recession.  Therefore,  until  a  decade  or  so  after  the 
turn  of  the  century,  when  the  active  labor  force  in  the  U.S.  may  be  reciuired  to 
support  relatively' more  retired  people  than  was  thought  to  be  the  case  until 
recently,  a  shift  to  tinancing  the  Social  Securitj'  program  through  general  revenue 
should  be  painless  and  devoid  of  harmful  consequences  if  done  so  during  a  time 
of  economic  prosperity.  Within  the  next  two  years  such  conditions  are  likely  to 
prevail,  and  this  period  of  economic  recovery  would  be  the  most  expedient  time 
to  make  such  a  basic  change.  At  this  time  premiums  should  be  substantially 
increased  as  well  for  other  means  of  assistance  are  limited  in  their  scope  and  cover- 
age. In  the  meantime,  if  it  is  necessary  to  meet  needs  and  commitments  through 
deficit  financing,  this  should  be  done  until  the  economy  improves  sufficiently 
to  allow  for  increased  taxes  without  hannful  results. 


1  Professor  Kohrer  is  Director  of  Foreusics  at  Boston  College. 
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Statement  of  J,   A.   Schnepper,    Rutgers  College,  New  Brunswick,  N.J, 

SOCIAL  SECURITY FINANCING  THE  QUAGMIRE 

The  Social  Security  Board  of  Trustees  has  released  its  1975  report  detailing 
the  financial  cancer  eating  awa^^  at  its  fund  of  potential  benefits  for  the  American 
worker.  On  this  j'ear  alone,  outlays  in  our  retirement  system  will  exceed  receipts 
by  $2. ,5  billion  and,  with  reserv^es  falling  to  $43.4  billion,  by  1980  our  fund  will 
have  dried  up  to  less  than  $800  million,  not  enough  to  cover  a  week's  benefits! 

The  situation  is  deteriorating  at  an  increasing  rate.  This  year's  $2. .5  billion 
deficit  will  be  followed  by  a  shortage  of  $6.8  billion  next  year  and  $8.3  billion 
in  the  year  after  that.  Clearly  to  honor  commitments  to  the  system's  30  million 
beneficiaries,  sizable  infusions  of  revenue  will  soon  be  required.  In  the  short  run, 
the  fund  needs  at  least  $7  billion  a.  year.  With  increasing  dollar  deflation,  some 
actuaries  contend  the  sum  should  be  $10  billion.  The  key  question,  though,  is 
how   this   revenue  should  be   financed. 

In  order  to  better  understand  the  parameter  of  solutions,  we  must  begin  by 
first  detailing  the  causes  of  the  problem,  and  how  these  causes  fit  into  the  structure 
of  our  Social  Security  System. 

Our  problem  is  one  of  basic  economic  disequilibrium — outflows  exceeding  in- 
flows. Our  projected  revenue  decline  is  the  product  of  several  interrelated  factors. 
The  first  of  which  is  a  deeper  decline  in  future  birth  rates.  The  experts  forsee  a 
dip  in  the  next  few  years  to  an  average  of  1.2  children  for  each  woman  of  childbearing 
age  from  the  current  level  of  1.9,  and  then  a  gradual  climb  to  a  rate  of  2.1  children. 
The  impact  of  this  will  be  to  further  increase  the  ratio  of  retirees  to  workers  in 
future  3'ears  from  30  for  everv  100  workers  today,  to  about  50  for  each  100  workers 
by  the  year  2030.  The  21st  Century,  therefore,  will  have  fewer  workers  contrib- 
uting the  funds  necessary  to  support  a  large  pool  of  aged  retirees. 

A  second  threat  to  our  Social  Security  System  is  inflation.  Higher  prices  force 
payment  of  bigger  benefits  but  don't  adequately  increase  revenues  to  the  trust 
funds.  Escalating  automatic  cost  of  living  adjustments  present  the  situation 
where  some  workers  will  actually  receive  more  in  retirement  than  they  earned 
on  the  job.  The  Ford  administration  already  has  announced  an  8%  benefit  increase, 
effective  in  July,  and  the  trustee  report  projects  future  automatic  increases  of 
6.6%  next  year,  6.4%  in  1977  and  6.3%  in  1978  before  there  is  any  significant 
decrease  in  the  automatic  escalator.  But  with  one-half  of  the  people  on  Social 
Securitv  receiving  no  other  benefits,  without  any  private  pensions  to  feed  and 
clothe  them,  a  cut  back  in  inflationary-based  catch-up  increases  would  be  both 
politically  amd  morally  impossible. 

With  inflation  increasing  the  cash  outflow,  and  the  combination  of  declining 
birth  rates  with  increased  old  aged  population  reducing  the  inflow,  the  potential 
cash  balances  of  our  Social  Security  System  are  in  serious  trouble.  The  most 
immediate  danger  though,  and  the  one  with  the  greatest  short  term  imi^act,  is 
unemployment.  Social  Security  revenue  is  payroll  tax  revenue.  The  unemployed 
do  not  pay  Social  Security  taxes  on  their  unearned  wages;  neither  do 
their  "employers."  Clearly  our  record  9.2%  and  almost  9,000,000  unemployed 
do  not  add  hope  to  balancing  our  Social  Security  trust  budgets. 

The  problem,  therefore,  is  one  of  financing  additional  revenue  from  a  decreas- 
ing growth  population  to  support  increasing  program  benefits.  Our  present  Social 
Security  system  actually  consists  of  three  separate  programs  providing  reitrem_ent 
and  survivor  benefits,  paj^ments  to  disaljled  workers,  and  health  insurance  for 
the  aged — best  known  as  Medicare.  These  programs  are  financed  by  separate 
trust  funds,  fed  mainly  by  the  11.7%  payroll  tax  which  includes  a  special  Medicaid 
lev.y. 

Each  employee  is  taxed  on  his  first  $14,000  annual  earnings  at  a  rate  of  5.85%. 
His  maximum  contribution,  therefore,  is  $824.85.  This  is  matched  by  an  equal 
5.85%  tax  on  his  em])loyer.  Under  the  current  law,  the  wage  base  automatical! v 
will  increase  to  about  $15,300  in  1976,  to  $16,800  in  1977,  and  an  expected  $19,800 
by  1979.  The  5.85%  tax  rate  will  also  increase  in  1977  to  6.05%  because  of  a  boost 
scheduled  for  the  Medicare  program.  In  total,  by  1979,  the  maximum  Social 
Security  contribution  would  be  up  to  $1,197.90,  an  increase  of  45%. 

Here  lies  the  primary  focus  of  most  analysts.  Do  we  finance  our  increased 
benefit  payout  with  a  further  increase  in  the  tax  rate,  which  affects  all  wokrers, 
or  with  a  further  raising  of  the  M^age  base,  affecting  only  the  marginal  15%  of 
the  workers  making  the  present  maximum? 

Proponents  of  a  tax  rats  increase  fear  a  jump  in  the  wage  base  would  dispro- 
portionately hit  middle  and  upper  middle  income  workers  and  expand  the  coverage 
of  the  Social  Security  program  by  providing  bigger  pensions  keyed  to  higher 
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wages.  Businessmen,  led  by  the  insurance  industry,  fear  the  potential  expansion 
of  retirement  benefits  would  encroach  on  private  pension  plans.  J.  Henry  Smith, 
Chairman  of  the  Equitable  Life  Assurance  Society  of  New  York  City  has  said, 
"Our  industry  thinks  the  wage  base  is  already  too  high."  Advocates  of  expanding 
the  wage  base  argue  against  the  regressivity  of  increasing  the  tax  rate.  Eighty- 
five  percent  of  the  American  working  population  has  presently  5.85%  of  each 
dollar  of  all  of  his  wages  taxed.  Worse  still,  he  is  doubly  taxed  by  having  each 
of  those  Social  Security  tax  dollars  that  he  never  sees  retaxed  as  income.  A  family 
of  four  earing  $4300  a  year  is  too  poor  to  pay  federal  income  taxes.  Yet  they  must 
presently  put  out  $251.55  in  Social  Security  contributions.  Surely  increasing 
their  tax  rate  and  payout  can  not  be  an  optimal  objective  solution. 

A  third  proposal  has  been  put  forth — that  of  an  infusion  of  general  tax  revenues. 
The  Ford  Administration  has  resisted  this  idea  fearing  that  it  would  weaken 
workers'  willingness  to  contribute  to  their  own  retirement.  They  demand  that 
the  "earned  right"  principle  be  preserved.  Conservatives  contend  that  gcnreal 
revenue  financing  is  a  step  toward  converting  Social  Security  from  an  insurance 
plan   into   a  welfare  program. 

I  can  not  agree  with  the  anti  general  revenue  forces.  When  one  has  absolutely 
no  choice  as  to  the  insurance  he  is  buying,  not  the  amount,  the  carrier,  the  cost, 
nor  the  benefits,  he  is  not  buying  insurance.  He  is  being  taxed!  The  political 
considerations  of  the  1930's  which  demanded  the  word  "welfare"  be  hidden  under 
the   guise   of    "insurance"    no   longer   apply   to   the    1970's. 

As"  a  short  term  remedial  step  therefore,  I  would  accept  the  recommendation 
made  by  the  Social  Security  Advisory  Council.  They  would  finance  the  Medicare 
payments  out  of  general  revenues  instead  of  from  the  1.8%  health  insurance 
tax  that  is  part  of  the  11.7%  Social  Security  payroll  tax.  The  1.8%  would  be 
used  to  meet  the  deficit  in  the  retirement  and  disabilitj^  funds. 

While  the  above  would  be  the  first  aboveboard  step  in  the  recognition  of  general 
revenue  subsidies  for  Social  Security  it  would  be  nothing  new.  Presedents  currently 
exist.  Payments  from  general  revenues  are  now  being  made  with  respect  to  the 
cost  of  (1)  gratuitous  wage  credits  for  certain  military  service,  (2)  hospital  in- 
surance benefits  for  certain  uninsured  aged  persons  initially  blanketed-in  at  the 
start  of  the  Medicare  program,  (3)  uniform  cash  benefits  for  certain  persons 
aged  72  and  over  who  attained  such  age  before  1972,  and  (4)  the  matching  amounts 
with  respect  to  the  premiums  paid  for  persons  covered  by  Supplemental  Medical 
Insurance. 

But  let  me  reemphasize  though,  in  conclusion,  that  general  revenue  infusions 
must  be  viewed  as  a  short  stop  gap  solution.  We  must  cure  the  disease  rather 
than  just  cover  up  its  symptoms.  There  is  a  limit  to  the  extent  that  even  the 
American  pul)lic  will  pay  increased  taxes. 

The  crisis  of  our  Social  Security  system  is  the  crisis  of  our  current  economic 
situation.  It  is  caused  by  the  twin  terrors  of  inflation  and  unemployment.  As 
we  apply  a  general  revenue  bandage  to  Social  Security,  we  must  press  forward 
in    our  attack  against  the  dual  diseases  which  produced  the  wound. 

["Whereupon,  at  4  p.m.,  the  hearing  was  adjourned.] 
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